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Foreword 

The  President  of  the  United  States  on  April  29,  1938,  told  the  Congress 
that  there  was  a  need  for  a  thorough  study  of  the  concentration  of  economic 
power  in  the  United  States.  On  June  16,  1938,  he  approved  a  joint  resolution 
of  the  Congress  providing  for  creation  of  a  Temporary  National  Economic 
Committee  to  make  the  investigation. 

During  the  course  of  its  investigation  the  T.N.E.C.  received  from  mem- 
bers of  its  own  staff  studies  on  several  economic  topics.  It  also  assigned 
specific  topics  to  participating  government  agencies  and  requested  them  to 
make  studies  upon  these  topics.  In  all  forty-three  studies  or  monographs 
were  thus  submitted  to  the  T.N.E.C.  and  were  published  by  it,  together 
with  two  supplementary  monographs. 

Senator  O'Mahoney,  Chairman  of  the  T.N.E.C,  submitted  a  preliminary 
report  to  Vice-President  Garner,  in  his  capacity  as  President  of  the  Senate, 
July  17,  1939;  the  final  report  was  submitted  to  Vice-President  Wallace 
March  31,  1941. 

This  final  report  by  the  T.N.E.C.  specifically  declares  that  the  statements 
and  views  in  the  monographs  are  "solely  the  responsibility  of  their  authors." 
But  the  fact  remains  that  the  published  studies  are  generally  referred  to  as 
"The  T.N.E.C.  Monographs."  It  likewise  seems  obvious  that  in  future 
years  the  very  fact  of  their  publication  at  government  expense  and  their 
submission  to  the  T.N.E.C.  will  lead  them  to  be  regarded  as  expression  of 
at  least  a  semi-official  governmental  viewpoint,  and  to  be  quoted  as  just 
about  "final"  authorities  on  disputed  subjects.  (It  is  true  that  some  of  the 
monographs  do  represent  the  considered  judgment  of  the  governmental 
agencies  which  prepared  them.) 

This  belief  is  supported,  moreover,  by  the  fact  that  Dr.  Dewey  Anderson, 
Executive  Secretary  of  the  T.N.E.C,  in  his  final  report  of  March  31,  1941, 
declared  that  the  monographs  (together  with  the  T.N.E.C.  reports  and 
hearings)  "constitute  the  basis  for  a  modern  education  in  economics,  the 
formulation  of  a  philosophy  for  economic  and  political  behavior." 

Since  so  many  of  the  monographs  deal  with  business  institutions  and 
practices,  the  N.A.M.  Board  of  Directors  has  had  prepared  the  following 
reviews  of  all  the  forty-three  monographs  which  are  claimed  collectively  to 
provide  "a  modern  education  in  economics"  and  "a  philosophy  for  economic 
and  political  behavior." 

John  Scoville,  Chief  Statistician  of  the  Chrysler  Corporation,  and  Noel 
Sargent,  Secretary  of  the  N.A.M.,  were  requested  by  the  officers  of  the  Asso- 
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ciation  to  undertake  the  responsibility  for  this  analysis  of  the  T.N.E.C. 
monographs. 

Mr.  Scoville  as  Chief  Statistician  of  the  Chrysler  Corporation  is  one  of 
the  nation's  leading  statisticians  and  has  had  many  years  of  valuable  experi- 
ence as  a  student  of  business  institutions  and  practices.  American  industry 
is  extremely  indebted  to  the  Chrysler  Corporation  for  permitting  him  to 
participate  in  this  analysis,  as  well  as  to  Mr.  Scoville  for  the  outstanding 
contribution  he  has  thus  made  to  the  expression  of  sound  economic  princi- 
ples and  to  the  exposure  of  fallacies  about  the  American  enterprise  system. 

Mr.  Sargent  is  Secretary  of  the  National  Association  of  Manufacturers. 
For  over  a  score  of  years  he  has  been  engaged  in  interpreting  economic 
principles  and  development  to  businessmen  and  in  the  explanation  of  busi- 
ness practices  and  business  economics  to  the  general  public. 

Messrs,  Scoville  and  Sargent's  survey  of  the  T.N.E.C.  monographs  com- 
prises hundreds  of  pages  of  manuscript.  It  was  obviously  impossible  for  the 
directors  of  the  National  Association  of  Manufacturers  individually  to  read 
and  pass  upon  this  quantity  of  material. 

But  the  Board  of  Directors,  cognizant  of  the  methods  used  in  the  analysis 
(as  set  forth  by  Messrs.  Scoville  and  Sargent  in  the  following  Preface), 
believes  that  this  comprehensive  review  of  the  T.N.E.C.  monographs  merits 
publication,  on  exactly  the  same  basis  of  responsibility  of  the  authors  as  the 
monographs  themselves.  It  commends  itself  to  perusal  by  those  who  have 
used  or  may  hereafter  consult  the  monographs.  It  deserves  wide  circulation 
and  study  among  all  students  of  economic  facts  and  trends. 

William  P.  Witherow 
President,  National  Association  of  Manufacturers 
October  24,  1942 


Preface 

There  are  43  T.N.E.C.  monographs,  plus  two  supplementary  mono- 
graphs. 

Some  of  them  represent  studies  made  by  the  economic  staff  of  the 
T.N.E.C,  which  also  requested  various  participating  government  agencies 
to  submit  reports  upon  designated  economic  subjects. 

The  reasons  for  allocating  to  various  governmental  agencies  studies  cover- 
ing different  fields  of  economic  activity  were  thus  set  forth  by  Dr.  H.  Dewey 
Anderson,  its  executive  secretary,  in  testimony  before  the  Committee  on 
January  15,  1941: 

"The  Temporary  National  Economic  Committee  early  perceived  that 
public  hearings,  while  indispensable,  had  limitations  which  prevented  a 
completely  satisfactory  description  and  analysis  of  economic  problems. 
More  orderly  and  sustained  treatment  of  these  problems  was  required,  and 
was  provided  for  by  the  allocation  of  research  studies  to  the  various  agen- 
cies and  to  the  staff  of  the  Committee.  The  result  is  the  assembly  of  44 
monographs  written  by  authorities  in  their  several  fields  who  have  had 
access  to  the  records  of  government  bureaus,  to  the  files  and  hearings  of 
the  T.N.E.C,  and  to  all  other  available  documents." 

Moreover,  in  commenting  on  the  monographs  published  by  the  T.N.E.C, 
Dr.  H.  Dewey  Anderson  said: 

"Each  monograph  has  the  status  of  testimony  offered  before  the  Com- 
mittee. It  is  solely  the  view  of  the  agency  and  authors  submitting  it,  and 
not  necessarily  that  of  the  Temporary  National  Economic  Committee.  It  is 
offered  the  Committee  as  information  for  study." 

Likewise,  Senator  Joseph  C  O'Mahoney,  Chairman  of  the  T.N.E.C,  said 
in  his  acknowledgment  appearing  on  page  iii  of  Monograph  No.  36: 

"The  Temporary  National  Economic  Committee  is  greatly  indebted  to 
the  Federal  Trade  Commission  for  these  contributions  to  the  literature  on 
the  subjects  under  review. 

"The  status  of  the  materials  in  this  volume  is  precisely  the  same  as  that 
of  other  carefully  prepared  testimony  when  given  by  individual  witnesses; 
it  is  information  submitted  for  Committee  deliberation.  .  .  .  Sole  and  un- 
divided responsibility  for  every  statement  in  such  testimony,  reports,  or 
monographs  rests  entirely  upon  the  respective  authors." 
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And,  again,  in  commenting  on  criticism  by  the  National  Association  of 
Retail  Druggists  of  statements  and  conclusions  appearing  in  Monograph 
No.  1,  entitled  Price  Behavior  and  Business  Policy,  Chairman  O'Mahoney 
said: 

".  .  .  it  has  already  been  made  clear  with  respect  to  each  of  these  mono- 
graphs that  they  do  not  represent  the  conclusions  of  the  Committee." 

But  while  none  of  the  monographs  represent  "conclusions"  of  the 
T.N.E.C.  it  is  apparent  that  several  of  them  do  represent  the  opinions  and 
viewpoints  of  other  governmental  bodies. 

The  total  appropriations  received  by  the  T.N.E.C.  were  $1,070,000,  of 
which  $850,000  was  allocated  to  the  six  executive  departments  of  the  govern- 
ment which  were  represented  on  the  Committee.  It  is  estimated  that  the 
Committee  received  also  about  $160,000  worth  of  printing  service  from  the 
Government  Printing  Office. 

It  is  impossible  to  tell  how  much  of  the  $1,070,000  was  spent  on  prepara- 
tion of  the  43  monographs;  it  is  believed  that  a  large  part  of  this  cost  must 
have  been  assumed  by  the  participating  agencies,  especially  in  those  in- 
stances (such  as  the  Federal  Trade  Commission)  where  submitted  reports 
were  largely  based  on  previous  studies.  In  addition  several  other  studies 
were  apparently  supplied  by  governmental  agencies  which  must  have  used 
their  own  funds,  since  they  received  none  from  the  T.N.E.C.  (for  example. 
No.  23  on  Agriculture,  by  the  Senior  Economist  of  the  Department  of 
Agriculture;  No.  12  on  Profits,  by  the  Senior  Consulting  Economist  of  the 
W.P.A.). 

The  economics  staff  (together  with  the  administrative  staff)  of  the 
T.N.E.C.  had  a  large  appropriation  ($234,000),  but  how  much  of  this  was 
spent  in  connection  with  the  monographs  is  not  known. 

The  best  information  available  is  that  eight  studies  had  combined  direct 
costs  of  $331,200. 

If  we  omit  the  three  extremely  expensive  studies  (Nos.  2,  28,  31)  we  have 
a  cost  of  $93,200  for  the  other  five,  or  an  average  cost  of  $18,600.  The  same 
average  cost  applied  to  40  monographs  would  amount  to  $744,000.  With 
the  cost  of  the  three  very  expensive  monographs  added,  the  total  cost  of  the 
43  monographs  would  be  $982,000. 

Eliminating  from  this  total  the  costs  of  preparing  data  for  Committee  use 
in  the  T.N.E.C.  hearings,  we  should  deduct  $230,000,  giving  a  net  cost  for 
43  monographs  on  this  basis  of  $752,500,  plus  printing  costs  which  were  not 
charged  to  the  T.N.E.C. 

It  seems  reasonable  to  assume  that  the  T.N.E.C.  monographs  cost  the  tax- 
payers of  the  United  States  at  least  $750,000,  not  all  of  which,  however,  was 
charged  against  the  T.N.E.C.  appropriations. 

What  did  the  taxpayers  receive  in  return? 

These  six  things: 
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IX 


1.  43  monographs  of  highly  uneven  value,  their  exact  merits  or  lack 
thereof  being  set  forth  in  the  following  pages. 

2.  Several  statistical  and  economic  studies  in  the  monographs  which  pro- 
vide real  contributions  to  economic  knowledge. 

3.  Several  studies  which  are  both  harmless  and  valueless. 

4.  A  number  of  studies  which  contain  glaring  errors,  inconsistencies,  and 
inadequacies,  which  do  no  service  to  the  T.N.E.C.,  or  to  the  public,  and 
certainly  not  to  their  authors. 

5.  A  number  of  studies  which  indicate  such  initial  bias  by  their  authors 
against  the  individual  enterprise  system  that  they  cannot  be  regarded  as 
impartial  and  valuable  studies. 

6.  Evidence  of  a  deliberate  design  by  many  of  the  monograph  authors  to 
lay  the  groundwork  for,  and  set  forth  the  pattern  of,  government  control 
of  private  activity  along  virtually  Nazi  and  Fascist  lines  in  the  postwar 
world. 

We  have  used  the  following  methods  in  preparation  of  our  reviews  of 
the  43  monographs,  reviews  which  have  convinced  us  that  the  overall  re- 
sults of  the  monographs  are  those  just  presented: 

Each  of  the  monographs  was  submitted  to  an  individual  believed  by  us 
to  be  highly  competent  in  the  field  involved,  who  was  asked  to  prepare  a 
scientific  review  of  the  monograph,  setting  forth  both  its  virtues  and  faults. 
This  individual's  review  was  then  submitted  for  appraisal  to  another  com- 
petent individual  in  the  same  field.  While  the  National  Association  of 
Manufacturers  provided  the  small  amount  of  money  necessary  to  produce 
this  book,  it  in  no  way  interfered  with  the  full  expression  of  opinions  by 
either  the  reviewers  or  appraisers.  Many  of  them  were  academic  scholars 
who  not  only  were  theoretically  familiar  with  the  subject  matter  but  also 
in  most  cases  had  years  of  practical  experience  in  the  field.  Several  corpo- 
rations lent  the  services  of  their  economists  in  the  prosecution  of  this 
project.  Each  review  and  the  appraisal  of  it  were  scrutinized  by  us;  and 
in  every  instance  changes,  in  nearly  all  cases  of  minor  significance  but  in 
others  of  major  importance,  were  made  in  the  original  review.  The  result 
is  that  final  responsibility  for  each  of  the  several  reviews  rests  with  us, 
although  the  larger  part  of  the  review  texts  was  prepared  by  outstanding 
authorities  in  the  fields  covered. 

The  above  paragraph  describes  the  method  and  responsibility  for  the 
subsequent  reviews  of  39  monographs.    The  exceptions  are: 

(a)  Nos.  2  and  28,  Life  Insurance.  In  the  case  of  these  monographs  we 
insert  without  change  the  criticism  submitted  to  the  T.N.E.C.  by  the  execu- 
tives of  five  life  insurance  companies,  an  analysis  of  the  monographs  ap- 
pearing in  the  American  Economic  Review,  and  a  letter  submitted  to 
Senator  O'Mahoney  by  Leroy  A.  Lincoln,  President  of  the  Metropolitan 
Life  Insurance  Company. 

(b)  No.  31,  Patents.    In  this  instance  we  reproduce  the  exact  text  of  a 
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study  by  George  E.  Folk,  patent  adviser  to  the  N.A.M.  and  formerly  patents 
counsel  to  the  American  Telephone  and  Telegraph  Company.  This  is  in- 
cluded by  permission  of  Harper  &  Brothers,  publishers  of  Mr.  Folk's  recent 
book  (1942),  Patents  and  Industrial  Progress. 

(c)  No.  39,  Petroleum.  In  the  case  of  this  monograph  we  reproduce  the 
text  of  a  critical  review  submitted  to  the  T.N.E.C.  by  the  presidents  of  the 
Standard  Oil  Company  of  New  Jersey  and  the  Sun  Oil  Company  (to  which 
we  have  added  a  very  brief  critical  note  on  one  point). 

The  number  of  individuals  who  have  collaborated  in  the  reviews  and 
appraisals  of  reviews  is  large;  we  cannot  acknowledge  their  separate  con- 
tributions but  they  have,  individually  and  collectively,  contributed  greatly 
to  realistic  consideration  of  the  important  T.N.E.C.  monographs. 

It  is  hoped  that  this  volume,  with  its  reviews  of  the  43  monographs,  will 
be  utilized  by  those  who  consult  any  of  the  monographs  themselves. 

It  is  likewise  hoped  that  it  will  be  helpful  to  students,  educators,  business- 
men, and  others  who  desire  a  condensed  summary  of  the  12,400  pages  of 
the  monographs,  together  with  critical  comments  upon  them. 

These  monographs  contain  a  wealth  of  information  and  statistical  tables 
which  make  them  valuable  books  of  reference.  Many,  but  not  all,  of  these 
monographs  are  impregnated  with  hostility  to  corporations  and  individuals 
of  wealth.  These  reviews  expose  those  statements  and  conclusions  which, 
in  the  opinion  of  the  reviewers,  are  fallacious  or  unsupported  by  evidence. 
It  was  a  favorite  trick  of  some  of  the  monograph  authors  to  present  a  vast 
array  of  evidence  and  then  to  draw  conclusions  which  were  not  supported 
by  the  evidence.  The  monographs  vary  greatly  in  quality;  they  run  the 
gamut  from  scholarly  and  comprehensive  exposition  to  political  claptrap. 

At  the  top  of  each  page  of  each  monograph  was  the  title — Concentration 
of  Economic  Power. 

Power  is  concentrated  in  nearly  every  phase  of  life.  In  the  Catholic 
Church,  great  power  is  concentrated  in  the  Pope;  in  an  army,  great  power 
is  concentrated  in  the  Commander-in-Chief;  in  a  monarchy,  great  power 
is  concentrated  in  the  King;  in  our  republic,  great  power  is  concentrated  in 
the  President;  in  labor  unions,  great  power  is  concentrated  in  two  or  three 
individuals;  on  shipboard,  the  captain  is  in  supreme  command.  We  even 
have  baseball  czars  and  moving  picture  czars.  In  our  war  effort  it  has  been 
necessary  to  do  away  with  the  diffusion  of  power  among  various  boards 
and  offices  and  to  concentrate  power  in  a  few  individuals. 

Since  concentration  of  power  in  industry  is  less  pronounced  than  in  gov- 
ernment, in  labor  unions,  in  the  church,  or  in  the  army,  why  all  the  "fuss 
and  feathers"  over  the  concentration  of  economic  power.?  The  main  ques- 
tion would  seem  to  be,  not  is  power  concentrated,  but  are  the  holders  of 
the  power  morally  and  intellectually  competent?  No  one  objects  to  having 
a  ship  run  by  the  captain  rather  than  by  a  committee  of  the  sailors,  but  the 
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passengers  want  to  be  sure  that  the  captain  understands  navigation.  Large 
corporations  are  necessary  for  economical  production.  The  operations  must 
be  directed  by  some  individual  or  group  of  individuals.  Whether  one  per- 
son or  many  persons  are  directing  the  operations  is  of  less  importance  than 
the  competence  of  the  directing  power,  and  whether  that  position  has  been 
attained  as  the  result  of  ability  and  accomplishment,  or  as  a  result  of  dema- 
gogic appeal  or  dictatorial  ruthlessness.  If  we  are  to  form  correct  ideas 
about  social  organization,  we  should  study  the  concentration  of  power  in  all 
fields,  and  not  just  the  concentration  of  economic  power. 

The  founders  of  this  country  feared  the  concentration  of  poUtical  power, 
and  they  split  the  power  three  ways.  The  present  administration  in  Wash- 
ington has  increased  the  power  of  the  executive  at  the  expense  of  the  judi- 
cial and  legislative  branches.  It  has  also  increased  the  power  of  the  federal 
government  at  the  expense  of  local  government.  The  dangers  of  such 
power-shifts  are  indicated  in  the  following  statement  made  by  Senator 
O'Mahoney,  May  25,  1942,  in  opposing  extension  of  gasoline  rationing  to 
the  entire  country: 

"Perhaps  the  principal  source  of  this  trouble  is  that  Congress  has  sur- 
rendered too  much  of  its  authority  to  executives  who  don't  understand 
conditions  in  the  country." 

The  same  difficulty  applies  to  many  of  the  efforts  to  blueprint  society  from 
college  armchairs  or  Washington  desks — which  many  of  the  T.N.E.C. 
monograph  authors  apparently  seek  to  do. 

After  reading  the  monographs  and  the  testimony,  one  must  conclude  that 
the  T.N.E.C.  did  not  establish  the  thesis  that  the  concentration  of  wealth 
or  the  concentration  of  economic  power  is  a  cause  of  depressions.  Many 
students  (not  actuated  by  political  motives)  have  studied  business  cycles, 
and  very  few  attach  importance  to  wealth  or  income  concentration  as  a 
cause  of  the  fluctuations. 

Most  people  will  not  work  to  acquire  wealth  if  the  government  is  un- 
wilUng  or  unable  to  protect  property.  There  is  likely  to  be  no  net  gain  to 
society,  if  the  measures  which  result  in  a  more  uniform  distribution  of  in- 
come decrease  the  total  income  to  be  distributed. 

Economic  democracy  exists  when  we  have  free  markets  and  competition. 
To  provide  these,  millions  of  consumers  must  be  able  each  day  to  decide 
what  and  where  they  wish  to  buy,  thus  giving  success  to  those  business 
enterprises  which  best  produce  and  distribute  goods  for  use  by  consumers. 
But  this  freedom  of  consumer  choice  is  eliminated  if  we  destroy  or  seri- 
ously impair — 

freedom  to  consume, 

freedom  to  save, 

freedom  to  invest, 

freedom  to  work. 
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We  have  now  presented  facts  concerning  the  costs  and  an  appraisal  of  the 
over-all  merits  of  the  43  monographs;  we  have  also  described  the  methods 
used  in  their  review,  together  with  some  indication  of  our  own  economic 
philosophy. 

We  now  submit  the  reviews,  each  of  which  must  be  judged  by  its  own 
individual  merits. 

John  Scoville 

Noel  Sargent 
October  24,  1942 
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REVIEW   OF    T.N.E.C.    MONOGRAPH   NO.    I 

Price  Behavior  and  Business  Policy 

THIS  monograph  was  prepared  by  Saul  Nelson  and  Walter  G.  Keim, 
under  the  supervision  of  Edward  S.  Mason  of  Harvard  University. 
It  is  in  three  parts.    Part  I  is  a  general  description  of  various  aspects  of 
business  price  policy  and  of  their  economic  consequences.     Part  II  deals 
with  geographic  price  structures.     Part  III  is  a  discussion  of  retail  prices 
based  on  an  analysis  of  prices  in  only  one  industry,  the  drug  industry. 

Chapter  I  of  Part  I,  entitled  "Price  Behavior  and  Business  Policy,"  is 
summarized  in  the  monograph  itself,  as  follows: 

In  the  everyday  conduct  of  their  affairs,  businessmen  are  constantly  required 
to  make  decisions  regarding  their  sales  policies;  that  is,  to  determine  the  char- 
acter and  variety  of  the  goods  which  they  are  to  produce,  TT  w  "Pn 
the  price  and  other  terms  and  conditions  under  which  the  -n    oiT^ptjt.  p„^ 
goods  are  to  be  offered  for  sale,  and  the  type  of  sales  appeal  Pnntrol  PrippQ 
which  can   most  effectively  be  used  in  finding  a  market. 

These  decisions  in  the  aggregate  have  a  far-reaching  effect  upon  the  national 
economy. 

Commodity  prices  are  to  varying  degrees  influenced  by  day-to-day  decisions 
of  this  kind.  The  prices  of  most  farm  products  and  of  some  industrial  com- 
modities are  arrived  at  in  markets  where  so  many  buyers  and  sellers  operate 
that  no  one  buyer  or  seller  has  any  appreciable  influence  on  the  resulting  price. 
In  the  case  of  most  manufactured  goods  and  some  raw  materials,  the  situation  is 
quite  different.  The  manufacturer  of  steel,  of  automobiles,  of  corn  flakes,  or  of 
proprietary  drugs,  for  example,  has  a  very  real  voice  in  deciding  the  price  at 
which  he  will  sell.  No  concern  has  unlimited  latitude  in  determining  price 
policy;  even  a  monopolist  must  reckon  with  the  competition  of  substitute  prod- 
ucts. In  general,  the  amount  of  discretion  available  to  any  business  concern  in 
setting  prices  depends  upon  many  factors,  such  as  the  nature  of  its  products,  the 
availability  of  satisfactory  substitutes,  the  number  and  size  of  its  competitors 
and  its  relations  with  them,  and  the  impact  of  law  and  administrative  govern- 
mental action. 

In  this  respect,  concerns  selling  articles  which  are  in  fact  different  or  which 
consumers  believe  to  be  different  from  those  sold  by  their  competitors  are  at  a 
distinct  advantage  over  those  whose  products  are  in  all  respects  standard.  For 
example,  it  is  obviously  impossible  for  a  single  seller  of  such  commodities  as 
iron  ore,  copper  ingot,  or  sulfuric  acid  to  maintain  for  any  appreciable  period 
of  time  a  price  substantially  different  from  that  quoted  by  all  other  sellers  in  the 
same  market.  On  the  other  hand,  where  buyers  for  any  reason  prefer  the  prod- 
ucts of  one  seller  to  those  of  another  they  will  be  willing  to  pay  some  premium. 
It  is  not  essential  that  such  differences  represent  intrinsic  physical  differences  of 
utilities;  the  important  point  is  the  buyer's  psychological  appraisal,  the  belief 
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that  a  difference  exists  which  makes  one  product  more  desirable  than  another. 
If  a  product  has  acquired  outstanding  prestige,  it  is  unnecessary  for  its  producer 
to  follow  all  the  ups  and  down  of  the  general  market.  In  such  fields  as  packaged 
medicines,  where  it  is  particularly  difficult  for  the  average  buyer  intelligently 
to  compare  the  merits  of  similar  products,  wide  differences  in  price  are  main- 
tained for  long  periods  of  time  between  merchandise  which  is  virtually  identical 
in  all  but  name. 

Because  of  the  close  relationship  between  prices  and  profits,  businessmen  are 
traditionally  eager  to  exercise  a  substantial  degree  of  control  over  the  prices  of 
their  products.  In  addition  they  usually  favor  price  stability  as  a  means  of  facili- 
tating business  planning.  Price  stability  may  be  achieved  in  many  ways.  Within 
limits  and  for  certain  products  it  may  be  attained  by  emphasizing  quality,  services, 
brand  names,  advertising,  etc.  But  the  accentuation  of  product  differences  cannot 
of  itself  shield  any  concern  completely  from  price  competition,  and  there  are 
many  markets  in  which  it  is  not  applicable.  Consequently,  more  direct  schemes 
to  achieve  control  over  prices  remain  common.  These  devices  include  price 
leadership,  conventional  arrangements  within  an  industry  such  as  basing-point 
systems,  uniform  cost-accounting  systems,  patent  pools,  restrictive  patent  licensing, 
and  outright  collusion. 

Chapter  II  of  the  monograph  deals  w^ith  "Price  Flexibility."  On  pages 
11-14  the  chapter  is  summarized,  as  follows: 

Prices  of  different  commodities  respond  quite  differently  to  changes  in  market 
conditions.  This  is  particularly  apparent  during  periods  of  violent  economic 
Fflrtnr<s  upheaval,  when  the  entire  price  structure  is  being  subjected 

.  rp     .•  to  powerful  unsettling  influences.     During  the  1929-33  de- 

Prirp  "RpViavinr  pression,  for  example,  while  the  prices  of  such  commodities 
as  copper  or  hides  showed  extreme  declines  of  over  70  per 
cent,  the  prices  of  other  items  such  as  agricultural  implements  and  anthracite 
coal  scarcely  fell  at  all.  Prices  in  the  first  category  are  called  "flexible,"  or  "sensi- 
tive"; those,  in  the  second  "rigid,"  "inflexible,"  or  "insensitive." 

These  differences  in  price  behavior  have  many  causes.  Some  are  peculiar  to 
the  commodities  in  question;  for  example,  the  extreme  decline  in  the  price  of 
rubber  during  the  depression  was  at  least  partly  due  to  the  devaluation  of  the 
pound  sterling,  while  the  increase  in  the  price  of  hops  between  1929  and  1933 
may  be  traced  to  the  legalization  of  beer.  In  addition,  however,  more  general 
considerations,  such  as  intrinsic  differences  in  market  structure,  play  an  impor- 
tant role.  It  was  pointed  out  in  the  preceding  chapter  that  the  prices  of  different 
commodities  are  influenced  in  varying  degrees  by  the  price  policy  decisions  of 
business  concerns.  It  is  probably  true  that  prices  are  most  flexible  where  indi- 
vidual producers  enjoy  little  or  no  discretion  in  determining  their  price  policies 
and  that  outstandingly  rigid  prices  usually  occur  where  a  high  degree  of  latitude 
in  price-policy  formulation  is  available.  Presumably  this  reflects  the  general 
preference  of  business  concerns  for  relatively  stable  prices  and  indicates  that  busi- 
ness price  policy  is  directed  accordingly.  Whether  such  policy  decisions  neces- 
sarily denote  the  presence  of  "monopoly"  in  the  sense  implied  in  the  antitrust 
laws,  there  is  litde  doubt  that  the  development  of  restrictive  trade  practices  of 
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many  kinds  aimed  directly  or  incidentally  at  achieving  price  stabilization  has 
decreased  the  fluctuations  of  prices  of  certain  commodities. 

These  differences  in  price  behavior  between  different  types  of  commodities  are 
in  no  sense  new  phenomena.  It  has  long  been  observed,  for  example,  that  the 
price  movements  of  manufactured  goods  are  in  general  narrower  than  those  of 
agricultural  products.  Nevertheless,  there  is  evidence  that  the  far-reaching  tech- 
nological changes  of  recent  years  have  materially  altered  the  structure  of  many 
markets  and  that,  as  a  result,  inflexible  prices  play  a  somewhat  more  important 
role  in  the  economy  today  than  was  true  a  generation  ago. 

There  has  been  much  controversy   regarding  the  economic  accompaniments 
of  these  differences  in  price  behavior.     This  controversy  has  centered  about  the 
effects  of  price  rigidity  upon  the  economy  during  periods     ■pponnmir 
of  general  business  depression;  little  or  no  attention  has  been     Tiff pp+q  nf 
devoted  to  the  problems  arising  during  booms.     It  has  been     p^pp  Flpvihilitv 
contended  that,  in  general,  the  decline  in  production  and 

employment  during  periods  of  recession  is  considerably  more  marked  in  those 
industries  whose  price  structures  are  rigid  than  in  those  whose  prices  are  flexible. 
Especial  stress  has  been  placed  upon  the  plight  of  the  farmer;  upon  the  contrast 
between  the  sustained  production  and  falling  prices  which  characterized  the 
products  which  he  had  to  sell,  and  the  curtailed  production  and  sustained  prices 
of  those  industrial  products  which  he  had  to  buy. 

It  has  been  argued  that  the  decline  in  production  and  employment  in  many 
lines  during  the  downturn  of  1929-33  would  have  been  less  drastic  if  price  re- 
adjustments had  been  greater.  Similarly,  decisions  by  business  concerns  to  in- 
crease the  prices  of  certain  products  during  the  winter  of  1936-37  may  have 
played  a  role  in  checking  recovery,  particularly  in  the  construction  industry. 
Although  this  is  no  doubt  true  in  certain  cases,  the  analysis  presented  in  this 
chapter  emphasizes  the  fact  that  the  relationship  existing  between  price  and 
production  for  any  specific  commodity  is  extremely  complex  and  that  it  is  im- 
possible to  conclude  that  uniform  flexibility  of  prices,  even  if  it  were  possible, 
would  turn  the  tide  of  depression  and  bring  about  recovery.  For  example,  there 
is  a  numerous  class  of  products  for  which  isolated  changes  in  prices  are  unlikely 
to  be  reflected  in  material  changes  in  consumption.  Thus  demand  for  any  build- 
ing material  is  determined  largely  by  the  general  rate  of  building  activity.  A 
reduction  in  the  price  of  building  tile  taken  alone,  for  example,  would  probably 
have  so  small  an  effect  upon  the  total  cost  of  building  that  its  demand  would 
not  be  appreciably  stimulated  thereby.  Similar  instances  of  "joint  demand" 
occur  in  almost  every  field.  The  sale  of  buttons  or  of  yarn  depends  upon  that  of 
apparel;  the  demand  for  spark  plugs  in  part  upon  that  for  automobiles,  etc. 
Isolated  changes  in  the  prices  of  such  individual  commodities  can  have  little 
or  no  effect  upon  the  cost  or  price  of  the  finished  product,  and  consequently 
upon  their  own  sales;  though  in  combination  with  similar  changes  in  the  prices 
of  related  products  their  cumulative  effect  may  be  very  considerable. 

Moreover,  there  are  certain  distinct  limitations  to  the  extent  to  which  price 
reductions  might  be  expected  to  stimulate  the  sales  of  certain  kinds  of  products 
during  periods  of  severely  curtailed  purchasing  power.  This  is  particularly  true 
of  those  products  which  are  not  absolute  necessities  of  life  or  whose  purchase 
can  be  postponed,  such  as  durable  goods.     For  example,  sales  of  agricultural 
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machinery  during  1932  had  dechned  to  18  per  cent  of  their  1929  level.  In  all 
probability,  reduced  prices  would  have  stimulated  sales  somewhat.  However, 
the  decline  in  sales  was  largely  due  to  the  fact  that  the  income  of  most  farmers 
had  fallen  so  low  that  it  was  completely  earmarked  for  expenditures  that  would 
brook  no  postponement,  such  as  taxes,  interest,  food,  fuel,  seed,  and  the  like. 
There  was  nothing  left  over  for  purchases  which  could  be  delayed  a  year  or 
two,  and  machinery  generally  fell  into  this  latter  class.  It  is  possible  that 
prompter  price  readjustments  for  these  products  during  the  initial  phases  of  a 
business  decline  might  retard  the  downturn,  but  the  effect  of  practicable  price 
reductions  after  the  income  of  the  farmer  has  already  declined  materially  is 
clearly  limited.  Similar  considerations  apply  to  many  other  products,  such  as 
automobiles,  furniture,  jewelry,  and,  even  in  a  more  limited  degree,  to  clothing. 

The  structure  of  the  economy  imposes  another  serious  limitation  upon  the 
benefits  which  might  be  derived  from  greater  declines  in  prices  that  are  more 
or  less  inflexible  during  a  depression  period.  It  has  been  argued  that  the  dis- 
turbance of  market  relationships  would  be  minimized  if  all  prices  rose  and  fell 
freely  in  response  to  changing  economic  conditions.  It  is  contended,  for  example, 
that  if  the  prices  of  what  the  farmer  had  to  buy  had  fallen  about  as  sharply  as 
did  the  prices  of  the  things  he  had  to  sell,  the  effects  which  flowed  from  the 
contraction  of  his  purchasing  power  could  have  been  largely  averted.  However, 
this  would  have  been  completely  true  only  if  all  prices  had  been  equally  free  to 
move;  that  is,  if  wages,  interest  rates,  utility  rates,  the  prices  of  services,  rents, 
depreciation,  taxes,  and  so  on  had  all  fallen  together.  Moreover,  it  assumes  the 
absence  of  long-term  loans  and  mortgages  which  require  fixed  servicing  regard- 
less of  price  trends.  In  other  words,  increased  sensitivity  of  commodity  prices 
alone  can  only  have  limited  (though  perhaps  significant)  effect  unless  these 
other  types  of  noncommodity  prices  are  also  flexible. 

All  these  factors  must  be  accorded  due  weight  in  orienting  public  policy  to 
deal  with  the  problem  of  recovery  in  so  far  as  it  is  related  to  prices  alone.  Thus 
P   hV    PnT  ^^  remains  to  define  the  objectives  of  public  policy  in  relation 

.     T>  •  to  prices.    So  far,  there  has  been  a  notable  lack  of  any  con- 

Crete  suggestions  tor  a  co-ordmated  approach  to  govern- 
mental action  with  regard  to  price  policies.  Although  it  is  no  doubt  true  that 
the  extreme  disparities  in  price  behavior  exhibited  since  1929  materially  aggra- 
vated the  recession  and  retarded  recovery,  there  is  no  evidence  to  show  that  it 
would  be  desirable  (even  if  it  were  possible)  for  all  prices  to  be  equally  sensi- 
tive to  changing  business  conditions. 

It  may  well  be  that  by  attacking  monopolistic  prices,  which  are  in  any  event 
objectionable,  the  flexibility  of  the  prices  of  the  products  affected  can  be  in- 
creased. But  it  is  particularly  important  that  the  limited  character  of  the  benefits 
which  could  be  derived  from  inducing  isolated  price  changes  be  recognized. 

It  is  apparent,  therefore,  that  any  appraisal  of  this  issue  of  price  sensitivity 
must  consider  the  economy  as  a  generally  interdependent  whole.  Although 
there  are  certain  broad  sectors  of  the  economy  (e.g.,  the  construction  industry) 
which  may  for  some  purposes  be  considered  independently  of  other  sectors,  it 
must  be  recognized  that  a  commodity-by-commodity  approach  to  the  problem 
is  of  little  value.  The  effects  of  price  changes  must  be  considered  in  combination 
with  each  other,  and  with  the  behavior  of  noncommodity  prices  as  well.     It 
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must  also  be  recognized  that  changes  in  price  will  themselves  affect  the  income 
of  producers  and  thereby  alter  the  aggregate  national  purchasing  power — as 
well  as  its  distribution. 

Moreover,  it  should  be  emphasized  that  wholesale  commodity  prices  are  only 
one  part  of  the  picture.  Price  movements  on  retail  markets  are  usually  nar- 
rower than  at  the  wholesale  level.  In  some  fields  price  rigidities  are  introduced 
and  aggravated  by  the  present  system  of  distributing  goods  from  producer  to 
consumer,  as  indicated  in  Chapter  III.  Much  recent  legislation,  both  state  and 
national,  has  had  as  a  major  or  incidental  objective  the  protection  of  traditional 
channels  of  distribution  against  the  impact  of  newer  methods  of  selling.  This 
is  true,  for  example,  of  chain-store  taxes,  resale  price  maintenance  laws  (the  so- 
called  Fair  Trade  Acts),  the  Unfair  Practices  Acts,  and  antidiscrimination  laws 
such  as  the  Robinson-Patman  Act.  If  the  effects  of  price  rigidities  upon  the 
economy  are  harmful,  it  would  seem  desirable  to  avoid  the  enactment  and  ad- 
ministration of  legislation  of  this  kind. 

Finally,  it  must  be  observed  that  the  approach  to  the  problem  of  sustained 
employment  and  production  via  the  study  of  the  flexibility  of  prices,  while  it 
brings  to  light  certain  industrial  practices  which  may  be  in  need  of  correction, 
emphasizes  again  that  each  commodity  must  be  considered  in  relation  to  its 
market.  Although  certain  broad  standards  of  business  conduct,  such  as  those 
prescribed  in  the  antitrust  laws,  may  be  generally  required,  and  although  the 
enforcement  of  such  standards  may  materially  affect  the  behavior  of  certain 
prices,  yet  it  is  evident  that  no  one  common  remedy  to  induce  greater  flexibility 
of  all  prices — were  that  end  clearly  desirable — can  be  devised. 

The  following  analysis  concerns  that  aspect  of  the  problem  upon  which  the 
discussions  of  recent  years  have  centered;  i.e.,  the  effect  of  price  rigidity  upon 
production  and  employment  during  periods  of  recession  or  of  low  business 
activity.  If  the  rate  of  industrial  activity  should  advance  rapidly,  it  may  become 
necessary  to  center  attention  upon  price  increases  rather  than  price  decreases. 
There  may  be  substantial  advances,  for  example,  in  certain  flexible  prices  which 
have  been  at  relatively  low  levels,  and  at  the  same  time  there  may  be  also 
marked  increases  in  prices  of  less  flexible  commodities,  particularly  those  whose 
extreme  rigidity  during  the  past  decade  reflected  the  presence  of  some  degree 
of  price  control.  Should  this  happen,  questions  of  public  policy  might  well  focus 
upon  types  of  price  adjustments  which  are  conducive  to  sustained  recovery  in 
business,  rather  than  upon  those  which  might  be  expected  to  check  a  decline  in 
business  activity.  In  the  case  of  some  products,  moreover,  it  may  become  neces- 
sary to  consider  prices  and  price  relationships  primarily  in  terms  of  the  speedy 
progress  of  a  defense  program,  regardless  of  their  broader  impact  upon  the 
economy. 

It  has  been  argued,  especially  by  certain  economists  in  the  government 
service,  that  the  severity  of  the  depression  after  1929  was  greatly  aggravated 
by  the  failure  of  industrial  prices  to  decline  as  much  as  agricultural  prices. 
The  farmer  has  been  represented  as  an  industrial  hero  who  went  right  on 
producing  in  the  face  of  a  terrific  decline  in  the  prices  of  farm  products, 
while  the  industriahst  maintained  prices  and  allowed  his  production  to  drop 
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to  low  levels,  thus  causing  vast  unemployment  and  business  stagnation. 
While  the  prices  of  farm  products  were  determined  by  market  forces,  the 
industrialists,  it  is  claimed,  reduced  output,  maintained  the  prices  they  had 
set  (administered  prices),  discharged  many  of  their  employees,  and  hung 
on  to  their  money  bags.  The  authors  of  Monograph  No.  1  do  not  accept 
this  argument,  for  on  page  37  we  read: 

For  such  reasons  as  those  just  discussed,  price  reductions  during  periods  of 
depressed  business  activity  are  Hkely  to  be  materially  smaller  in  those  industries 
Prices  and  ^"^  which  individual  sellers  are  able  to  exert  some  voice  in 

Production  determining  the  course  of  prices  than  in  those  in  which 

immediate  market  influences  are  the  dominant  factor.  In 
appraising  the  consequences  of  this  behavior,  there  is  probably  no  single 
phase  which  has  been  the  subject  of  more  discussion  and  controversy  than  its 
effect  upon  production  during  periods  of  economic  recession;  Basically,  the 
issue  is  drawn  in  these  terms:  When  for  any  reason  purchasing  power  is  severely 
curtailed,  the  market  must  make  some  adjustment  to  the  reduced  amount  of 
dollars  available  for  expenditure.  This  adjustment  will  take  the  form  partly 
of  reductions  in  price  and  partly  of  contraction  in  sales.  These  two  adjustments 
may  be  considered  complementary.  If  the  amount  available  for  expenditure  at 
any  time  be  considered  constant,  then  for  the  economy  as  a  whole  it  follows 
that  a  smaller  adjustment  in  price  will  require  a  greater  adjustment  in  output. 

As  a  very  broad  generalization,  subject  to  allowance  for  such  factors  as  changes 
in  the  amount  of  hoarding,  this  is  undoubtedly  true.  In  discussions  of  price 
flexibility,  however,  the  issue  is  usually  formulated  in  much  more  specific  terms. 
It  is  argued  that  rigidities  in  certain  areas  of  the  economy  cause  the  burden  of 
adjustment  in  those  areas  to  fall  heavily  upon  production;  that  is,  the  output  of 
such  commodities,  and  employment  opportunities  in  their  production,  are  cur- 
tailed much  more  sharply  than  would  be  true  if  their  prices  were  more  flexible. 
However,  this  point  of  view  has  been  vigorously  challenged.  It  has  been  con- 
tended that  price-production  relationships  are  not  as  simple  as  this,  and  that 
during  a  severe  depression  the  consumption  of  many  commodities  would  be 
stimulated  little,  if  at  all,  by  further  price  reductions. 

When  the  relationship  between  prices  and  production  declines  during  reces- 
sion is  examined  commodity  by  commodity,  no  strikingly  consistent  trend  is 
revealed.  Chart  IV  illustrates  this  relationship  for  111  commodities  for  the 
1929-33  downturn.  The  percentage  change  in  average  annual  price  for  each 
of  these  products  is  plotted  against  percentage  decline  in  production,  adjusted 
for  imports  and  exports.  The  three  sections  of  the  chart  distinguish  between 
products  on  the  basis  of  durability,  showing  three  categories  of  goods — durable, 
semidurable,  and  nondurable. 

An  examination  of  this  chart  reveals  the  following  relationships:  (1)  Con- 
sidering all  the  commodities  together,  there  is  some  tendency  for  small  declines 
in  price  to  be  connected  with  large  declines  in  production,  and  vice  versa.  (The 
Pearsonian  coefficient  of  correlation  is  — 0.32;  the  standard  error  of  this  coefficient 
is  0.09.) 

(2)  For  nondurable  goods  alone  there  is  a  similar  broad  tendency.  (The  co- 
efficient of  correlation  is  — 0.44;  standard  error,  0.12.) 
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Chart  IV 
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(3)  For  durable  goods  and  semidurable  goods  considered  separately,  there  is 
little  if  any  evidence  of  such  a  relationship.  (Coefficients  of  correlation  are 
— 0.12  and  -|-0.01  respectively;  standard  error  in  each  case,  0.18.) 

(4)  There  was  a  marked  tendency  for  increasing  durability  to  be  associated 
with  smaller  declines  in  price  and  greater  curtailments  of  production.  As  shown 
by  the  following  table,  the  median  price  decline  for  nondurable  items  was  sub- 
stantially greater  than  for  the  durable.  The  6  per  cent  curtailment  in  production 
for  the  former  group  contrasts  strikingly  with  the  61  per  cent  curtailment  for 
the  latter. 

Table   1. — Median   Change  in  Price  and  Quantity  Available  for   Consumption,   1929-32,  for 
111    Commodities,   Classified  According  to   Durability 

Number 

Type  of  commodity  of  items  Price  Production 

Durable   31  —21  —61 

Semidurable    32  — 27  — 16 

Nondurable  48  —33  —  6 

Great  caution  must  be  used  in  inferring  any  causality  from  these  relation- 
ships. The  fact  that  there  was  a  tendency  for  production  to  be  curtailed  more 
sharply  for  those  commodities  whose  price  declined  less  does  not  necessarily 
imply  that  production  fell  because  prices  were  maintained.  Conversely,  the 
fact  that,  for  durable  goods  (or  equally  for  semidurable  goods)  taken  as  a 
separate  group,  there  was  no  appreciable  correlation  between  price  and  produc- 
tion for  individual  commodities  does  not  necessarily  imply  that  the  two  were 
unrelated. 

Consider  first  the  very  sharp  curtailment  in  the  production  of  durable  goods 
as  contrasted  with  the  well-maintained  output  of  nondurable  commodities.  It 
would  be  clearly  erroneous  to  attribute  this  contrast  entirely,  or  perhaps  even 
primarily,  to  the  correlative  difference  in  price  behavior.  Durable  goods  by 
definition  are  purchased  to  satisfy  future  as  well  as  present  wants;  an  automobile 
is  bought  to  furnish,  not  only  immediate  transportation,  but  also  transportation 
for  years  to  come.  But  when  purchasing  power  is  sharply  curtailed,  consumers 
perforce  ration  their  buying  and  emphasize  nondurable  commodities,  such  as 
foods  required  for  immediate  consumption.  Certain  necessities  of  life  must  be 
obtained  whether  their  price  be  high  or  low.  Rents  and  taxes  and  certain  debts 
must  be  paid.  If  anything  is  left  after  these  expenditures,  then,  and  only  then, 
can  purchasing  power  be  utilized  for  optional  or  marginal  uses,  such  as  luxuries 
or  postponable  replacements  of  durable  goods.  This  principle  applies,  not  only 
to  the  ultimate  consumer,  but  also  to  the  industrial  buyer;  and  the  unattractive- 
ness  of  investment  further  limits  expenditures  for  capital  goods. 

Thus,  if  a  product  is  an  absolute  necessity,  its  consumption  and  production 
may  remain  stable,  even  though  its  price  fails  to  reflect  the  decline  in  general 
business  activity.  This  is  true,  for  example,  of  domestic  salt;  sales  remained 
stable  through  the  depression,  while  prices,  with  the  exception  of  one  or  two 
short  flurries,  tended  moderately  upward  instead  of  downward.  On  the  other 
hand,  the  consumption  of  items  whose  purchase  could  be  postponed  inevitably 
declined.  Price  reductions  might  cushion  but  could  not  prevent  a  drop  in  sales. 
Production  of  leather  gloves,  for  example,  dropped  58  per  cent  between  1929  and 
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1933,  even  though  prices  fell  35  per  cent.  Similarly,  the  price  of  water  closets 
fell  45  per  cent  during  this  period;  yet  a  concurrent  45  per  cent  drop  in  produc- 
tion occurred  notwithstanding. 

It  happens  that  the  severest  price  declines  during  the  depression  occurred  in 
precisely  those  industries  which  produced  the  most  urgent  necessities  of  life, 
while  the  smallest  declines  were  to  be  found  among  those  commodities  whose 
purchase  could  best  be  deferred.  The  prices  of  farm  products,  foods,  and  textile 
products  all  dropped  more  than  40  per  cent  between  June  1929  and  February 

Chart  V 
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1933.  During  the  same  period  the  prices  of  metals  and  metal  products,  house- 
furnishing  goods,  and  building  materials  fell  about  25  per  cent.  To  an  appre- 
ciable extent,  therefore,  the  fact  that  the  production  of  the  former  group  was 
curtailed  much  less  severely  than  that  of  the  latter  reflected  differences,  not  so 
much  in  their  price  behavior,  as  in  the  needs  which  they  are  designed  to  satisfy 
and  the  way  in  which  they  are  produced  and  manufactured.  The  consumption 
of  urgently  needed  items  was  maintained  primarily  because  the  items  were 
urgently  needed,  and  not  because  their  prices  as  a  rule  declined.  Conversely, 
consumption  of  items  designed  to  satisfy  postponable  wants  declined  because 
they  were  postponable,  and  not  merely  because  their  prices  were  maintained. 
Nor  is  it  valid  to  attribute  the  maintenance  of  agricultural  production  wholly 
to  the  sharp  drop  in  agricultural  prices  (see  Chart  V)  merely  because  the  two 
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were  concurrent  phenomena.  In  the  first  place,  most  agricultural  products 
entered  into  finished  goods,  such  as  food  or  clothing,  whose  purchase  cannot 
be  indefinitely  deferred;  so  that  a  well-sustained  level  of  sales  was  to  be  antici- 
pated. Of  perhaps  greater  importance,  moreover,  is  the  supply  side  of  the  equa- 
tion. The  nature  of  the  agricultural  process  and  of  agricultural  markets  is  such 
that  curtailment  of  production  is  difficult  to  achieve.  For  the  small  farmer,  a 
sharp  reduction  in  output  simply  means  partial  disemployment  for  himself  and 
his  family.  It  is  noteworthy  that,  for  the  past  40  years,  there  has  never  been 
more  than  a  15  per  cent  reduction  in  cotton  acreage. 

The  authors  could  have  gone  further  in  condemnation  of  the  theory  that 
business   depressions   are   aggravated  by   relative  inflexibility   of  industrial 

^.       ,  prices.    One  of  the  baneful  efFects  of  a  depression  is  a 

Circular  ^  ..         .  ali       rirr-i  i 

.  .  collapse  in  prices.    Another  baneful  effect  is  the  unequal 

Argument  ,    ,.^    .     ^ .  .....         ^^ , 

decline  in  prices,  causing  great  price  disparities.  A  de- 
fender of  price  stability  could  parody  the  argument  for  price  flexibility  in 
these  terms:  "In  a  depression,  declines  in  the  prices  of  raw  materials  and 
farm  products  aggravate  and  prolong  the  depression.  For  when  agricul- 
tural prices  decline,  the  farmers  are  unable  to  buy  city-made  goods.  Thus 
factories  are  compelled  to  reduce  output.  Thus  workers  are  discharged,  and 
the  factories  make  less  profit.  The  declines  in  payrolls  and  dividends  cause 
a  further  reduction  in  factory  sales  and  output,  and  we  proceed  on  the  vicious 
downward  spiral.  The  severity  and  prolongation  of  the  depression  is  due 
to  the  extreme  flexibility  of  farm  prices.  If  farm  prices  were  administered 
and  inflexible,  there  would  be  no  great  depressions.  Perfect  competition 
and  market-made  prices  are  evils." 

The  industrial  economist  could  condemn  maintenance  of  farm  prices  with 
as  much  logic  as  the  farm  economist  condemns  the  relative  stability  of  many 
industrial  prices.  The  argument  is  a  circle,  and  the  starting  point  and  direc- 
tion of  travel  are  determined  by  the  conclusion  which  it  is  desirable  to  prove. 

Every  individual  is  both  buyer  and  seller.  As  a  buyer  he  wants  low 
prices;  as  a  seller  he  wants  high  prices.  Since  every  transaction  is  both  a 
purchase  and  a  sale,  the  effect  of  price  cancels  out  when  we  consider  the 
economy  as  a  whole.  Any  alleged  superiority  of  low  prices  over  high  prices 
is  mythical.  When  we  say  that  farm  prices  were  too  low  during  the  depres- 
sion, we  are  considering  the  interests  of  the  producers,  the  farmers.  Con- 
sumers were  glad  to  have  cheap  foods  in  the  depression.  If  we  say  that  farm 
implements  were  too  high  in  price  during  the  depression,  we  have  shifted 
our  point  of  view  and  are  now  considering  the  interests  of  consumers,  rather 
than  producers.  Politicians  will  tend  to  favor  price  changes  that  benefit 
large  masses  of  voters  at  the  expense  of  minority  groups.  Thus,  since 
farmers  and  industrial  workers  are  numerically  large  groups,  politicians  will 
favor  high  prices  for  farm  products  and  high  wages  for  industrial  labor. 
But  in  automobiles,  washing  machines,  and  farm  implements,  the  buyers 
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are  the  large  group  numerically,  while  the  producers  are  few  in  number. 
In  regard  to  these  products,  politicians  will  favor  low  prices.  The  student 
of  prices  must  distinguish  between  the  views  of  economists  and  the  views 
of  "political"  economists. 

Depressions  usually  follow  antecedent  excesses.  The  collapse  of  security 
prices  in  1929  was  the  result  of  the  previous  great  and  unwarranted  advance. 
The  decline  in  construction  after  1929  was  the  aftermath  of  the  building 
boom.  If  we  are  to  eliminate  depressions,  we  must  first  do  away  with 
booms.  But  people  are  so  happy  in  a  boom,  with  good  jobs,  high  wages, 
and  big  dividends,  that  few  people  care  to  spoil  the  party — least  of  all  the 
politicians. 

The  argument  that  depressions  can  be  avoided  or  greatly  mitigated  by 
increased  price  flexibility  is  weak — perhaps  entirely  unsound.  It  assumes 
that  if  a  decline  starts,  it  would  be  possible,  by  progressively  lowering  prices, 
to  have  a  perpetual  boom;  that  the  supply  of  goods  can  always  be  main- 
tained, without  regard  to  demand  factors.  A  man  eats  a  seventy-five-cent 
lunch  at  noon;  he  would  not  want  to  eat  again  at  two  o'clock,  even  if  the 
price  of  the  meal  was  only  ten  cents.  In  1930,  1931,  and  1932  we  built  few 
houses,  not  because  construction  costs  were  too  high,  but  because  we  had 
a  stomachful  of  houses.  It  might  be,  moreover,  that  if  prices  started  to  fall 
people  would  buy  still  less  in  the  hope  that  prices  might  decline  even  further. 

The  authors  of  Monograph  No,  1  realize  that  low  prices  are  no  panacea, 
for  on  page  42  we  read: 

A  consideration  of  the  effect  of  price  changes,  during  the  downswing,  on 
output  and  employment  in  the  whole  economy  niust,  finally,  take  account  of 
the  relation  of  these  price  changes  to  changes  in  the  volume  Twn  ^iH 

of  income  and  spending.     It  is  sometimes  assumed  in  the  nftVipPrV 

discussion   of   price   and   production   relationships   that   the  Fmintin-n 

volume  of  income  and  spending  is  independent  of  price 

changes.  It  follows  on  this  assumption  that  any  reduction  in  prices  will  lead 
to  an  increase  in  output  and  probably  employment.  But  prices  not  only  repre- 
sent the  cost  of  acquiring  commodities  to  those  with  incomes  to  spend;  they 
also  determine  in  part  the  incomes  of  those  who  have  commodities  or  services 
to  sell.  A  reduction  in  prices  may  lead  to  such  a  reduction  in  spending  as  to 
leave  the  volume  of  output  and  employment  and  the  national  income  in  the 
whole  economy  substantially  unchanged.  Here  again  the  relationship  is  mutual; 
changes  in  the  rate  of  spending  will  have  material  effects  upon  prices. 

The  authors  expose  the  fallacy  of  fragmentary  analysis  on  page  47: 

If,  at  any  given  time,  some  pattern  of  exchange  ratios  is  conducive  to  the 
full  utilization  of  productive  resources,  it  is  argued  that  any  drastic  and  rapid 
distortion  of  such  ratios  must  act  as  a  depressant.  Especial  emphasis  has  been 
placed  upon  what  is  undoubtedly  the  most  spectacular  of  these  distortions,  that 
affecting  the  farmer.     Between  1929  and  the  trough  of  the  depression,  the  ratio 
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between  the  prices  of  the  commodities  which  the  farmer  had  to  sell  and  those 
which  he  wanted  to  buy  declined  by  about  50  per  cent.  Other  things  being 
equal,  it  might  be  assumed  that  his  purchases  were  necessarily  curtailed  by 
about  the  same  percentage. 

So  far,  the  argument  is  noncontroversial.  However,  the  effect  of  such  a  con- 
traction in  the  purchasing  power  of  any  single  economic  group  upon  the  econ- 
omy as  a  whole  is  very  complex.  Reduction  in  the  price  of  farm  products  in 
relation  to  other  prices  influences  the  purchasing  power,  not  only  of  the  farmer, 
but  also  of  the  nonfarm  population.  For  example,  if  as  a  result  of  such  a  change 
in  price  relationships  the  cost  of  foods  and  clothing  to  the  industrial  worker 
falls  while  his  income  remains  the  same,  he  will  have  a  larger  sum  available  for 
expenditure  elsewhere.     There  are  two  sides  to  the  equation. 

Two  sides  to  the  price  equation — an  important  observation! 
Flexibility  may  be  as  disastrous  as  stability,  for  on  page  50  we  read: 

Consequently,  in  appraising  the  effect  of  disturbed  price  relationships  upon 
business  activity  and  production,  it  cannot  be  too  strongly  emphasized  that  the 
problem  goes  far  beyond  the  behavior  of  wholesale  commodity  prices.  Referring 
back  to  Chart  VI,  it  is  apparent  that  the  trend  of  industrial  production  is  asso- 
ciated just  about  as  closely  with  the  behavior  of  sensitive  commodity  prices  as  it 
is  with  the  index  of  dispersion  which  measures  commodity  price  disparities. 
It  may  even  be  possible  that  the  violent  movement  of  the  sensitive  price  group 
in  relation  to  the  pattern  of  fixed  costs  may  affect  the  economy  as  seriously  as 
the  failure  of  inflexible  commodity  prices  to  parallel  the  movement  of  the  flexible. 

Chapter  II,  on  "Price  Flexibility,"  closes  with  these  important  paragraphs 
(p-52): 

Finally,  it  is  evident  that  concern  with  wholesale  commodity  prices  should 
not  exclude  consideration  of  retail  markets.  It  has  been  pointed  out  that  retail 
N    ^"TYTnl  prices  are,  in  general,  less   flexible  than  wholesale   prices. 

«1    ..  If   it   be   considered   desirable   that  prices   of  certain   com- 

modities be  reduced  during  periods  of  depressed  business 
activity,  it  would  seem  at  least  equally  important  that  such  reductions  extend 
to  retail  as  well  as  wholesale  markets.  It  is  likely  that  some  of  the  recent 
activities  of  Government  are  operating  in  the  reverse  direction.  Thus,  resale 
price  maintenance  legislation  (the  so-called  "Fair  Trade  Acts,"  together  with 
the  Federal  Miller-Tydings  Enabling  Act)  has  increased  the  rigidity  of  the 
prices  of  many  trade-marked  commodities.  It  is  possible  that  the  state  "Un- 
fair Practices  Acts"  and  the  Robinson-Patman  Act  have  reduced  the  flexibility 
of  distributive  margins  in  certain  markets.  It  may  be  well,  therefore,  for 
Government  to  re-examine  its  policy  with  regard  to  laws  affecting  the  system 
of  distribution  in  the  light  of  these  considerations. 

All  these  suggestions  obviously  fail  to  go  to  the  heart  of  the  problem. 
They  represent  merely  isolated  approaches  on  a  few  scattered  fronts.  De- 
spite the  intensive  analysis  to  which  price  inflexibility  has  been  subjected 
during  the  past  few  years,  no  adequate  proposals  for  any  more  comprehensive 
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approach  have  emerged.  There  is  little  doubt  that  the  behavior  of  prices 
intimately  affects  the  rate  of  business  activity.  Nevertheless  it  seems  equally 
evident  that  no  simple,  single  approach  to  prices  as  such  will  solve  the  prob- 
lem of  increasing  and  maintaining  industrial  activity.  The  problem  is  far 
too  complex. 

Chapter  III  (pp.  54-108)  deals  with  "Nonprice  Competition."  The  author 
(Saul  Nelson)  does  not  believe  it  can  be  proved  that  competition  is  declin- 
ing(p.59): 

Although  proof  of  the  thesis  that  competition  is  declining  appears  inade- 
quate, there  is  abundant  evidence  that  the  focus  of  competitive  effort  has 
been  shifting.  In  many  sectors  of  the  economy,  price  competition  has  dwindled 
in  importance  and  sometimes  even  disappeared.  The  nonprice  aspects  of  com- 
petition have  been  emphasized  instead. 

However,  this  redirection  of  competitive  strategy  cannot,  of  itself,  be  accepted 
as  synonymous  with  a  decline  of  competition.  In  some  instances  it  has  probably 
been  concurrent  with  an  actual  reduction  in  the  intensity  NonBrice 

of  the  competitive  struggle,  nor  is  evidence  lacking  that  this  «  .... 

has  at  times  been  its  specific  purpose.     Yet  there  are  cases, 

though  perhaps  less  typical,  in  which  the  converse  is  true  and  in  which  emphasis 
upon  factors  other  than  price  has  intensified,  rather  than  tempered,  the  struggle 
between  business  rivals.  What  the  net  result  for  the  economy  has  been,  on 
balance,  is  probably  impossible  to  determine.  The  available  clues  are  frag- 
mentary. Intensity  of  competition  is  an  abstract  concept,  not  susceptible  of 
quantitative  appraisal. 

The  author  discusses  various  types  of  nonprice  competition,  such  as  com- 
petition in  quality,  terms  of  payment,  guarantees,  advertising,  brands,  etc. 
We  quote  from  the  concluding  paragraph  of  Chapter  III   (p.  105)  : 

Excessive  emphasis  upon  price  competition,  then,  may  lead  to  deterioration 
of  quality;  undue  emphasis  upon  quality  may  result  in  unwarranted  increases 
in  price. 

It  is  exceedingly  difficult  to  strike  a  balance  between  those  aspects  of  quality 
competition  which  may  be  considered  beneficial  and  those  which  appear  detri- 
mental to  the  efficient  functioning  of  the  economy.  Each  product  presents  a 
different  situation.  The  line  between  the  desirable  and  the  unnecessary,  in  any 
specific  case,  is  one  which  must  in  the  last  analysis  be  drawn  by  the  consumer. 
It  is  appropriate,  however,  for  Government  to  endeavor  to  devise  such  standards 
and  to  place  at  the  consumer's  disposal  such  technical  information  as  may  make 
it  possible  for  him  to  make  these  decisions  intelligently. 

Similar  conflicting  considerations  apply  to  the  second  broad  issue — the  com- 
petitive emphasis  upon  brands,  trade-marks,  and  advertising.  To  an  important 
extent,  such  devices  are  necessary  and  useful.  The  creation  of  mass  demand 
does  in  many  cases  permit  the  introduction  of  improved  methods  of  production 
and  the  material  reduction  of  manufacturing  costs.  It  is  probable  that  the  rapid 
growth  of  the  newer  mass-production  industries,  particularly  in  the  automotive 
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and  the  electrical-household-equipment  fields,  has  been  facilitated  by  the  intensive 
use  of  advertising. 

Certainly,  too,  the  use  of  brands  and  trade-marks  to  distinguish  the  product 
of  rival  sellers  is  an  essentially  useful  technique,  both  to  the  producer,  who  has 
acquired  a  deserved  prestige,  and  to  the  consumer,  whose  problems  of  choice 
are  facilitated. 

On  the  other  hand,  there  have  been  manifestations  of  growing  dissatisfaction 
with  the  manner  in  which  brands  and  advertising  are  used  today.  Consumers, 
in  particular,  have  come  to  question  the  reliability  of  the  guides  furnished  them 
by  advertising  and  branding.  The  very  rapid  growth  of  the  organized  con- 
sumer movement  during  recent  years  is  largely  a  reflection  of  this  dissatisfaction. 
Businessmen  have  become  increasingly  concerned  with  this  reaction  of  con- 
sumers. The  proportions  and  significance  of  this  discontent  were  discussed  in 
a  recent  issue  of  Business  Wee\: 

"This  is  a  study  of  organized  discontent — the  discontent  of  some  consumers 
with  the  things  they  buy  and  the  way  those  things  are  sold  to  them.  It  is  a 
discontent  which  feeds  upon  itself  and  which  business  cannot  afford  to  over- 
look because  it  has  already  assumed  the  proportions  of  a  real  threat  to  pro- 
ducers and  distributors  of  advertised  brands."  ^ 

Basically,  the  criticism  centers  about  the  failure  of  advertising  and  branding 
to  serve  as  adequate  guides  to  quality  and  about  their  tendency  to  divert  the 
stream  of  competition  into  inefficient  channels.  While  both  those  allegations 
are  serious,  it  is  the  latter  which  is  of  primary  importance  to  the  present  discus- 
sion and  with  which  public  policy  is  concerned. 

It  has  been  pointed  out  that  one  effect  of  the  creation  of  mass  demand  through 
advertising  may  be  the  reduction  of  costs  of  manufacture  as  volume  increases. 
On  the  other  hand,  it  must  be  conceded  that  in  some  lines  of  business  any  such 
reductions  in  cost  show  little,  if  any,  tendency  to  become  translated  into  lower 
prices.     Thus,  according  to  Milton  Handler^ — 

"It  cannot  be  denied  that  the  current  bewildering  use  of  brands  is  eco- 
nomically wasteful  and  undoubtedly  tends  to  increase  the  costs  of  distribution. 
The  tinselled  phrase  is  frequently  designed  to  camouflage  shoddiness  of 
quality.  The  fortunes  spent  in  popularizing  catch  words  and  nonsense  syllables 
could  better  be  devoted  to  the  improvement  of  product  and  the  dissemination 
of  detailed  information  regarding  it,  which  is  so  essential  to  intelligent  con- 
sumption. But  intelligent  consumption  also  requires  some  means  of  identifying 
today  the  articles  that  pleased  or  displeased  yesterday.  This  is  the  primary 
function  of  the  mark.  The  unfortunate  excrescences  of  modern  trade-mark 
usage  should  not  blind  our  perception  of  this  fact." 

The  very  wide  spread  between  production  costs  and  retail  prices  for  certain 
common  drugs,  toiletries,  and  cosmetics  has  been  described.  (See  pp.  80-83.) 
This  spread  does  not  necessarily  represent  any  inordinate  profits  to  either  manu- 
facturer or  distributors;  much  of  it  represents  the  cost  of  advertising  and  sales 
campaigns  and  elaborate  packaging.    Regardless  of  the  cause  for  the  spread,  how- 

1  Business  Week,  Apr.  22,  1939,  p.  39. 

-  "Unfair  Competition,"  Iowa  Law  Review,  Jan.  1936. 
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ever,  its  existence  does  imply  the  possibility  of  greatly  reducing  the  prices  of 
products  of  this  kind  by  altering  the  focus  of  competition.  Such  a  reduction  in 
prices  would,  of  course,  be  equivalent  to  a  material  increase  in  consumers'  pur- 
chasing power  for  other  products. 

Here  again,  there  seems  sufficient  cause  for  public  concern  and  proper  scope 
for  public  action.  The  development  of  adequate  commodity  standards  and  the 
establishment  of  regulations  requiring  informative  labeling  in  accordance  with 
such  standards  would  go  far  toward  fostering  the  desirable  and  discouraging  the 
undesirable  aspects  of  advertising  and  branding.  The  consumer  should  be  in  a 
position  to  appraise  the  significance  of  advertising  claims  and  of  brand  names 
against  a  background  of  authentic  product  information. 

In  summary,  it  seems  that  the  less  desirable  aspects  of  the  trend  toward  com- 
petitive reorientation  are  stimulated  by  at  least  two  avoidable  conditions.     One 

of  these  is  the  concerted  or  collusive  effort  of  certain  business         t>   i.t    -n  ^•   • 
^  ,  ,     ,  •        1  •  1     1        ,  Public  Folicies 

firms  to  prevent  the  use  of  sales  tactics  which  they  deem         oo  +«  Nnnnrirp 

inexpedient.    The  second  is  the  inadequate  information  of        «  „     x-*- 

^  .  ,  111  ,-  V  •  Competition 

most  consumers  with  regard  to  the  character  of  commodities 

offered  on  the  market.    Both  of  these  are  appropriate  subjects  of  public  concern; 

both  may,  to  an  extent,  yield  to  corrective  governmental  measures. 

By  pursuing  its  traditional  policy  of  opposing  collusive  action  by  business 
firms.  Government  may  ease  artificial  impediments  to  the  use  of  socially  desir- 
able forms  of  competition,  particularly  of  price  competition.  This  implies  also 
that  individual  business  firms  must  be  protected  in  their  freedom  to  choose 
competitive  channels  from  coercion  imposed  by  their  rivals  who  prefer  that  such 
channels  be  not  used.  To  some  extent  this  pursuance  of  accepted  antitrust 
policy  may  also  serve  to  minimize  the  development  of  wasteful  escape  devices 
resulting  from  the  establishment  of  restraints  upon  one  or  another  form  of 
competition.  It  would  seem  highly  desirable  to  consider  seriously  the  conse- 
quences of  imposing  legal  restraints  upon  the  direction  of  competitive  effort,  by 
such  legislation  as  the  resale  price  maintenance  acts  or  other  laws  seeking  to 
restrict  price  competition.  By  thus  endeavoring  to  keep  all  avenues  of  competi- 
tion equally  open,  the  orientation  of  competitive  effort  may  be  determined,  more 
by  the  combined  decisions  of  buyers  and  sellers  expressed  in  the  market  place, 
and  less  by  the  monopolistic  determination  of  specific  sellers. 

In  the  second  place,  Government  can  intensify  and  expand  its  program  for 
the  establishment  of  commodity  grades  and  standards  and  its  requirements  as  to 
informative  labeling.  Such  a  program  might  well  be  coupled  with  a  broad  plan 
for  consumer  education.  In  this  way  the  consumer  would  be  enabled  to  profit 
by  the  trend  toward  emphasis  upon  quality.  He  would  be  made  competent  to 
judge  rival  products  on  their  merits  instead  of  being  forced  to  rely  largely  upon 
claims  advanced  by  sellers.  The  accumulated  pressure  of  buyers  equipped  with 
an  adequate  basis  for  judgment  might,  in  turn,  serve  to  direct  competition  into 
socially  desirable  and  economically  efficient  channels. 

In  Chapter  IV  (pp.  109-164)  the  authors  of  the  chapter  (Walter  Keim 
and  John  M.  Blair)  discuss  the  electrical  equipment  industries.  The  pat- 
tern of  development  is  outlined  in  this  way  (p.  109) : 
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The  analysis  of  these  industries  contained  in  this  chapter  shows  that  they 
have  all  experienced  similar  patterns  of  growth.  First  is  the  experimental  stage 
Trends  in  during  which  the  product  is  being  developed.    Many  crudi- 

Electrical  ^'^'^  ^^^  ^^^^^  apparent.     Costs  are  high  because  of  the  lack 

Industries  "'^  standardization,  coupled  with  a  low  aggregate  volume 

of  output.  Prices  are  correspondingly  high  and  sales  are 
necessarily  confined  to  a  limited  group  which  can  afford  the  luxury  of  experi- 
mentation. 

This  period  merges  insensibly  into  one  in  which  the  product  has  become  rela- 
tively satisfactory,  manufacturing  methods  have  become  standardized,  and  prices 
fall  in  anticipation  of,  and  partly  as  a  result  of,  the  introduction  of  mass  pro- 
duction. The  product  passes  out  of  the  class  of  a  curiosity  and  obtains  a  wider 
and  wider  general  appeal.  Sales  expand  very  rapidly  as  more  and  more  con- 
sumers realize  its  convenience  or  desirability.  Usually  price  reductions  are 
slightly  ahead  of  sales  expansion.  During  this  phase  of  growth  the  expansion 
of  sales  seems  at  times  almost  limitless.  ^  Even  the  depression  of  1930  to  1933 
exerted  no  more  than  a  very  limited  effect  upon  the  sales  of  refrigerators  and 
washing  machines.  By  the  fall  of  1933,  for  example,  the  sales  of  washing 
machines  were  exceeding  the  1929  rate  by  a  substantial  margin.  During  such 
a  period,  also,  as  profit  possibilities  seem  very  attractive,  the  number  of  com- 
panies in  the  field  often  increases  sharply.  Eventually,  however,  signs  of  ap- 
proaching maturity  become  apparent.  The  first  symptom  seems  to  be  an  arrest 
in  the  progressive  decline  in  costs  and  prices.  Then  the  rate  of  increase  of  sales 
begins  to  taper  off.  Distribution  of  the  product  among  families  in  the  upper 
and  middle  income  brackets  has  reached  a  high  level.  The  number  of  remain- 
ing original  prospects  in  those  classes  dwindles  rapidly,  even  despite  the  constant 
increase  in  the  number  of  wired  homes,  particularly  in  rural  areas. 

At  this  point  the  industries  begin  to  display  very  marked  sensitivity  to  changes 
in  general  business  conditions.  Once  the  early  period  of  dynamic  growth  has 
passed,  they  are  no  longer  almost  depression-proof.  The  durable  nature  of  the 
product,  involving  the  possibility  of  postponing  purchase  or  replacement  until 
conditions  are  favorable,  renders  them  subject  to  extreme  cyclical  fluctuations. 
For  example,  in  contrast  to  the  record  of  the  period  1929-1933,  the  number  of 
washing  machines  sold  fell  30  per  cent  from  1937  to  1938,  while  the  sales  of  re- 
frigerators declined  more  than  45  per  cent.  At  the  same  time,  recovery  in  sales 
volume  has  been  longer  delayed  and  much  less  rapid. 

At  this  point,  then,  the  members  of  the  industry  are  faced  with  the  urgent 
need  of  reorienting  their  sales  policy  to  changing  conditions.  Two  major  fields 
for  sales  promotion  are  available.  One  of  these  is  the  expansion  of  the  market 
among  families  in  the  low-income  groups.  The  other  is  the  development  of 
the  replacement  market,  the  substitution  of  new  equipment  for  outworn  or 
obsolete  units.  The  tactics  to  accomplish  these  ends  are  conditioned  by  many 
other  market  factors,  such  as  the  rate  of  obsolescence  of  equipment,  the  channels 
and  costs  of  distribution,  the  possibilities  and  limitations  of  installment  selling, 
and  so  on. 

On  page  112  there  is  a  table  showing  retail  prices  and  sales  for  three 
years : 
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Table  10. — Average  Retail  Value  and  Sales  of  Selected  Electrical  Appliances 

AVERAGE   RETAIL    VALUE 
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1929 

1932 

1937 

Item 

Average 
retail  value 

Index 
1929  =  100 

Average 
retail  value 

Index 
1929  =  100 

Average 
retail  value 

Index 
1929  =  100 

Refrigerators 

$292 

113 

46 

133 

165 

100 
100 
100 
100 
100 

$195 

59 

35 

48 

150 

67 
52 
76 
30 
91 

$171 

72 

46 

56 

134 

59 

Washing  machines 

Vacuum  cleaners 

Radios 

64 

100 

42 

Ranges 

81 

1929 

1932 

1937 

Item 

Units 

Index 
1929  =  100 

Units 

Index 
1929  =  100 

Units 

Index 
1929  =  100 

Refrigerators 

778,000 

956,000 

1,395,745 

4,435,000 

152,781 

100 
100 
100 
100 
100 

798,000 

569,830 

557,288 

2,477,000 

60,000 

103 
60 
40 
56 
39 

2,310,000 
1,465,405 
1,706,337 
6,278,267 
405,000 

297 

Washing  machines 

Vacuum  cleaners 

Radios 

Ranges 

153 

122 
142 
265 

On  page  118  there  is  a  table  on  market  saturation; 

Table  11. — Saturation  of  the  Market 


Percentage  of  wired  homes  owning: 

Year 

Refrig- 

Washing 

Vacuum 

Ranges 

erators 

machines 

cleaners 

1925 

Under  1% 

21 

31 

3 

1926 

2 

27 

37 

3 

1927 

4 

28 

39 

3 

1928 

6 

30 

41 

4 

1929 

9 

33 

44 

4 

1930 

13 

35 

44 

5 

1931 

17 

41 

45 

5 

1932 

22 

39 

47 

6 

1933 

25 

44 

49 

6 

1934 

29 

46 

48 

6 

1935 

34 

49 

48 

7 

1936 

41 

53 

49 

8 

1937 

49 

56 

49 

9 

1938 

52 

58 

49 

10 

On  page  149  there  is  a  table  of  the  life  expectancy  of  electric  refrigerators, 
which  was  six  years  in  1920,  twelve  years  in  1927,  and  fifteen  years  in  1937. 
On  page  164  is  an  interesting  table  which  shows  the  effect  of  family  income 
on  expenditures  for  electrical  equipment: 
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Part  I  concludes  with  appendices  which  cover  about  one  hundred  pages. 

Part  II  (pp.  269-345),  "Geographic  Price  Structures,"  by  Saul  Nelson  and 
William  C.  French,  Jr.,  gives  detailed  information  on  geographic  price  dif- 
ferentials for  a  great  variety  of  articles. 

Part  III,  "Prices  and  Price  Margins  in  the  Drug  Trade,"  is  by  Saul  Nelson 

and  Laura  Mae  Brown.     This  part  of  the  monograph  „  . 

i  riC6s  in 
presents  some  evidence  of  the  effects  of  "fair  trade"  laws  -^        t     A 

on  the  retail  prices  of  drugs,  toiletries,  and  sundries,  and 

considerable  material  on  wholesale  and  retail  margins  for  products  of  this 

type. 

The  authors  concede  that  the  basic  price  data  for  Part  III  are  not  wholly 
adequate,  but  their  analysis  tends  to  support  the  contention  of  "fair  trade" 
critics  that  these  laws  raise  prices  and  contribute  to  retail  price  rigidities  (see, 
for  example,  p.  357).  Perhaps  the  most  significant  feature  of  this  part  of 
the  monograph  is  the  suggestion  that  price  fixing  removes  dealer  pressure 
for  lower  wholesale  prices.  The  reasoning  is  as  follows:  Under  free  com- 
petition, retail  prices  of  highly  advertised  drug  items  fluctuated  widely; 
small  dealers  on  the  periphery  of  competitive  trade  areas  complained  loudly 
about  low  retail  prices  and  persistently  demanded  lower  wholesale  prices 
if  margins  could  not  be  guaranteed;  contracts  fixing  minimum  prices  under 
the  "fair  trade"  laws  have  made  it  possible  for  manufacturers  to  guarantee 
profit  margins;  and  the  pressure  for  price  concessions  has  tended  to  dechne. 

One  case  is  cited  where  private  brand  competition  has  been  rendered  less 
effective  because  the  dealer  preferred  to  concentrate  his  selling  effort  on 
minimum  price-fixed  brands  so  as  to  avoid  the  expense  of  private  brand 
promotion.    It  is  not  contended,  however,  that  this  tendency  is  general. 

When  minimum  "fair  trade"  prices  are  identical  with  suggested  retail 
prices,  there  is  no  opportunity  for  chain  stores  to  offer  price  savings  to  the 
consumer.  When  the  minimums  are  not  identical  with  suggested  prices, 
the  chain  stores  still  have  restricted  opportunity  to  offer  some  savings,  but 
they  are  far  more  limited  than  hitherto. 

The  most  severe  critics  of  advertising  can  find  some  support  for  their 
theories  by  analysis  of  the  advertising  expenditures  for  drugs,  toiletries, 
and   cosmetics.     This   study   furnishes   much   statistical  p    j.    f 

evidence  of  the  wide  disparity  in  prices  of  highly  ad-  .  ,       ... 

vertised   and   private   brands   in   the   drug   field.     The 
monograph  comes  to  the  following  general  conclusion  (p.  368) : 

Widely  advertised  products  command  a  substantial  premium  over  less  well- 
known  or  unbranded  commodities  of  the  same  general  kind;  frequently  these 
differences  exist  when  the  branded  and  unbranded  commodities  are  identical 
except  in  name. 

Doubtless,  however,  many  people  prefer  to  buy  an  advertised  brand  in 
which  they  have  confidence,  even  though  this  brand  may  sell  at  a  higher 
price.    The  advertising  gives  them  some  assurance  of  a  certain  quality. 
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The  cost  of  marketing  many  proprietary  articles  is  high  when  compared 
with  the  cost  of  the  raw  materials,  particularly  when  the  products  must  be 
"retailed"  to  physicians,  expensively  packaged  to  preserve  exclusive  char- 
acter, made  widely  known  to  consumers,  and  eventually  sold  in  extremely 
small  wholesale  lots.  It  is  a  bit  of  a  jolt  for  persons  not  familiar  with 
the  trade  to  learn  (p.  369)  that  elixir  of  phenobarbital  under  a  proprietary 
name  costs  the  druggist  |2.50  per  pint  compared  with  35^  per  pint  when 
he  makes  the  product  himself  with  the  U.S.P.  chemical.  Similarly  (p.  370), 
Dobell's  solution  at  $1.25  per  gallon  under  a  proprietary  name  and  at  only 
25^  per  gallon  when  made  by  the  druggist  presents  another  price  disparity 
not  easily  justified  to  the  consumer.  That  physicians  often  prescribe  pro- 
prietaries when  identicals  are  available  at  a  fraction  of  the  cost  may,  of 
course,  be  due  in  part  to  lack  of  confidence  in  the  compounding  skill  and 
the  integrity  of  the  pharmacist.  Then,  too,  consumers  generally  have  more 
confidence  in  highly  advertised  products  that  are  to  be  used  internally  and 
do  not  have  an  adequate  basis  for  judging  the  merit  of  the  similar  unadver- 
tised  item. 

The  fact  is,  of  course,  that  a  nationally  advertised  product  may  be  better, 
as  good  as,  or  poorer  than  an  unadvertised  product.  The  mere  fact  that  it 
is  advertised  gives  no  proof  one  way  or  the  other.  This  is  apparently  recog- 
nized by  the  authors  of  the  monograph,  for  after  giving  comparative  prices 
of  a  number  of  advertised  and  private  brands  it  is  stated  (p.  375)  : 

Although  the  nationally  advertised  merchandise  and  the  private  brands  were 
in  each  case  very  similar,  it  should  not  be  assumed  that  there  were  no  significant 
differences  in  quality  which  might  account  in  whole  or  in  part  for  the  price 
differentials. 

Nor  can  it  be  properly  argued  that  the  consumer  pays  more  because  of 
advertising.  First,  the  fact  that  advertised  products  are  widely  known  means 
that  the  private  brand  must,  in  most  cases,  be  sold  for  less  to  be  sold  at  all. 
Second,  it  follows  that  the  private  brand  might  sell  for  even  more  than 
the  advertised  brands  now  do  if  there  were  no  advertised  brands.  Third, 
if  there  were  1,000  private  brands  only,  instead  of  5  leading  advertised 
brands,  it  is  by  no  means  certain  that  average  prices  to  consumers  over  the 
entire  country  would  be  less  and  some  reason  to  believe  they  might  be  more. 
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Families  and  Their  Life  Insurance  ' 

THE  conclusions  in  this  report  relate  to  industrial  life  insurance  generally. 
They  are  based,  at  least  in  part,  upon  a  survey  in  Boston  by  W.P.A. 
workers  whose  activities  were  under  the  general  auspices  of  the  Securities 
&  Exchange  Commission,  which  drafted  Monograph  No.  2  and  prepared, 
under  the  chapter  entitled  "Summary  and  Conclusions,"  its  own  interpre- 
tations. 

Many  of  these  conclusions  have  little  or  no  support  in  the  statistical  ma- 
terial published  in  the  monograph.  Furthermore,  the  interpretations  prac- 
tically  ignore   the   statistical   material   which   reflects   a       t  4.  4.  i.- 

■^     °  ,  n-      1  1      1     f-        •  •         Interpretations 

view  contrary  to  the  testimony  oriered  by  the  Securities  „.    ,.  ,. 

T^    ,  U         •    •       1     •        1     1       •  rr^    -u  vs.  Statistics 

&  Exchange  Commission  during  the  hearings,  lo  illus- 
trate, the  statistics  prove  conclusively  that  not  only  has  the  Massachusetts 
Savings  Bank  Life  Insurance  Plan  failed  to  serve  the  industrial  classes  in 
any  substantial  manner,  but  that  without  the  services  of  regular  life  insur- 
ance companies  an  overwhelming  number  of  these  people  would  have  no 
protection.  Yet  not  a  word  of  this  is  to  be  found  in  the  "Summary  and 
Conclusions"  (pp.  75-78). 

How  much  weight  should  be  given  to  these  conclusions  is  apparent  when 
one  realizes  that  the  survey  covered  1,666  families  out  of  the  twenty  odd 
million  people  who  have  industrial  insurance.  The  Commission  itself  evi- 
dently realized  the  weakness  of  such  a  small  sample  as  a  basis  for  conclu- 
sions, because  it  states  on  page  4  of  Monograph  No.  2: 

It  is  not  claimed  that  the  conditions  in  the  area  surveyed  are  necessarily 
typical.  .  .  .  Nevertheless  it  is  felt  that  the  conditions  described  in  this  study 
apply  to  a  very  large  proportion  of  the  population. 

Yet  we  find  no  facts  in  the  monograph  to  support  the  contention  that  the 
Securities  &  Exchange  Commission's  conclusions  do  "apply  to  a  very  large 
proportion  of  the  population." 

It  is  important  to  realize  the  hostile  attitude  of  some  of  those  who  con- 
ducted the  survey  underlying  Monograph  No.  2.  We  had  numerous  com- 
plaints from  our  policyholders  who  had  confidence  .  Ohiprtivp 
enough  in  the  Metropolitan  to  report  that  the  Commis-  grirvev'? 
sion's  investigators  were  unfair.  The  following  are  a 
few  illustrations  of  what  at  least  some  of  the  investigators  are  reported 
by  our  policyholders  to  have  said: 

^  This  review,  by  Leroy  A.  Lincoln,  President  of  the  Metropolitan  Life  Insurance  Company, 
is  the  main  part  of  a  letter  submitted  by  him  to  Senator  O'Mahoney  January  23,  1941. 

21 
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"The  companies  were  'gypping'  the  people  by  charging  too  much  money. 
I  would  get  a  lump  sum  if  the  law  went  through.  ...  I  was  very  much 
upset." 

"Agents  were  putting  over  things  on  policyholders.  There  was  money 
due  to  policyholders  but  the  policyholders  didn't  know  it  and  he  (the  inves- 
tigator) was  here  to  see  whether  there  was  any  money  due  me,  and  if  there 
was,  the  Government  was  going  to  get  it  from  the  Company." 

"In  analyzing  my  15-Year  Endowment  policy,  he  asked  why  I  carried 
that  kind  of  policy,  which  gave  so  little  in  return.  It  would  be  almost  wiser, 
he  said,  to  put  the  money  in  the  bank  instead." 

"Two  men  came  at  different  times.  The  first  said  that  people  were  pay- 
ing too  much  of  their  income  for  insurance.  The  second  man  said  that 
when  a  person  with  no  relatives  or  family  died,  the  company  kept  the  money 
and  the  Government  intended  to  do  something  about  it." 

"When  I  refused,  he  was  angry  and  said  that  he  would  see  the  Insurance 
Commissioner  who  would  force  me  to  show  my  policies." 

Let  us  now  observe  some  illustrations  of  inaccuracies  contained  in  Mon- 
ograph No.  2.  In  Chapter  III,  the  statement  is  made  that  in  Massachusetts 
the  John  Hancock  has  only  24  per  cent  as  many  industrial  policies  as  the 
Prudential.  The  annual  report  of  the  Massachusetts  Commissioner  of  In- 
surance for  1938  shows  that  the  John  Hancock  had  64  per  cent  more  of 
such  policies  than  the  Prudential. 

Then,  in  the  discussion  of  the  insurance  program  of  the  Jameson  family, 
it  is  stated: 

It  is  a  little  hard  to  understand  this  mixture  of  industrial  and  savings  bank 
life  insurance — particularly  how  Mr.  Jameson  was  persuaded  to  pay  $23.92  for 
$500  of  Industrial  Insurance  almost  on  the  same  day  that  he  found  out  he  could 
get  twice  as  much  savings  bank  life  insurance  (and  that  on  the  endowment 
plan)  for  only  $22.48. 

As  the  monograph  states  that  the  Savings  Bank  policy  referred  to  was  a 
20-Year  Endowment,  it  is  interesting  to  note  that  the  savings  banks'  pub- 
lished rates  for  such  a  policy  indicate  the  premium  would  have  been  about 
$44  per  $1,000  of  coverage,  and  not  $22.48. 

Much  emphasis  was  placed,  in  the  "Summary  and  Conclusions"  in  the 
monograph,  upon  the  unproved  allegation  (p.  76) 

.  .  .  that  there  is  an  overloading  of  policies  in  many  families.  .  .  .  That  low 
income  families,  where  the  average  per  family  member  income  is  in  the  neigh- 
borhood of  $300,  should  be  spending  as  much  as  24  per  cent  of  that  income  for 
insurance  premiums  is  inexcusable,  and  it  is  startling  to  realize  that  9.59  per  cent 
of  the  nonrelief  families  and  8.67  per  cent  of  the  relief  families  spent  10  per  cent 
or  more  of  their  income  upon  insurance  premiums. 
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It  is  unfair  to  charge  overloading  on  any  basis  other  than  the  relationship 
of  the  total  family  income  to  the  total  industrial  family  premiums  at  the 
time   the   policies   were   taken   out.     Speaking  for   the  ^       1     rl* 

Metropolitan,  a  real  effort  is  made,  before  the  issuance 
of  a  policy,  to  keep  the  total  premiums  paid  within  the  financial  ability  of 
a  family.  That  the  companies  have  succeeded  in  such  efforts,  by  and  large, 
is  obvious  from  the  over-all  figures  in  the  monograph  which  indicate  that 
the  average  percentage  of  the  family  income  spent  for  industrial  insurance 
was  only  4.92  per  cent.  Certainly  this  would  not  support  any  charge  of 
overloading  policies  generally. 

To  investigate  alleged  overloading,  the  survey  should  have  inquired  as 
to  what  the  incomes  of  the  alleged  overloaded  famihes  were  at  the  time  the 
policies  were  taken  out.  Yet  on  this  controlling  factor  the  report  contains 
nothing  on  which  to  establish  these  figures  for  the  families  referred  to.  Nor 
will  one  find  an  iota  of  information  in  the  "Summary  and  Conclusions" 
as  to  whether  the  industrial  policyholders  interviewed  regarded  their  life 
insurance  programs  as  not  in  keeping  with  their  particular  circumstances, 
or  the  total  family  premiums  representative  of  an  undue  portion  of  the 
family  income. 

Is  it  the  purpose  of  the  Securities  &  Exchange  Commission  to  recommend 
that  industrial  insurance  policyholders  shall  be  arbitrarily  controlled  in 
their  discretion  as  to  the  number  and  face  amount  of  industrial  life  insur- 
ance policies,  previously  purchased,  which  they  may  retain?  Certainly 
the  life  insurance  companies  have  no  right,  once  a  policy  is  issued,  to  make 
such  arbitrary  decisions.  Yet  it  is  alleged  that  there  is  overloading  because 
the  total  family  premiums  for  industrial  life  policies,  which  have  been  in 
force  on  the  average  for  some  years,  appear  to  the  Securities  &  Exchange 
Commission  to  represent  an  unreasonable  percentage  of  the  current  family 
income. 

Only  the  policyholders  themselves  have  the  right  to  determine  what  re- 
ductions, if  any,  are  to  be  made  in  the  number  of  their  existing  insurance 
policies  when  adversity  of  one  sort  or  another  overtakes  their  respective 
families.  It  is  clear  that  in  cases  of  this  kind  those  involved  will  usually 
elect  to  continue  that  form  of  thrift  in  which  they  have  the  most  confidence. 
In  the  light  of  the  record  of  life  insurance  over  the  years,  and  particularly 
during  the  past  depression,  can  any  reasonable  person  say  that  the  confi- 
dence of  these  policyholders  is  misplaced?  If  not,  who  is  better  able  or 
has  a  better  right  to  determine  what  percentage  of  the  families'  income 
should  remain  in  life  insurance  or  other  forms  of  thrift  than  the  policy- 
holders themselves? 

In  further  support  of  the  allegation  of  overloading,  much  is  made  in  the 
"Summary  and  Conclusions"  in  the  monograph  of  the  large  number  of 
policies  held  in  a  few  families.  However,  elsewhere  in  the  monograph  sta- 
tistics show  that  among  families  having  only  industrial  life  insurance  the 
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average  family,  consisting  of  4.3  members,  had  only  5.6  policies.  It  must 
be  apparent  that  a  charge  of  overloading  cannot  be  sustained  generally  and, 
if  it  exists,  it  is  in  a  few  isolated  cases.  Accordingly,  we  find  the  monograph 
endeavoring  to  prove  a  general  conclusion  by  isolated  cases.    To  illustrate: 

Eighty-four  families  carried  more  than  15  policies  each  at  the  same  time,  with 
numbers  ranging  as  high  as  43  policies  in  the  case  of  one  family. 

It  is  to  be  noted  that  these  84  families  were  selected  from  the  total  of  1,666 
insured  families  which  were  studied.  There  is  nothing  in  the  monograph 
to  indicate  what  the  incomes  of  these  families  were  when  the  policies  were 
taken  out  and,  therefore,  there  is  no  evidence  of  overloading  by  the  com- 
panies. 

Furthermore,  the  chapter  on  "Summary  and  Conclusions"  carefully  re- 
frains from  pointing  out  that  there  were  about  seven  members,  on  the 
average,  in  these  particular  families,  whereas  the  average  for  all  families 
holding  industrial  insurance  is  slightly  more  than  four.  In  other  words, 
the  families  holding  the  larger  number  of  policies  have  more  members  to 
insure  and  therefore  have  more  policies  than  the  average. 

As  to  the  case  (p.  64)  where  43  policies  were  held  by  one  family  (referred 
to  as  the  Baker  family),  it  is  interesting  to  note  that  there  are  ten  members 
in  the  family,  that  these  43  policies  had  been  accumulated  over  a  43-year 
period,  that  the  family  income  is  $4,224,  that  the  family  is  spending  10.9 
per  cent  of  its  annual  income  for  the  payment  of  life  insurance  premiums, 
and  that  it  has  never  lapsed  or  surrendered  a  policy  which  it  obtained. 
Who,  with  propriety,  can  say  that  this  family  should  not  hold  to  its  indus- 
trial insurance?  Where  is  there  any  evidence  in  the  monograph  that,  at 
the  time  the  policies  were  taken  out,  the  total  premiums  represented  an 
unreasonable  part  of  this  family's  income? 

If  the  thesis  set  forth  by  the  Commission  is  sound,  namely,  that  a  high 
percentage  of  income  devoted  to  industrial  life  insurance  is  undesirable, 
then  the  lapse  rate  in  the  cases  where  this  is  so  would  be  abnormally  high; 
yet  the  reverse,  on  the  average,  is  true.  Abnormal  lapse  rates  are  found 
generally  among  the  families  which  have  a  small  number  of  policies  rather 
than  among  those  whose  confidence  in  life  insurance  is  so  real  that  they 
have  a  considerable  number. 

It  is  further  charged  in  the  monograph  (p.  77)  that  there  has  been  a 
"sale  of  insurance  to  families  on  relief."  In  the  entire  monograph,  only  one 
instance  is  presented  where  the  sale  of  insurance  was  made  to  a  family 
receiving  relief  at  the  time  the  insurance  was  sold.  The  rules  of  the  Met- 
ropolitan absolutely  forbid  the  issuance  of  new  insurance  to  families  receiv- 
ing relief.  We  know  that  other  companies  have  similar  rules.  It  is  clear 
that  the  policies  in  force  in  families  on  relief  which  were  reviewed  during 
the  survey  must  have  been  written  before  economic  adversity  affected  the 
incomes  of  the  families  interviewed. 
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As  to  the  statement  that  there  is 

...  an  apparent  absence  of  any  technique  for  satisfactorily  readjusting  insurance 
programs  in  the  Hght  of  these  changing  circumstances 

the  Commission  ignored  much  evidence  under  oath  by  witnesses  before 
the  Temporary  National  Economic  Committee  as  to  what  the  companies 
themselves  have  been  doing  in  this  repect  and  as  to  the  work  of  the  Life 
Insurance  Adjustment  Bureau,  which  is  maintained  by  companies  to  co- 
operate with  relief  and  welfare  agencies  on  adjustment  matters. 
The  "Summary  and  Conclusions"  of  the  monograph  assert  (p.  77) : 

The  failure  of  the  distributive  system  to  give  proper  service  to  the  insured  is 
clearly  demonstrated  in  the  many  families  where  the  breadwinner  was  inade- 
quately insured. 

Dr.  Anderson "  referred  to  this  idea  in  his  presentation  before  the  Tempo- 
rary National  Economic  Committee.     This  criticism  in  the  monograph  is 
based  upon  the  so-called  "startling"   findings  referred         Insurance  of 
to  in  the  "Summary  and  Conclusions"  Breadwinners 

.  .  .  that  in  the  insured  families  1L58  per  cent  of  the  chief  breadwinners  and 
20.21  per  cent  of  the  "other  breadwinners"  were  not  insured  at  all,  and  that 
from  among  1071  families  which  carried  industrial  insurance  there  were  730 
cases  where  the  percentage  of  premiums  paid  by  the  family  for  insurance  on  the 
life  of  the  chief  breadwinner  was  less  than  50  per  cent  of  the  total. 

Instead  of  these  figures  serving  as  a  basis  for  any  criticism,  they  should 
have  been  used  to  commend  the  agency  system  for  its  effective  work!  Those 
figures  really  show  that  agents  have  prevailed  upon  88.42  per  cent  of  the 
chief  breadwinners  to  insure  their  lives  voluntarily,  and  79.79  per  cent  of 
"other  breadwinners"  to  do  likewise.  This  impresses  me  as  a  most  remark- 
able record,  especially  when  it  is  realized  that  some  of  the  uninsured  bread- 
winners are  not  eligible  for  life  insurance  because  of  their  physigal  condi- 
tion, etc.,  while  others  may  not  wish  to  own  it.  Obviously,  it  follows  that 
in  those  cases  where  the  breadwinner  is  unable  or  unwilling  to  insure  his 
life  it  is  better  that  the  other  members  of  the  family  be  insured  than  that 
the  family  be  left  entirely  without  insurance. 

The  Metropolitan  emphasizes  to  its  agents  the  importance  of  insuring 
chief  breadwinners,  and  we  have  every  reason  to  believe  that  our  agents  are 
thoroughly  co-operative  in  seeking  this  objective.  As  to  the  criticism  of 
those  cases  where  less  than  50  per  cent  of  the  total  family  premiums  for 
industrial  life  insurance  is  spent  on  the  lives  of  the  chief  breadwinners,  we 
can  only  say  that  the  policyholders  themselves  must  determine  questions 
of  this  character.  We  cannot  ignore  the  economic  loss  sustained  by  the 
low-income  families  through  the  death  of  the  wife.  The  inconsistency  of 
the  criticism,  though,  is  obvious  from  the  reference  in  the  monograph  to 

^  Dewey   Anderson,   Executive   Secretary   of   the   Temporary   National    Economic   Committee. 
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the  insurance  program  o£  the  Roxby  family,  which  had  only  savings  bank 
life  insurance.    Here  it  is  stated  (p.  73) : 

The  distribution  in  amounts  shows  evidence  of  intelligence  in  the  program 
for  the  family. 

And  the  concluding  sentence  reads: 

It  should  be  noted  that  39  per  cent  of  the  total  premium  was  paid  for  insurance 
on  the  life  of  the  only  breadwinner. 

As  evidence  of  inconsistency,  contrast  this  commendation  of  39  per  cent,  in 
a  case  having  savings  bank  life  insurance,  with  the  previously  quoted  state- 
ment which  singled  out  for  special  critical  comment  cases  where  the  per- 
centage of  premiums  paid  on  the  lives  of  the  chief  breadwinners  was  less 
than  50  per  cent  of  the  total  and  therefore  viewed  as  improper.  It  is  inter- 
esting to  note  that  the  latter  cases  had  insurance  with  regular  companies. 

The  material  contained  in  the  monograph  does  not  substantiate  the 
charge  made  in  the  chapter  entitled  "Summary  and  Conclusions"  that  un- 
sound distribution  of  industrial  insurance  has  caused  heavy  lapsation,  yet 
we  are  told: 

As  a  result  of  this  unsound  distribution  and  the  changing  economic  circum- 
stances of  the  policyholders,  there  is  much  lapsing  of  policies. 

This  statement  is  made  despite  the  fact  that  two  thirds  of  the  insured 
families  referred  to  in  the  report  had  never  lapsed  or  surrendered  a  single 
J        .  policy.    Unfortunately  Dr.  Anderson's  report  contained 

n  p  ,.  .  the  same  mistake  the  Securities  &  Exchange  Commis- 

sion made  when  it  endeavored  to  measure  the  loss  to 
policyholders  through  lapses  in  terms  of  the  number  or  face  amount  of 
insurance  of  policies  issued.  The  report  to  your  Committee  indicated 
that  "from  50  per  cent  to  more  than  75  per  cent  of  the  new  (industrial 
life  insurance)  policies  issued"  were  lapsed.  The  current  experience  of 
the  MetropoHtan  indicates  that  less  than  15  per  cent  of  the  new  weekly 
premium  policies  issued  lapse  before  a  nonforfeiture  value  is  available.  It 
will  be  noted  that  the  Metropolitan  is  specifically  referred  to  in  this  report 
as  one  of  the  two  companies  which  carry  the  major  part  of  industrial  life 
insurance. 

Dr.  Anderson  did,  however,  touch  upon  the  real  test  for  measuring  the 
loss  to  policyholders  through  lapses  when  he  referred  to  the  "aggregate 
money  loss"  to  policyholders.  This  means  the  actual  money  which  holders 
of  lapsed  policies  are  out  of  pocket.  The  Statement  on  Life  Insurance, 
submitted  by  life  insurance  companies,  treats  this  subject  on  pages  50,  51, 
52,  and  53.  It  indicates  that  "of  the  premiums  paid  since  issue  on  the  in- 
dustrial policies  terminating  in  1937,  2.7  per  cent  had  been  paid  on  the  poli- 
cies that  lapsed.    For  1938  and  1939  this  percentage  would  be  even  less." 
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That  statement  also  pointed  out  that  these  very  poHcyholders  had  their 
insurance  protection  while  their  policies  were  in  force.  Policyholders  do 
die  during  the  early  months  when  a  policy  is  in  force;  for  instance,  the 
MetropoHtanLife  Insurance  Company  in  1940  paid  out  $1,692,000  on  indus- 
trial insurance  policies  which  had  been  in  force  less  than  one  year.  It  is 
high  time  that  the  public  should  understand  the  fallacy  of  alluding  to  total 
amounts  of  insurance  in  force  as  a  tragic  loss  when  policies  are  lapsed. 

The  report  presented  to  the  Committee  by  Dr.  Anderson  refers  to  a  figure 
of  $33,011,000  as  the  aggregate  amount  of  money  lost  through  lapses  and 
surrenders  by  the  policyholders  of  the  two  companies  which  write  most  of 
the  industrial  life  insurance.  Evidently  this  figure  was  taken  from  the 
"gain  and  loss"  exhibits  formerly  included  in  the  annual  statements  of  the 
particular  companies.  This  is  based  on  an  erroneous  assumption  that  the 
technical  "gains"  from  lapses  and  surrenders  of  industrial  policies  during 
1938  were  profits  for  the  companies  involved  and  losses  for  the  policy- 
holders. The  real  function  of  the  "gain  and  loss"  exhibit  is  explained  on 
pages  63  to  65  of  the  Statement  on  Life  Insurance  which  we  previously 
referred  to.  A  perusal  of  the  statement  will  clearly  indicate  that  the  so- 
called  "gains"  are  not  profits.  Assuming  that  they  were  profits,  both  of 
the  companies  being  mutual,  such  profits  would  have  been  passed  on  to 
policyholders  in  the  form  of  dividends. 

The  "Summary  and  Conclusions"  in  Monograph  No.  2  indicate  that  the 
Securities  &  Exchange  Commission  has  established  in  the  Boston  survey, 
which  covered  an  infinitesimal  percentage  of  the  total  industrial  policy- 
holders in  the  United  States,  that  the  selling  methods  of  life  insurance 
companies  are  the  primary  causes  of  lapses.  For  reasons  previously  set 
forth  in  this  letter,  this  interpretation  cannot  be  accepted  because  it  is  con- 
trary to  experience  not  only  in  Boston  but  throughout  the  country.  The 
Commission's  interpretation  is  so  emphasized,  however,  that  a  casual  reader 
will  overlook  in  the  "Summary  and  Conclusions"  the  few  words  which 
suggest  the  "changing  economic  circumstances  of  the  policyholders"  are 
a  cause  of  lapsation.  As  shown  in  the  Statement  on  Life  Insurance,  submit- 
ted to  your  Committee  by  the  life  insurance  companies,  the  basic  causes 
for  lapses  are  beyond  the  control  of  the  companies.  To  illustrate,  this  state- 
ment contains  a  chart  which  shows  a  definite  correlation  between  economic 
conditions  and  lapses;  in  fact,  it  demonstrates  that,  as  business  conditions 
improve,  lapses  decrease,  and  conversely,  when  business  is  bad,  lapses  are 
high. 

It  is  interesting  to  note  that  the  monograph  contained  nothing  about  the 
timely  assistance  which  comes  to  famiUes  in  distress  from  funds  paid  by  life 

insurance  companies  in  cash  surrender  values  and  for       «     •  i       j 
111-         Kj      ^■  y   X     uc^  1  /-^      ,    •      »      Social  and 

death  claims.    Nor  did  the    Summary  and  Conclusions         -p 

include   information  about  the   widespread   satisfaction       -_  ,        ^  j 

,      ..    ,  J  u      c  •    •         ■  ^  I.  ■  Values  Ignored 

or  pohcyholders  and  benehcianes  with  the  service  ren- 
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dered  by  life  insurance  companies.  It  would  seem  that  a  complete  under- 
standing of  industrial  life  insurance  would  have  prompted  the  Commission 
to  make  some  efifort  to  collect  information  of  this  character,  as  well  as  to 
establish  the  social  and  economic  values  arising  from  the  prompt  and  fair 
fulfillment  of  the  contractual  obligations  of  the  companies.  No  other  sys- 
tem has  brought  to  the  low-income  groups  the  opportunity  to  secure  pro- 
tection upon  terms  within  their  reach. 

It  is  significant  that  in  the  Summary  and  Conclusions  of  the  mono- 
graph not  a  word  is  to  be  found  about  the  efforts  of  the  various  companies 
„       .        .  to  help  industrial  policyholders  to  get  the  most  for  their 

p  ,.     -u  ij  insurance  premiums.    The  two  elements  which  are  re- 

sponsible for  the  extra  cost  of  industrial  life  insurance, 
in  comparison  with  ordinary  insurance,  arise  from  the  higher  mortality 
experienced  by  industrial  classes  and  the  extra  expense  of  handling  insur- 
ance in  small  units  on  the  weekly  basis.  Speaking  for  the  Metropolitan, 
we  have  not  been  content  to  stand  idly  by  without  endeavoring  to  be  of 
real  service  to  our  industrial  policyholders.  A  few  of  our  efforts  may  be 
of  interest: 

We  maintain  a  health  program  and  co-operate  with  public  and  private 
agencies  in  a  continuous  effort  to  bring  health  and  longer  lives  to  industrial 
policyholders.  That  this  co-operative  effort  has  met  with  success  is  evident 
during  the  past  thirty  years.  No  reference  was  made  in  the  report  to  your 
Committee  on  January  15  to  a  statement  already  in  its  records  which  relates 
in  some  detail  a  number  of  the  health  and  welfare  activities  of  the  Metro- 
politan in  behalf  of  its  industrial  policyholders. 

We  want  our  policyholders  to  get  the  greatest  amount  of  insurance  for 
the  least  amount  of  money.  Since  1912  we  have  offered  our  industrial 
policyholders  an  opportunity  to  reduce  the  cost  of  their  insurance  by  10 
per  cent  under  certain  conditions  whereby  they  pay  their  weekly  premiums 
at  one  or  another  of  our  district  offices,  instead  of  having  an  agent  call  at 
their  home  to  collect.  Last  year  about  30  per  cent  of  Metropolitan  weekly 
industrial  premiums  were  paid  at  our  district  offices  by  policyholders.  Fur- 
thermore, for  those  who  can  aflord  to  pay  premiums  on  a  monthly  basis, 
we  established  years  ago  monthly  premium  insurance.  This  provides  more 
insurance  at  less  cost  than  weekly  industrial  life  insurance  for  those  who 
can  make  payments  on  a  monthly  basis.  For  policyholders  who  can  afford 
to  buy  $1,000  of  ordinary  life  insurance  at  one  time,  we  have  also  made  it 
possible  for  them  to  pay  on  a  monthly  basis.  Both  the  industrial  and  ordi- 
nary monthly  insurance  departments  have  met  popular  favor  and  therefore 
have  had  a  splendid  growth. 
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Who  Fays  the  Taxes? 

MONOGRAPH  No.  3,  Who  Pays  the  Taxes? ,  was  written  by  Helen  Tarasov 
in  consultation  with  Gerhard  Colm.  It  is  an  attempt  to  allocate  taxes 
to  ten  groups  o£  families  and  individuals  on  the  basis  of  annual  income. 
This  monograph  is  a  brave  attempt  to  accomplish  the  impossible. 

While  it  is  easy  to  determine  the  corporate  taxes  and  the  real  estate  taxes 
paid  by  a  manufacturer,  it  is  impossible  to  determine  how  much  of  this  tax 
money  was  passed  on  to  consumers  in  higher  prices,  how  much  was  passed 
back  to  suppliers  and  employees  in  lower  prices  and  lower  wages,  and  how 
much  was  borne  by  the  stockholders  in  the  reduction  of  dividends.  If  some 
of  this  tax  was  absorbed  by  consumers  who  thereby  paid  higher  prices  for 
the  products,  to  what  extent  did  this  rise  in  the  cost  of  living  enable  the 
consumers  to  demand  and  secure  higher  wages?  If  it  was  passed  back  to 
employees  in  lower  wages,  to  what  extent  did  this  wage  reduction  enable 
employees  to  get  lower  rents,  thereby  passing  some  of  the  tax  on  to  land- 
lords ? 

That  the  author  of  the  monograph  realizes  these  difficulties  is  indicated  by 
this  quotation  from  page  2  (italics  supplied) : 

A  second  difficulty  arises  from  the  fact  that  even  the  most  complete  statistical 
material  can  never  measure  the  incidence  of  taxation.  The  incidence  of  taxes 
can  be  derived  from  figures  on  tax  payments  only  on  the  grounds  of  theoretical 
reasoning  and  hypothetical  conjecture.  Whatever  statistical  refinement  is  achieved, 
therefore,  the  results  necessarily  rest  on  a  number  of  assumptions.  The  incidence 
of  taxation  depends,  among  other  factors,  on  the  degree  of  competition  and 
monopoly  prevailing  in  an  economy,  on  the  direction  of  Government  regulation 
of  prices  and  cost  factors,  on  the  general  trend  of  economic  growth  or  stagnation, 
on  the  development  of  labor  productivity,  on  the  time  which  has  elapsed  since 
the  introduction  of  new  taxes  or  the  increase  (or  decrease)  in  tax  rates,  and, 
finally,  it  depends  on  the  use  made  of  taxes  and  on  the  other  fiscal  policies  (e.g., 
borrowing)  pursued  at  the  same  time. 

Attention  should  be  given  to  certain  weaknesses  in  most  studies  of  income 
distribution.  More  exact  information  should  be  given  on  negative  incomes. 
For  example,  instead  of  lumping  together  incomes  under  $500  in  one  group, 
it  would  be  better  to  show  incomes  from  $500  to  zero,  from  zero  to  minus 
$500,  minus  $500  to  $1,000,  minus  $1,000  to  $2,000,  and  so  forth. 

If  the  classification  were  carried  into  the  negative  area,  we  should  doubt- 
less find  many  people  with  incomes  of  minus  $100,000  and  less.  For  some 
individuals  these  negative  incomes  may  be  in  the  millions.  Many  people 
who  in  certain  years  secure  very  large  incomes  are  in  speculative  enterprises 
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or  hold  speculative  investments  which  in  certain  years  result  in  huge  losses. 
Not  all  the  persons  with  less  than  $500  income  a  year  are  poor.  Some  of 
them  are  very  wealthy.  If  a  person  had  an  income  of  $60,000  in  one  year 
and  if  this  person  lost  $60,000  in  the  next  year,  his  income  for  the  two  years 
would  be  zero.  However,  in  one  year  he  would  be  classified  in  the  "over 
$50,000"  bracket,  and  in  the  other  year  he  would  be  classified  in  the  "under 
$500"  bracket. 

It  would  be  much  more  satisfactory  if  we  could  have  a  table  showing  the 
average  annual  incomes  based  on  five  years'  or  ten  years'  experience.  A  table 
of  incomes  based  on  five  years'  experience  would  show  much  less  dispersion 
than  a  table  based  on  one  year's  experience.  Such  a  five-year  table  would 
show  fewer  people  in  the  very  high  brackets  and  also  fewer  people  in  the 
very  low  brackets.  Tables  based  on  yearly  incomes  exaggerate  the  inequality 
in  income  distribution. 

Another  weakness  of  income  tables  is  that  they  take  no  notice  of  un- 
realized profits  and  losses.  If  a  person  holds  stocks  which  decline  greatly 
in  market  price,  he  has  a  loss  whether  or  not  he  sells  the  stocks,  but  the 
unrealized  losses  and  the  unrealized  profits  do  not  appear  in  the  statement 
of  income.  Since  income  statements  do  not  reveal  important  changes  in 
net  worth,  they  are  to  that  extent  misleading.  It  should  be  noted  also  that 
there  is  no  direct  connection  between  wealth  and  income.  A  person  of 
great  wealth  may  have  a  very  low  income,  and  a  person  of  large  income 
may  have  very  little  wealth. 

Some  of  the  misconceptions  arising  from  tables  which  show  the  distribu- 
tion of  population  according  to  income  brackets  could  thus  be  eliminated, 
and  it  would  be  desirable  if  future  investigators  would  expand  their  tables  so 
as  to  include  negative  incomes. 

People  with  low  incomes  receive  from  the  government  much  more  in 
benefits  and  services  than  they  pay  in  taxes.  The  public  schools  are  free 
and  the- low-income  families  usually  have  more  children  per  family  than 
the  well-to-do.  Relief  payments,  blue  stamps  for  free  food,  W.P.A.  work, 
and  free  medical  clinics  are  expenditures  made  exclusively  for  the  low-in- 
come families.  The  public  parks,  public  libraries,  public  highways,  and  po- 
lice protection  are  available  to  all  without  regard  to  income.  For  every  dollar 
that  people  of  low  income  pay  in  taxes,  they  receive  several  dollars  in  money 
and  public  services.  Even  if  all  taxes  are  spent  judiciously  and  if  no  taxes  are 
wasted,  the  people  of  large  incomes  do  not  receive  from  government  as 
much  as  they  pay  in  taxes.  Stated  otherwise,  our  tax  system  compels  those 
with  large  incomes  to  help  support  those  with  less.  Our  tax  levies  and  our 
tax  disbursements  are  highly  advantageous  to  the  latter,  on  balance. 

On  page  6  of  the  monograph  there  is  a  table  showing  the  percentage  of 
family  income  paid  out  in  taxes,  both  direct  and  indirect,  as  estimated  by 
the  authors: 
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Taxes  as  per 

Income  class  cent  of  income 

Under  $500     21.9 

$500-  1,000   18.0 

1,000-  1,500   17.3 

1,500-  2,000   17.8 

2,000-  3,000   17.5 

3,000-  5,000   17.6 

5,000-10,000    17.9 

10,000-15,000   25.5 

15,000-20,000   31.7 

20,000  and  over 37.8 

One  of  the  reasons  why  the  "under  $500"  group  has  so  high  a  percentage 
in  this  table  is  because  the  taxes  are  given  as  a  percentage  of  income  rather 
than  as  a  percentage  of  expenditures.  According  to  the  monograph,  this 
group  has  negative  savings.  If  taxes  were  based  on  expenditures,  the  per- 
centage figure  of  21.9  would  be  reduced  to  17.6  which  is  in  line  with  the 
groups  which  follow.  If  taxes  for  the  income  group  of  over  $20,000  were 
reckoned  as  a  percentage  of  expenditures,  the  tax  would  be  61.2%  in- 
stead of  38.3%.  We  can  illustrate  the  situation  by  an  example.  Suppose 
that  a  man  earned  $100  in  the  year  and  used  $1,200  of  bank  deposits 
for  the  balance  of  his  expenditures.  If  he  paid  $75  in  taxes,  this  would 
be  75%  of  his  income  but  only  5.77%  of  his  expenditures.  If  we 
assume  from  this  table  that  the  families  with  incomes  of  less  than  $1,000 
are  taxed  too  much,  we  must  realize  that  the  average  tax  paid  by  families 
with  an  income  of  less  than  $500  is  only  $77  a  year,  according  to  the  mon- 
ograph. This  is  far  less  than  the  amount  required  to  furnish  educational 
facilities  and  relief  payments  to  these  families.  There  is  no  reason  why 
the  payment  for  government  services  should  be  the  same  percentage  of 
income  for  all  families.  The  prices  of  beans,  butter,  fishing  licenses,  and 
postage  stamps  do  not  depend  on  the  income  of  the  buyer.  And  there  is 
no  reason  why  the  cost  of  communal  services  should  be  a  fixed  percentage 
of  income. 

The  reader  will  realize  that  the  families  who  receive  an  income  of  less 
than  $500  a  year  are  a  shifting  group.  A  workman  who  earns  say  $1,800 
a  year  may  have  his  income  greatly  reduced  in  some  year  because  of  illness, 
or  because  his  employer  closes  down  and  it  takes  time  to  find  another  job; 
a  merchant  may  have  an  off  year;  a  farmer  may  have  a  crop  failure.  These 
off  years  may  be  only  temporary  setbacks.  In  these  off  years,  taxes  will  rise 
as  a  percentage  of  income. 

Not  all  persons  who  receive  less  than  $500  a  year  are  poor.  A  man  who 
had  $15,000  invested  in  government  bonds  and  $10,000  in  the  bank  would 
have  an  income  of  less  than  $500  a  year.  The  high  percentage  which  taxes 
are  of  income  for  the  low-income  groups  is  due  to  the  fact  that  income  is 
low  rather  than  that  taxes  are  high.  If  a  person  with  an  income  of  $500  a 
year  buys  anything  whatever,  he  pays  a  higher  percentage  of  his  income 
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for  the  article  than  would  be  the  case  if  he  had  a  larger  income  and  made 
the  same  purchase. 

Professor  Carl  Shoup  of  Columbia  University  points  out  {Review  of 
Economic  Statistics,  February,  1942)  that  the  Colm-Tarasov  Table  above 
presented  is  strikingly  different  "at  the  lowest  level"  from  the  results  shown 
by  Professor  Newcomer — 21.9%  tax  for  the  lowest  group  compared  with 
11.2%.  J.  T.  Seidman,  Chairman  of  the  New  York  State  Society  of  Certi- 
fied Public  Accountants  Committee  on  Federal  Taxation,  calls  attention 
{Journal  of  Accountancy ,  July,  1942,  pp.  57,  58)  to  the  fact  that  the  Tax 
Foundation  found  a  12%  tax  for  the  same  low  group;  in  the  upper  group 
Colm-Tarasov  report  a  38%  tax  burden  which  the  Tax  Foundation  calcu- 
lated at  42%. 

The  reason  for  the  preparation  of  this  monograph  was  not  given.  It 
does  not  indicate  any  conclusions  or  implications  or  reforms.  It  is  based 
on  so  many  assumptions,  extrapolations,  and  adjustments  that  it  leaves  the 
reviewers  very  skeptical  of  the  results.  It  certainly  does  not  prove  that 
low-income  families  pay  too  much  in  taxes.  It  would  have  been  enlighten- 
ing if  the  authors  had  given  a  table  of  net  tax  payments;  that  is,  taxes  paid 
less  pensions,  subsidies,  and  relief  payments.  An  excellent  analysis  of  this 
monograph  appeared  in  The  Tax  Review  for  July,  1941,  which  we  quote 
in  full: 


Who  Pays  the  Taxes? 

"Who  Pays  the  Taxes?,  a  study  made  under  the  auspices  of  the  Tempo- 
rary National  Economic  Committee  in  a  document  known  as  Monograph 
No.  3,  has  occasioned  widespread  interest.  Inasmuch  as  its  conclusions 
may  form  the  basis  for  new  federal  tax  policies,  it  is  vital  that  the  assump- 
tions upon  which  the  conclusions  rest  be  examined  most  carefully.  Democ- 
racy's strength  ultimately  depends  on  the  soundness  of  its  tax  structure. 
With  these  considerations  in  mind,  the  monograph  has  been  studied  objec- 
tively, and  the  statistical  data  upon  which  it  rests  are  examined  in  this 
article. 

"The  chief  conclusion  reached  by  the  monograph,  which  covered  the 
tax  year  1938-39,  was  that  the  tax  burden  is  heaviest  on  incomes  below  $1,000, 
less  heavy  through  all  the  middle  brackets  from  $1,000  to  $5,000,  and  in- 
creasingly progressive  through  the  higher  brackets.  It  also  stated  that 
44.4%  of  all  taxes  were  paid  by  persons  with  incomes  under  $2,000.  The 
monograph,  however,  was  based  on  the  National  Resources  Committee's 
reports  on  Consumer  Incomes  and  Consumer  Expenditures,  which  in  turn 
were  based  on  small  samples,  refined  and  extrapolated.  The  monograph, 
further,  assumed  the  forward  shifting  to  the  consumer  of  all  taxes  on  busi- 
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ness  (except  those  based  on  net  income) — a  viewpoint  not  shared  by  all 
economists. 

"In  reaching  its  conclusions  the  monograph  makes  certain  other  assump- 
tions which  likewise  may  be  critically  viewed  by  tax  authorities.  These 
assumptions  are  concerned  with  the  incidence  and  shifting  of  various  taxes 
on  various  income  groups,  and  their  broad  application  in  the  monograph 
raises  the  question  whether  these  taxes  are  actually  paid  by  the  income 
groups  to  which  they  are  accredited. 

"A  realistic  attempt  has  been  made  here  to  reappraise  the  problem  of 
tax  incidence  in  the  light  of  what  would  appear  to  be  sounder  assumptions. 
Consideration  has  been  given  to  shifts  in  population  and  income  since 
1935-36,  the  year  covered  by  the  National  Resources  Committee  reports. 
Extended  treatment  has  been  given  to  such  factors  as  Social  Security  and 
relief  payments. 

"The  estimates  presented  herewith  endeavor  to  accredit  tax  burdens  to 
the  proper  income  groups.  These  estimates  vary  widely  and  lead  to  con- 
clusions different  from  those  drawn  in  the  monograph.  For  example,  it 
is  believed  that  the  monograph  overestimates  the  burden  of  taxation  on 
the  classes  below  the  $5,000  income  group,  especially  on  the  classes  below 
$2,000,  and  that  it  underestimates  the  burden  of  taxation  on  the  higher 
income  groups,  especially  those  within  the  range  of  $5,000  to  $10,000.  It 
should  be  pointed  out,  however,  that  both  the  monograph  estimates  and 
the  new  estimates  presented  here  are  based  on  assumptions  from  earlier 
data  which  are  incomplete  and  not  up-to-date.  Thus  both  might  prove  to 
vary  widely  from  the  actual  facts,  were  they  known.  New  studies  and  a 
reappraisal  of  available  data  are  necessary  before  either  the  assumptions  and 
conclusions  contained  in  the  monograph  or  other  studies  can  be  accepted  as 
sufficiently  authoritative  in  the  formulation  of  definitive  tax  policies. 

"The  thesis  of  Monograph  No.  3  was  that  effective  tax  rates  were  higher 
on  incomes  under  $1,000  than  on  incomes  between  $1,000  and  $10,000,  and 
it  showed  in  some  of  its  tables  that  taxes  were  relatively  higher  on  incomes 
under  $500  than  on  incomes  between  $500  and  $15,000.  It  stated  that  'the 
total  American  tax  pattern  is  regressive  at  its  lower  end,  nearly  propor- 
tionate through  all  the  middle  brackets  from  there  on.'  It  also  stated  that 
44.4%  of  all  taxes  were  paid  by  persons  with  incomes  under  $2,000.  Con- 
sequently a  number  of  commentators  have  concluded  that  taxes  on  the 
classes  from  $2,000  to  $10,000  should  be  increased.  Some  steps  were  taken 
in  that  direction  in  1940,  and  further  steps  are  now  proposed. 

BASIC  ASSUMPTIONS 

"The  monograph  stated  that  it  was  based  on  certain  assumptions;  it  should 
be  regarded  as  a  'scouting  expedition  into  unmapped  territory,'  presenting 
'merely  reasonable  estimates,'  or  'constructional  statistics.'     It  is  in  fact  a 
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complicated  construction  of  statistics  based  on  the  National  Resources  Com- 
mittee's reports  on  Consumer  Incomes  and  Consumer  Expenditures,  which 
in  turn  were  based  on  small  samples,  refined  and  extrapolated  to  a  dan- 
gerous degree. 

Shifting  of  Business  Taxes 

"The  first  assumption  was  that  all  taxes,  except  individual  income  taxes, 
corporate  income  and  profits  taxes,  poll  taxes,  estate  and  gift  taxes,  and  part 
of  the  personal  property  taxes,  were  passed  on  to  consumers.  In  other 
words,  it  assumed  a  forward  shifting  of  all  taxes  on  business  (except  those 
based  on  net  income),  including  taxes  on  farm  property,  residential  prop- 
erty, customs  duties,  and  the  employers'  share  of  the  Social  Security  pay- 
ments. As  a  check  on  this  assumption  it  presented  a  table  based  on  the 
assumption  that  business  taxes  were  shifted  to  wages.  This  will  be  dis- 
cussed later.  It  mentioned  the  fact  that  some  business  taxes  may  fall  on 
profits,  but  neglected  entirely  the  possibility  that  some  may  fall  on  salaries. 
It  discussed  the  possibility  that  taxes  on  land  and  buildings  may  be  capi- 
talized, but  made  no  allowance  in  the  tables  for  the  possible  incidence  of 
such  taxes  on  owners  of  real  estate,  except  owner-tenants. 

Consumer  Income  Estimates 

"The  second  assumption  is  that  the  National  Resources  Committee's  re- 
ports on  Consumer  Expenditures  and  Consumer  Incomes  in  the  United 
States  gave  a  correct  picture  of  the  ratio  of  consumption  to  incomes  of  the 
various  classes  of  consumer  units  in  1935-36,  and  of  the  relative  size  of  the 
various  classes.  These  figures  were  adjusted  to  allow  for  the  increased  popu- 
lation and  national  income  in  1938-39,  both  total  and  per  capita  income. 
Overlooked  was  the  fact  that  an  increase  in  per  capita  income  necessarily 
moves  some  individuals  and  families  from  their  former  class  to  a  higher  one. 
A  uniform  increase  in  income,  such  as  assumed,  must  reduce  the  number 
of  persons  in  the  lowest  class  and  raise  the  number  in  the  highest.  There 
are  no  watertight  compartments  between  classes,  and  within  each  class  the 
individual  units  are  spread  out  fairly  evenly.  The  1935-36  pattern  of  dis- 
tribution could  have  been  repeated  in  1938-39  only  if  the  population  and  the 
national  income  had  changed  at  an  equal  rate.  Any  change  in  the  per  capita 
income  necessarily  shifts  individuals  from  one  class  to  another,  unless,  which 
is  very  unlikely,  the  change  is  limited  to  either  the  top  or  the  bottom  class. 
If  the  distribution  of  incomes  were  correctly  stated  by  the  National  Resources 
Committee  for  1935-36,  and  if  the  average  income  in  each  class  increased 
12.7%  as  the  monograph  assumed,  the  number  of  persons  with  incomes 
below  $1,500  must  have  decreased,  and  the  aggregate  income  of  persons 
with  incomes  below  $2,000  must  have  decreased  also.  The  relative  size  of 
the  income  classes  in  1938-39  must  have  differed  considerably  from  the  pat- 
tern in  1935-36. 
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"Likewise  the  average  income  within  each  class  in  1938-39  could  not  have 
been  uniformly  12.7%  above  the  average  of  the  corresponding  class  in  1935- 
36,  as  was  assumed.  In  the  classes  between  $1,500  and  $10,000  the  aver- 
age probably  remained  unchanged.  In  the  lowest  and  highest  classes  it  must 
have  risen  somewhat.  But  the  average  incomes  in  each  of  the  income  classes, 
as  shown  in  the  table  of  Basic  Data,^  were  above  the  midpoint  of  the  class, 
although  every  previous  investigation  into  the  distribution  of  income  has 
shown  the  average  to  be  below  the  midpoint  in  all  classes  except  the  lowest. 
In  fact  the  average  income  for  the  $15,000-$20,000  class  under  the  third  and 
most  frequently  used  definition  of  income,  although  not  explicitly  shown, 
works  out  to  $23,203,  and  the  average  income  for  the  same  class  under  the 
second  definition  was  stated  to  be  $20,333. 

MODIFIED  INCOME  DATA 

"This  fundamental  statistical  principle  modifies  the  conclusions  to  be 
drawn  from  all  of  the  tables  in  the  monograph  that  purport  to  show  the 
number  or  proportion  of  consumer  units  in  each  class,  or  the  amount  or 
proportion  of  income  received  or  taxes  paid  by  each  class,  or  the  average 
income  or  expenditure  in  each  class."  The  extent  of  the  modification  is  in- 
dicated in  Table  1-A,^  which,  however,  does  not  purport  to  present  an  accu- 
rate picture  of  the  actual  situation,  since  it,  too,  is  based  on  the  National 
Resources  Committee's  report  on  Consumer  Incomes. 

"The  exact  distribution  of  consumer  units  and  consumer  incomes  in 
1938-39  cannot  be  ascertained.  Assuming  that  the  National  Resources  Com- 
mittee's figures  for  1935-36  are  correct,  there  are  various  permissible  methods 
of  adjusting  them.  Using  the  method  that  seems  to  involve  the  least  amount 
of  change  consistent  with  known  facts,  the  distribution  shown  in  Table  1  ^ 
and  1-A  ^  is  obtained.  These  correspond  to  Tables  C  and  ix  in  the  mono- 
graph. There  is  strong  reason  to  believe  that  this  distribution  exaggerates 
the  number  of  units  in  the  classes  below  $1,000  and  the  amount  of  income 
in  the  classes  above  $10,000,  partly  because  the  original  estimates  were  too 
large  and  partly  because  incomes  in  the  upper  classes  probably  did  not  in- 
crease as  rapidly  as  in  the  lower  between  1935-36  and  1938-39. 

"Although  the  distribution  of  income  and  taxes  shown  in  Monograph 
No.  3  must  be  modified,  the  ratio  of  taxes  to  incomes  in  each  class  might  still 
be  correct,  if  based  on  proper  assumptions  as  to  the  nature  and  incidence 
of  taxes. 

^  Table  C,  p.  42,  Temporary  National  Economic  Committee,  Monograph  No.  3,  Who  Pays 
the  Taxes? 

2  Table  C,  p.  42,  of  Temporary  National  Economic  Committee,  Monograph  No.  3,  Who  Pays 
the  Taxes?  Ibid.,  Tables  I,  col.  1;  III,  col.  1;  IX;  XII,  cols.  I,  2;  XIII,  cols.  2,  4;  A:  C:  D: 
F:  G:  H:  J. 

2  Table  on  page  44  of  this  review. 

*  Table  on  page  44  of  this  review. 
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SOCIAL  SECURITY 

"Attention  is  drawn  first  to  the  Social  Security  payments  that  are  de- 
ducted from  wages  and  salaries.  The  monograph  treats  them  as  taxes, 
although  the  general  assumption  is  that  they  are  compulsory  premiums  for 
old-age  insurance.  These  taxes  are  not  allowable  as  deductions  from  net 
income  for  purposes  of  income-tax  returns  as  other  taxes  are.  They  are 
a  payment  for  a  special  benefit,  and  the  amount  of  the  benefit  depends 
largely  on  the  amount  of  the  payment.  (Of  course,  the  employer's  contri- 
bution is  a  tax,  and  the  only  question  is  whether  it  is  passed  on  to  the  con- 
sumer, absorbed  by  the  employer,  or  passed  back  to  the  employee.) 

Payments  as  Taxes 

"However,  if  one  prefers  to  regard  the  old-age  benefit  payments  as  taxes, 
they  should  be  attributed  to  the  proper  income  classes.  The  monograph 
attributes  them  on  the  basis  of  the  wages  from  which  they  were  deducted, 
assuming  that  such  wages  constitute  the  whole  of  the  income  of  the  con- 
sumer unit  to  which  the  wage  earner  belonged.  Attention  should  be  called, 
however,  to  the  warning  given  to  the  Social  Security  Bulletin  of  April  1939, 
from  which  the  figures  were  derived,  to  the  effect  that  a  large  number  of 
persons  recorded  as  receiving  small  wages  or  salaries  had  income  from  other 
sources.  Some  of  them  worked  part  of  the  year  in  occupations  not  covered 
by  Social  Security.  Others  belonged  to  families  with  several  wage  earners. 
Some  had  income  from  property.  And  of  course  there  were  many  persons 
with  salaries  well  over  $3,000  who  were  subject  to  deduction  on  their  first 
$3,000  only.  The  impossibility  of  the  distribution  of  Social  Security  pay- 
ments used  in  the  monograph  is  strikingly  illustrated  by  the  fact  that  it 
allowed  $26,200,000  for  payments  by  the  class  with  incomes  under  $500, 
although  the  maximum  rate  was  1%  and  the  total  income  of  that  class  was 
only  $2,363,000,000. 

Distribution  of  Benefit  Payments 

"These  payments  can  more  properly  be  allocated  to  income  classes  in  ac- 
cordance with  the  distribution  of  famiUes  of  wage  earners  and  salaried  per- 
sons as  reported  by  the  National  Resources  Committee  for  1935-36,  and  this 
has  been  done  in  Table  2.^  Since  the  top  class  shown  by  the  National  Re- 
sources Committee  was  $5,000  and  over,  the  number  of  families  reported 
with  incomes  over  $5,000  was  distributed  according  to  the  income-tax  data 
showing  the  number  of  returns  with  salaries,  wages,  commissions,  and  fees." 
No  family  was  allowed  a  total  of  wages  or  salaries  greater  than  $3,000.  In 
order  to  ensure  that  the  smaller  incomes  were  fully  represented,  all  single 

^  Table  on  page  45  of  this  review. 

^Consumer  Incomes,  Tables  9,  10,  lOB;  Statistics  of  Income,  1937,  Table  7. 
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individuals  and  all  families  on  relief  were  regarded  as  receivers  of  incomes 
subject  to  Social  Security  deductions.  Consequently,  the  calculation  over- 
states the  amount  of  payments  in  the  lower-income  classes,  and  understates 
the  amount  paid  by  consumer  units  with  incomes  over  $3,000.  Table  2  ^ 
shows  the  distribution  of  Social  Security  payments  on  the  preceding  assump- 
tion, and  for  comparison  the  distribution  used  in  the  monograph.  In  sub- 
sequent discussion  herein  these  payments  will  not  be  regarded  as  taxes.  If 
they  were  so  regarded  it  would  make  very  little  difference,  since  they  did 
not  exceed  0.7%  of  the  income  of  any  class. 

INCIDENCE  OF  BUSINESS  TAXES 

"With  regard  to  the  genuine  taxes,  the  assumption  that  all  business  taxes 
are  passed  on  to  consumers  would  appear  to  represent  an  extreme  point  of 
view.  There  is  room  here  for  considerable  difference  of  opinion.  It  is  be- 
lieved that  most  students  of  tax-shifting  would  agree  that  taxes  on  payrolls 
(such  as  the  employers'  share  of  old-age  insurance  and  unemployment  com- 
pensation) are  more  likely  to  fall  on  the  employer  or  the  employee;  and 
taxes  on  real  property  used  in  business  more  likely  to  fall  on  profits  or  on 
the  property-owner  or  to  be  capitalized,  especially  taxes  on  farm  land  (which 
are  treated  as  business  taxes  in  the  monograph).  Other  business  taxes,  such 
as  those  imposed  on  gross  sales  or  on  inventories,  might  be  passed  on  to  con- 
sumers, absorbed  by  business,  passed  back  to  employees,  or  passed  back  to 
suppliers,  especially  farmers  and  miners.  Even  special  consumption  taxes 
may  be  absorbed  by  business  or  passed  back  to  suppliers.  In  this  discussion 
it  is  assumed,  however,  that  these  business  taxes  are  passed  on  to  consumers 
(except  in  Table  5).'^ 

"Here  again  it  is  necessary,  if  it  is  assumed  that  business  taxes  are  passed 
on  to  consumption,  that  the  relative  expenditures  of  various  income  classes 
on  consumption  be  correctly  calculated.  The  Consumer  Purchases  Study, 
which  was  the  source  from  which  the  monograph  derived  its  material,  con- 
tained internal  evidence  that  it  overstated  the  expenditures  of  consumers  in 
the  lower-income  brackets  and  understated  those  in  the  upper.  But  if  it  is 
accepted  as  a  correct  picture  of  the  situation  in  1935-36  drastic  revisions  must 
be  made  for  1938-39,  because  in  1935-36  the  amount  of  consumer  credit  is 
known  to  have  expanded  abnormally,  especially  in  the  form  of  installment 
purchases,  whereas  in  1938-39  the  available  evidence  indicates  that  consumer 
credit  expanded  very  little  if  at  all.  Some  allowance  was  made  in  the  mono- 
graph for  increased  savings  (or  rather,  decreased  dissavings)  in  the  lower 
brackets;  but  units  with  incomes  below  |1,000  were  still  assumed  to  be  spend- 
ing on  consumption  taxes  or  gifts  more  than  their  incomes,  and  the  average 
consumption  in  each  income  class  except  the  lowest  was  stated  to  be  higher 

^  Tables  on  page  46  of  this  review. 
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than  in  1935-36.  In  view  of  the  decreased  use  of  consumer  credit  and  the 
sUght  decHne  in  employment  in  the  later  period  it  appears  unlikely  that  con- 
sumers in  the  $500-$3,000  classes  spent  more  on  consumption,  or  as  large  an 
amount  in  relation  to  their  incomes.  Also  the  increase  in  personal  taxes 
probably  resulted  in  reduced  unit  expenditure  on  consumption,  at  least  in 
the  lower  brackets.  On  account  of  the  importance  of  installment  purchases 
in  1935-36  in  the  reported  consumption  expenditures  of  persons  with  incomes 
between  $1,000  and  $2,000,  it  is  especially  likely  that  unit  expenditures  in 
those  classes  were  less  in  the  later  period  when  the  increase  in  installment 
paper  outstanding  was  much  smaller.  For  lack  of  adequate  information, 
perhaps  the  best  basis  for  calculation  is  to  assume  that  in  each  income-class 
unit  expenditures  were  the  same  as  reported  for  1935-36,  and  that  the  in- 
creased unit  incomes,  if  any,  were  used  for  taxes  or  savings.  The  distribu- 
tion of  taxes  falling  on  consumption  must  then  be  adjusted  according  to  the 
changing  numbers  of  units  in  the  respective  income  classes.  This  method, 
however,  almost  certainly  overstates  the  burden  of  taxes  on  units  with  in-' 
comes  between  $1,500  and  $2,000. 

"Table  3  '  represents  the  relative  burden  of  taxes  on  the  assumption  that 
business  taxes,  except  real  property  taxes  on  business  and  farm  property  and 
the  employers'  share  of  the  Social  Security  taxes,  fall  on  consumption.  Real 
property  taxes  on  farms  are  distributed  according  to  the  income  of  farm 
families  ^  and  the  other  taxes  just  mentioned  as  exceptions  are  disti^ibuted 
to  famiUes  of  employees  (wage  earners,  clerical,  salaried  business,  and  sala- 
ried professional).  But,  in  order  to  avoid  neglecting  unmarried  employees, 
all  single  persons  are  included  in  this  computation  on  the  assumption  that 
they  are  all  employees.^  This  calculation  probably  overestimates  the  burden 
on  the  lower-income  classes,  since  single  individuals  appear  more  frequently 
in  the  lower-income  classes  and  are  not  all  employees. 

Business  Taxes  and  Wages 

"The  monograph  also  contains  a  table  (Table  VII,  p.  26)  which  shows 
what  the  relation  of  taxes  to  income  would  be  if  business  taxes  were  shifted 
to  wages.  Real-property  taxes  on  farms  are  omitted  and  other  business  taxes 
are  distributed  on  the  same  basis  as  was  used  for  distributing  Social  Security 
payments.  The  validity  of  this  basis  was  challenged  earlier  in  this  discus- 
sion. This  table  appears  consequently  to  overstate  considerably  the  burden 
of  taxing  on  the  income  class  below  $500,  if  it  is  assumed  that  taxes  fall  on 
employees,  and  the  burden  on  incomes  between  $5,000  and  $10,000  would 
appear  to  be  understated.  There  is  no  reason  to  suppose  that  taxes  falling 
on  employees  fall  only  on  wage  earners,  or  only  on  persons  making  Social 
Security  payments.  If  a  business  concern  is  compelled  by  taxation  to  cut 
wages  or  to  refuse  wage  increases,  the  same  pressure  is  on  it  to  reduce  sala- 

8  National  Resources  Committee,  Consumer  Incomes,  Table  lOB. 
^Ibid.,  Tables  lOB  and  15. 
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ries  or  refuse  salary  increases,  and  that  pressure  affects  large  salaries  as  well 
as  small  ones.  Table  4  ^°  shows  what  the  distribution  of  the  tax  burden 
would  be  if  real-property  taxes  on  farms  were  distributed  according  to  farm 
incomes,  and  other  business  taxes  distributed  according  to  incomes  of  em- 
ployees (assuming  that  all  single  individuals  are  employees).  It  shows  also, 
for  comparison  with  the  monograph's  figures,  the  distribution  of  the  burden 
if  taxes  on  farm  property  are  assumed  to  be  painlessly  capitalized. 

Business  Taxes  and  Profits 

"There  is  still  another  possibility.  Business  taxes  may  fall  on  profits.  In 
that  case  the  burden  is  on  investors  and  independent  businessmen.  It  is 
difficult  to  calculate  the  relative  importance  of  the  incomes  of  incorporated 
and  unincorporated  businesses,  or  to  distribute  their  incomes  by  income 
classes.  However,  the  possibility  of  taxes  falling  on  profits  is  so  great  that 
a  rough  tabulation  has  been  constructed  on  this  assumption.  In  this  tabu- 
lation (Table  5)  ^^  the  distribution  of  stock  ownership  among  the  income 
classes  below  $5,000  is  assumed  to  be  as  stated  in  the  monograph,  and  other 
business  and  professional  income  is  distributed  as  stated  by  the  National 
Resources  Committee,  supplemented  for  incomes  over  $5,000  by  the  Statistics 
of  Income  for  1937.  The  real-property  tax  on  farms  is  distributed  to  farm 
families;  the  real-property  tax  on  urban  residences  is  distributed  in  propor- 
tion to  total  income,  since  that  is  the  nearest  available  measure  of  residen- 
tial ownership  as  distinguished  from  owner-occupancy,  and  it  is  assumed 
in  this  table  that  taxes  on  residences  fall  on  the  owner,  not  the  tenant. 
Table  5  ^'  probably  represents  the  most  extreme  view  as  to  the  progressive 
nature  of  our  tax  system  in  1938-39;  it  shows  the  lowest  possible  rates  on 
the  small  incomes  and  the  highest  possible  on  the  large — based,  of  course, 
on  the  National  Resources  Committee  estimates  for  income  and  consump- 
tion in  1935-36. 

TAXES  ON  LOW  INCOME  GROUPS 

"All  of  the  calculations  so  far  presented  refer  to  the  tax  system  as  it  was 
in  1938-39.  It  is  believed  that  these  calculations  (except  in  Table  5)  ^^  tend 
to  overestimate  the  burden  on  classes  below  $2,000.  None  of  them  makes 
any  distinction  between  consumer  units  consisting  of  single  individuals,  mar- 
ried couples,  or  families  with  children.  There  can  be  little  doubt  that  fami- 
lies with  children  paid  more  taxes  on  necessary  consumption  than  the  other 
types  of  units,  and  it  is  very  doubtful  whether  the  credit  for  dependents 
allowed  against  the  normal  income  tax  was  large  enough  to  offset  the  higher 
consumption  taxes.  Married  couples  without  children  were  almost  certainly 
less  heavily  taxed  than  the  other  two  types,  since  they  had  a  higher  income- 

10  Table  on  page  45  of  this  review.  ^2  /^"J.^  p_  46_ 

11  Ibid.,  p.  46.  13  ihid.,  p.  46. 


40     FACT  AND  FANCY  IN  THE  T.N.E.C.  MONOGRAPHS 

tax  exemption  than  single  persons  and  smaller  necessary  expenditures  than 
couples  with  children. 

"Although  the  revised  figures  still  show  a  high  rate  of  taxation  on  units 
with  income  under  $500,  that  is  only  a  'statistic'  derived  by  purely  mathe- 
matical methods  from  the  National  Resources  Committee's  data.  If  that 
class  is  analyzed,  the  improbability  of  their  paying  such  heavy  taxes  becomes 
apparent.  They  are  of  course  exempt  from  income  taxes,  and  in  practice 
nearly  exempt  from  poll  taxes  and  personal  property  taxes,  and  they  own 
little  real  property.  The  only  important  question  is  what  proportion  of  their 
consumption  is  taxed. 

Relief  Factor 

"Of  the  6,211,000  consumer  units  reported  by  the  National  Resources  Com- 
mittee as  having  incomes  under  $500  in  1936-37,  between  1,804,000  and 
2,454,000,  or  between  29%  and  39%,  were  on  relief.  Is  it  proper  to  assume 
that  persons  on  relief  bear  the  burden  of  taxes  on  the  goods  that  are  sup- 
pHed  to  them  at  the  public  expense,  or  even  on  the  goods  that  they  buy 
with  money  given  to  them  and  not  earned?  Another  1,091,000  (17%)  were 
farming  families,  who  obtained  a  large  part  of  their  food  and  fuel  free  from 
tax.  Farmers,  incidentally,  were  not  required  to  make  Social  Security  pay- 
ments. Of  these  farm  families,  325,000  were  sharecroppers.  Another  546,000 
(8%)  were  rural  nonfarming  families,  who  also  in  many  cases  raised  some 
of  their  own  food.  Moreover,  taxes  on  residences  are  usually  very  light  in 
rural  districts.  In  the  light  of  these  considerations,  the  estimate  of  taxes  on 
consumption  paid  by  units  with  incomes  under  $500  might  easily  be  con- 
siderably less  than  shown  in  these  tables. 

"The  monograph  also  contains  a  section  (Appendix  I)  intended  to  show 
the  efFect  of  the  Defense  Tax  Bill  of  June,  1940.  It  would  appear  that  this 
section  underestimated  the  effect  of  the  increased  surtax  rates  and  10%  super- 
tax on  the  tax  payments  of  persons  with  $5,000  or  more  income.  Estimates 
of  this  nature  are  even  less  reliable  than  those  for  past  years  because  there  is 
no  information  concerning  the  actual  yields  of  the  taxes.  In  any  case,  the 
monograph  could  make  no  allowance  for  the  increased  taxes  on  corporations 
enacted  in  September. 


REVISED  DISTRIBUTION  OF  TAX  BURDEN 

"Table  6  ^*  presents  the  ratio  of  taxes  to  incomes  by  income  classes,  apply- 
ing the  tax  rates  of  1940  to  the  income  distribution  of  1938-39.  The  first 
column  shows  the  range  of  the  three  monograph  estimates,  adjusted  for  its 
estimate  of  the  Defense  Tax  Bill;  the  second  shows  the  range  of  the  four 
estimates  presented  here,  adjusted  for  the  two  tax  acts  of  1940.  The  mono- 
graph estimates  show  the  lowest  rates  in  the  income  class  $1,000-|1,500  or 

^*  Table  on  page  46. 
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$5,000-$10,000;  the  estimates  presented  in  this  discussion  all  show  the  lowest 
rates  in  the  income  class  |500-$1,000.  The  monograph  estimates  show  a  sys- 
tematic progression  of  rates  beginning  at  $3,000  or  $10,000;  the  estimates 
presented  in  this  discussion  show  a  systematic  progression  beginning  at 
$2,000  or  $3,000.  The  monograph  estimates  of  rates  are  uniformly  higher 
than  those  presented  here  for  incomes  below  $1,000  and  uniformly  lower  for 
incomes  over  $20,000.  But  the  estimate  on  which  the  monograph  relied  the 
most  showed  rates  higher  than  any  of  the  present  estimates  for  all  classes 
below  $5,000,  and  lower  than  any  of  the  present  estimates  for  the  $5,000- 
$10,000  class. 

Newcomer  Studies 

"The  excellent  studies  by  Professor  Newcomer  ^^  in  which  the  tax  distri- 
bution of  1936  in  Illinois  and  New  York  was  analyzed  according  to  five  theo- 
ries of  incidence  should  also  be  cited  here.  Professor  Newcomer  presented  es- 
timates of  the  tax  burden  on  typical  famiHes.  If  these  estimates  are  plotted 
according  to  the  family  income  and  connected  by  straight  lines  to  make  a 
continuous  series,  all  of  her  estimates  show  lower  taxes  than  the  monograph 
figures  that  were  prepared  for  comparison  with  them,^^  on  all  incomes  under 
$970;  and  higher  taxes,  on  all  incomes  above  $3,700.  In  general,  Professor 
Newcomer's  results  agree  fairly  well  with  those  obtained  in  the  present  dis- 
cussion, except  that  her  data  show  higher  rates  on  merchants  with  incomes 
between  $5,000  and  $10,000. 

Conclusion 

"In  conclusion,  assuming  the  correctness  of  the  National  Resources  Com- 
mittee's estimates  concerning  the  distribution  of  income  and  consumers' 
expenditures  in  1935-36,  the  estimates  of  the  monograph  concerning  the  ratio 
of  taxes  to  income  in  1938-39  require  considerable  modification.  If  the  Na- 
tional Resources  Committee  estimates  are  inaccurate,  as  some  critics  have 
suggested,  these  estimates  would  require  even  more  modification.  The 
ratios  for  the  classes  below  $5,000  appear  to  be  overestimated,  especially  on 
classes  below  $2,000.  The  ratio  for  the  class  between  $5,000  and  $10,000  is 
underestimated.  The  monograph  estimates  for  the  ratio  of  taxes  in  1940  are 
apparently  too  high  for  classes  below  $1,500  and  too  low  for  classes  above 
$5,000,  especially  the  $5,000-$  10,000  class  and  the  class  above  $20,000." 


Specific  evidence  as  to  the  inaccuracies  of  the  National  Resources  Com- 
mittee study  on  "Consumer  Expenditures  in  the  United  States"  is  set  forth 
by  Dr.  Rufus  S.  Tucker  in  the  Review  of  Economic  Statistics  for  February, 
1942. 

"^^  Studies  in  Current  Tax  Problems  (Twentieth  Century  Fund,   1937)  and  Facing  the  Tax 
Problem   (Twentieth  Century  Fund,  1937). 
^*  Table  XII  of  the  monograph. 
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That  the  data  in  this  monograph  have  large  errors  and  that  much  mis- 
chief may  result  from  using  the  inaccurate  figures  is  brought  out  in  the 
monthly  bulletin  of  the  National  City  Bank  of  New  York  for  April,  1942, 
from  which  we  quote: 


The  T.N.E.C.  Keport  on  Who  Pays  the  Taxes? 

"In  the  discussion  over  the  tax  program,  objection  was  offered  to  addi- 
tional taxes  on  the  low-income  groups  on  the  ground  that  these  groups  are 
already  bearing  more  than  their  proportionate  share  of  total  taxes,  including 
'hidden  taxes.'  Reference  was  made  to  a  Treasury  study  indicating  that  a 
single  person  earning  $750  a  year  (the  present  lower  limit  on  taxable  in- 
come) paid  17.3  per  cent  of  his  income  in  open  and  hidden  federal,  state, 
and  local  taxes  of  all  kinds,  and  a  married  man  with  no  dependents  earning 
$1,500  paid  16.7  per  cent. 

"While  further  details  as  to  this  study  were  not  given,  it  has  been  assumed 
to  be  predicated  on  Monograph  3  of  the  Temporary  National  Economic 
Committee  report,  Who  Pays  the  Taxes?  The  purport  of  this  document, 
which  covered  the  fiscal  year  1938-39,  was  that  the  burden  of  taxes  was  espe- 
cially heavy  in  the  income  groups  below  $1,000,  became  lighter  in  the  groups 
of  $1,000  to  $10,000,  and  only  became  sharply  progressive  in  the  income 
groups  above  $10,000. 

"The  conclusions  of  Monograph  3  have  been  widely  quoted,  and  this  is 
not  the  first  suggestion  that  they  have  been  influential  in  determining  fiscal 
policy.  The  validity  of  these  conclusions  is  obviously  a  matter  of  impor- 
tance. Actually,  analysis  of  the  report  reveals  reasons  for  questioning  these 
conclusions. 

"In  the  first  place,  the  report  is  based  on  previous  studies  of  income  dis- 
tribution by  the  National  Resources  Planning  Board,  which  in  turn  were 
based  on  small  samplings  and  have  been  criticized  by  some  economists  both 
on  grounds  of  inadequacy  of  data  and  for  other  reasons. 

"Second,  the  methods  used  have  involved  a  number  of  controversial  as- 
sumptions. For  example,  the  treatment  of  Social  Security  payments  as  taxes 
has  been  criticized  on  the  ground  that  such  payments  are  in  reality  a  form 
of  savings,  like  premiums  for  the  purchase  of  life  insurance  annuities.  Criti- 
cism has  also  been  made  of  the  assumption  in  the  report  that  all  business 
taxes  (other  than  taxes  on  net  income)  are  passed  on  to  the  consumer.  Cer- 
tainly this  has  not  been  true  of  all  real-estate  taxes  in  recent  years,  when 
much  of  the  burden  has  had  to  be  absorbed  by  the  landlord;  nor  has  it 
been  wholly  true  of  the  railroads  and  pubhc  utilities. 

"Third,  there  appear  to  have  been  certain  serious  statistical  errors.  As  one 
example,  in  adjusting  the  National  Resources  Planning  Board  figures  on 
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income  distribution  for  1935-36  to  1938-39,  allowance  was  made  for  the  in- 
crease in  total  national  income  during  the  period,  but  apparently  no  allow- 
ance was  made  for  the  fact  that  in  any  general  rise  in  the  total  national 
income  there  would  naturally  be  an  upward  movement  of  many  family 
units  from  one  income  level  to  another.  This  tends  to  overstate  incomes 
in  the  higher  groups  and  understate  those  in  the  lower  groups,  hence  dis- 
torting the  relation  of  taxes  to  income. 

"Fourth,  and  most  significant,  is  the  appearance  of  a  serious  discrepancy 
between  the  income  distribution  pattern  of  the  T.N.E.C.  report  for  the 
fiscal  year  1938-39  and  that  shown  by  the  Treasury  statistics  of  income  now 
available  for  those  years.  This  is  shown  by  the  following  table,  giving  the 
T.N.E.C.  figures  and  averages  of  the  Treasury  figures  on  incomes  above 
$5,000,  for  the  two  calendar  years  1938  and  1939: 

Individual  Income  in   1938-39,  by  Income  Classes  over  $5,000 
(In  millions  of  dollars) 

T.N.E.C.  Treasury  Dept.  statistics  of  income 

Income                           Total  Total  plus 

classes                         consumer  Net  Total  tax-exempt 

{$000s)                           income  income  income  income 

5  to  10  $4,861  $3,013  $3,522  $3,546 

10  to  15   2,238  1,148  1,366  1,387 

15  to  20  1,601  653  788  803 

20  and  over  6,333  2,572  3,124  3,241 

"A  comparison  of  the  figures  is  given  only  for  the  groups  above  $5,000 
because  of  the  fact  that  the  Treasury  statistics  compiled  from  individual 
income  tax  returns  include  only  a  limited  number  of  taxpayers  in  the  lower- 
income  groups,  and  because  of  the  more  thorough  auditing  of  the  higher 
returns. 

"In  comparing  figures  from  the  two  sources,  allowance  must  be  made  also 
for  differences  in  concept  and  definition  of  'income.'  The  Treasury  figures 
of  'net  income'  are  after  allowable  deductions  such  as  interest,  taxes,  con- 
tributions, and  business  losses.  Even  if  all  these  allowable  deductions,  how- 
ever, were  added  to  the  'net  income'  as  reported,  and  if  wholly  tax-exempt 
income  were  also  included,  the  gross  income  of  the  $5,000-and-above  groups, 
as  shown  in  the  last  column  of  the  table,  would  still  be  far  short  of  the  in- 
come imputed  to  those  groups  in  the  T.N.E.C.  study.  These  discrepan- 
cies would  seem  to  support  other  evidence  that  the  income  in  the  higher 
brackets  has  been  overstated  and  that  income  in  the  lower  brackets  has  been 
understated.  This,  of  course,  would  directly  distort  the  percentages  de- 
rived, taxes  of  incomes,  in  the  different  classes. 

"Monograph  3  states  'it  is  frankly  admitted  that  this  is  an  experimental 
approach  that  requires  further  refinement'  (a  qualification  seldom  men- 
tioned by  those  quoting  the  figures),  and  goes  on  to  say  that  'it  is  hoped 
that  the  1940  Census  of  Population,  in  conjunction  with  a  more  detailed 
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analysis  of  1939  income  tax  returns,  will  permit  more  accurate  statistics  on 
the  distribution  of  incomes  than  the  one  used  in  the  present  report.' 

"The  discrepancies  indicated  by  the  Treasury  income  statistics  for  1938-39 
that  have  since  been  issued  point  to  the  need  for  a  resurvey  of  the  whole 
subject  of  income  distribution  and  tax  burden  in  the  light  of  the  new  figures 
now  available." 

Table  1. — Basic  Data  on  Consumer  Incomes,  193S-39 


Income  classes 

Number  of 
consumer  units 
(in  thousands) 

Per  cent 
of  total 
number 

Consumer 

income 

(millions  of 

dollars) 

Income  per 

consumer 

unit 

Income 

including 

death  taxes 

(millions  of 

dollars) 

Same,  including 

also  corporate 

income  and 

profit  taxes 

(millions  of 

dollars) 

Per  cent 
of  total 
income 

I     Under  $500 

II     $     500-$  1,000... 

III  1,000-    1,500... 

IV  1,500-    2,000... 
V        2,000-    3,000... 

VI        3,000-    5,000... 

VII        5,000-10,000... 

VIII       10,000-15,000... 

IX       15,000-20,000... 

X      20,000  and  over.. 

6,046  " 
10,4490 
8,760 
5,552 
5,660 
2,530 
748 
192° 
79" 
133" 

15.1  " 

26.0° 

21.8 

13.8 

14.1 
6.3 
1.9 
.5" 
.2" 
.3" 

1,975 
8,272 

10,932 
9,500 

13,500 
9,244 
5,137 
2,197" 
1,370" 
5,850  " 

327 
792 
1,248 
1,711 
2,385 
3,654 
6,867 
11,443 
17,342 
43,985 

1,975 
8,272 

10,932 
9,500 

13,500 
9,244 
5,142 
2,217" 
1,429" 
6,260" 

68,471 

1,975 
8,276 

10,939 
9,531 

13,563 
9,364 
5.307 
2,427  " 
1,627" 
6,852  " 

2.8 
11.9 
15.7 
13.6 
19.4 
13.4 

7.6 

2.3" 
9.8" 

Total 

40,149 

100.0 

67,977 

1,693  (av.) 

69,861 

100.0 

"  Probably  too  large. 


Table  1-A. — Income  and  Tax  Percentages  for  1938-39 
(Cumulated  from  lowest  brack,ets) 

Ctimtdative  Cumulative 

Cumulative             percent                   Cumulative  percent 

Income                    per  cent               of  income                      per  cent  of  taxes 

classes                 of  income'^        {monograph)"^                 of  taxes  {monograph)'^ 

I  Under  $500    2.9  a                       3.5                         1.7-     3,.^^  3.7 

11$   500-$  1,000    15.0  a.                    18.1                       8.3-  13.4^  16.5 

III  1,000-     1,500   30.9                      36.0                    17.2-26.7  31.5 

IV  1,500-     2,000 44.8                       50.9                     25.8-  38.8  44.4 

V    2,000-     3,000  64.5                      68.6                    37.8-  55.6  59.5 

VI     3,000-     5,000   78.0                       79.7                     48.2-  67.1  69.2 

VII     5,000-  10,000  85.5  b                    86.6                     58.0-  74.8  75.4 

VIII  10,000-  15,000   88.8  b                    89.6                    64.5-  79.2  79.4 

IX  15,000-  20,000 90.9  b                    91.6                     69.8-  82.0  83.0 

X  20,000  and  over    100.0                      100.0                   100.0-100.0  100.0 

1  Income  including  death  taxes,  from  Table   1.     Since  corporate  taxes  are  not  included  the 
per  cents  differ  from  those  given  in  the  last  column  of  Table  1. 

2  From  Temporary  National  Economic  Committee,  Monograph  No.  3,  Table  IX. 
^  Probably  too  large. 

b  Probably  too  small. 
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Table  2. — Distribution  of  Social  Security  Benefit  Payments,  1937 

Based  on  Based  on 

unit  income  ^  taxable  wages  - 

Income  classes                             {millions  of  dollars)  {millions  of  dollars) 

I  Under  |500   13.8  26.2 

II  $     500-$  1,000    57.7  65.2 

III  1,000-     1,500    71.2  77.4 

IV  1,500-    2,000    59.5  63.4 

V      2,000-     3,000    70.9  54.7 

VI       3,000-     5,000    33.8  33.3 

VII       5,000-  10,000    8.6 

VIII     10,000-  15,000    2.0 

IX     15,000-  20,000    8 

X     20,000  and  over   1.3 

Total    319.6  320.0 

1  As  described  in  text. 

-Temporary  National  Economic  Committee,  Monograph  No.  3,  Table  F,  also  pp.  17,  46. 


Table  3. — Total  Taxes  as  Per  Cent  of  Consumer  Income,  1938-39,  if  Property  Taxes  on  Farms 
Fell  on  Farmers,  Payroll  Taxes  on  Employees,  and  Other  Business  Taxes  on  Consumers 


Income  Per  cent 

classes  of  income 

I  Under  $500    18.2 

II  $    500-$l,000  16.8 

III  1,000-  1,500  17.0 

IV  1,500-  2,000  17.6 

V     2,000-  3,000  17.0 

VI     3,000-  5,000  17.1 


Income  Per  cent 

classes  of  income 

VII  $  5,000-$10,000  20.4 

VIII     10,000-  15,000  24.9 

IX     15,000-  20,000  31.0 

X     20,000  and  over 34.9 


Total 


19.7 


Table  4. — Total  Taxes  as  Per  Cent  of  Consumer  Income,  1938-39,  if  Business  Taxes  Were 

Shifted  to  Wages  and  Salaries 

Omitting  real  Including  real 

Income                                          property  tax  property  tax 

classes                                         on  farms  ^  on  farms  ^ 

I  Under  $500  13.6  16.2 

II  $      500-$  1,000    13.1  16.1 

III  1,000-     1,500    14.2  16.6 

IV  1,500-     2,000    13.5  17.6 

V      2,000-    3,000    15.8  17.2 

VI      3,000-    5,000    16.2  17.5 

VII      5,000-  10,000    21.4  22.2 

VllI     10,000-  15,000    24.4  25.3 

IX     15,000-20,000    29.9  30.7 

X     20,000  and  over 33.6  34.4 

Total   18.0  19.7 

1  For  comparison  with  Monograph  No.  3,  Table  VII. 

2  Distributed  according  to  incomes  of  farm  families  in   1935-36    (National  Resources  Com- 
mittee, Consumer  Incomes,  Table  lOB). 
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Table   5. — Total  Taxes  as  Per  Cent  of  Consumer  Income,  1938-39,  if  Business  Taxes  Came 

Out  of  Profits  1 


Income  Per  cent 

classes  of  income 

I  Under  $500 11.6 

II  $    500-$l,000  11.0 

III  1,000-  1,500  11.3 

IV  1,500-  2,000  12.4 

V    2,000-  3,000  12.2 

VI     3,000-  5,000  15.3 


Income  Per  cent 

classes  of  income 

VII  $  5,000-110,000  25.5 

VIII     10,000-  15,000  36.6 

IX     15,000-  20,000  45.1 

X     20,000  and  over 60.7 


Total 


19.7 


1  Real-property  tax  on  farms  assumed  to  fall  on  farmers,  tax  on  residential  property  assumed 
to  fall  on  owners. 


Table   6.— Total  Taxes  as  Per  Cent  of  Consumer  Income,  1938-39,  if  1940  Tax  Rates  had 

Been  in  Force 

Per  cent 

Income                                                  Per  cent  of  income 

classes  of  income  "^  {Monograph) - 

I  Under  $500    12.2-18.8  22.5-25.6 

11$     500-11,000  11.7-17.5  17.7-18.7 

III  1,000-     1,500  12.1-17.8  17.8-18.1 

IV  1,500-     2,000  13.3-18.5  17.9-18.7 

V      2,000-     3,000   13.2-18.2  16.0-18.5 

VI       3,000-     5,000   16.7-18.9  17.4-19.0 

VII       5,000-  10,000   22.2-27.3  13.4-19.3 

VIII     10,000-  15,000  28.3-40.5  20.6-28.3 

IX     15,000-  20,000  35.6-50.8  26.0-35.7 

X     20,000  and  over    42.4-69.5  36.7-43.4 

1  Obtained  by  adding  to  per  cents  given  in  Tables  3,  4,  or  5  (above)  estimates  for  additional 
taxes  enacted  in  1940. 

2  Monograph  No.  3:  obtained  by  adding  to  per  cents  given  in  Tables  I,  VII,  or  XII  those 
given  in  Table  B. 
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REVIEW   OF    T.N. E.G.    MONOGRAPH    NO.    4 

Concentration  and  Composition  of  Individual 
Incomes,  1918-1937 

MONOGRAPH  No.  4  was  prepared  by  Adolph  J.  Goldenthal,  Economic 
Analyst  of  the  National  Income  Division  of  the  Department  of  Com- 
merce, under  the  general  supervision  of  Robert  L.  Nathan,  Chief  of  that 
Division. 
This  monograph  consists  of  three  parts: 

1.  Statistical  facts  regarding  the  concentration  of  income 

2.  An  analysis  of  the  statistical  facts 

3.  An  attempt  to  relate  to  the  effects  of  monopoly  the  statistical  facts  pre- 
sented 

The  statistical  study  has  all  the  earmarks  of  having  been  done  with  meticu- 
lous care  by  thoroughly  competent  statisticians.  The  shortcomings  of  the 
data  are  discussed  in  detail.  The  methods  used  to  adjust  the  data  seem 
logical  and  are  explained  clearly. 

The  monograph  is  devoted  mainly  to  ascertaining  for  the  respective  years 
1918  to  1937  the  degrees  to  which  the  individual  income  of  the  people  of  the 
United  States  was  concentrated  in  the  hands  of  the  upper  2  per  cent  of  the 
income  recipients  and  the  various  subdivisions  of  this  fraction.  The  data 
seem  to  be  adequate  and  sufficiently  comparable  to  enable  the  facts  in  this 
connection  to  be  ascertained  with  a  reasonable  approximation  to  accuracy. 
The  only  really  serious  shortcoming  in  the  data  arises  from  the  fact  that, 
for  certain  years,  reports  to  the  Federal  Income  Tax  authorities  on  the  sizes 
of  net  capital  gains  and  losses  are  inaccurate,  because  the  persons  making 
the  reports  were  not  allowed  to  deduct  all  losses.  It  is,  however,  practically 
certain  that  errors  arising  from  this  source  are  too  small  to  vitiate  materially 
any  of  the  major  conclusions  of  the  study. 

These  major  conclusions  are  so  concisely  stated  in  the  "Summary  of  Sta- 
tistical Findings"  that  the  wisest  policy  for  the  reviewer  seems  to  be  to  quote 
directly  the  author  of  the  monograph.    He  says  (pp.  xi-xv) : 

Chapter  II  presents,  for  the  past  two  decades,  measures  of  the  concentration 

of  income  received  by  individuals  in  the  United  States  in  return  for  personal 

services  and  the  ownership  of  property.     The  concentration  ^  x     x- 

r  .  1  ,      ,      .  f   ,     •  r    11         Concentration 

or  income  is  measured  by  the  shares  or  the  income  or  all  «  - 

individuals  received  by  the  highest  2  per  cent  and  smaller  iqiQ  loq? 

proportions  of  the  nation's  income  recipients.    The  statistics 

reveal  that  the  shares  of  total  individual  income  received  by  the  higher-income 

recipients  have  generally   increased   during  periods  of  business   expansion  and 
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declined  during  periods  of  business  contraction.  Subject  to  certain  exceptions, 
the  larger  the  average  income  of  all  income  recipients  the  greater  has  been  the 
degree  of  income  concentration. 

For  the  period  from  1918  through  1937  the  degree  of  income  concentration 
was  lowest  in  the  depression  years  1920  and  1932  and  highest  in  the  prosperous 
years  1928  and  1929.  There  has  been  no  significant  trend  over  the  period  as  a 
whole  and  the  degree  of  income  concentration  during  the  recent  years  1934 
through  1937  has  been  at  approximately  the  same  level  as  during  the  years  1918 
through  1924.  For  these  two  periods  the  average  income,  corrected  for  price 
changes,  was  also  approximately  the  same.  The  years  1925  through  1933  wit- 
nessed wide  fluctuations  in  income  concentration.  In  contrast,  from  1918  through 
1924  and  1934  through  1937  the  degree  of  income  concentration  fluctuated  within 
relatively  narrow  limits.  Apart  from  minor  variations  associated  with  the  short 
cyclical  movements  in  business  activity,  the  concentration  of  income  increased 
during  the  period  of  rising  income  and  expanding  business  activity  from  1922 
through  1928.  Most  of  this  increase  took  place  during  the  years  1925  through 
1928.  After  1929  the  income  shares  of  the  higher-income  recipients  declined 
sharply  along  with  general  business  activity,  reaching  a  minimum  in  1932  and 
1933.  These  shares  then  increased  from  1934  until  1937.  The  sharp  reversal 
in  the  upward  trend  of  business  in  the  middle  of  1937  was  accompanied  by  a 
decline  for  that  year  in  the  income  shares  of  the  higher-income  recipients. 

Measures  of  income  concentration  are  presented  for  five  proportions  of  income 
recipients,  varying  in  size  from  the  highest  2  per  cent  to  the  highest  one  one- 
hundredth  of  1  per  cent.  The  changes  in  the  income  shares  received  by  these 
various  proportions  of  income  recipients  in  the  higher  brackets  followed  for 
the  most  part  the  same  general  pattern,  increasing  in  years  of  business  prosperity 
and  declining  in  years  of  business  depression.  However,  the  smaller  the  group 
of  income  recipients,  the  larger,  relatively,  were  the  year-to-year  changes  in  the 
size  of  the  income  shares.  The  income  shares  of  the  smaller  groups,  that  is,  the 
groups  with  the  higher  incomes,  declined  more  during  periods  of  business  de- 
pression and  increased  more  during  periods  of  business  prosperity  than  the 
shares  received  by  the  more  inclusive  groups.  This  difference'  in  the  behavior 
of  the  income  shares  received  by  the  various  proportions  of  income  recipients 
was  larger  as  the  size  of  the  group  varied  from  the  highest  2  per  cent  to  the 
highest  one  one-hundredth  of  1  per  cent.  The  increases  in  the  shares  received 
by  the  higher-income  groups  were  particularly  large  during  the  period  of  marked 
business  prosperity  from  1925  through  1928.  For  example,  the  income  share  of 
the  highest  2  per  cent  of  income  recipients  rose  by  35  per  cent  from  1924  through 
1928  while  the  income  share  received  by  the  highest  one-tenth  of  1  per  cent 
rose  by  as  much  as  75  per  cent.  There  are  some  further  differences  in  the  move- 
ment of  the  shares  of  income  received  by  these  various  proportions  of  income 
recipients  which  are  described  in  Chapter  II. 

Tables  are  also  presented  in  Chapter  II  showing  the  number  of  persons  in- 
cluded in  the  various  proportions  of  income  recipients,  the  income  levels  which 
separate  these  income  groups,  and  the  average  incomes.  In  the  year  1936,  for 
example,  there  were  approximately  50,363,000  income  recipients,  excluding  em- 
ployees of  state  and  local  governments.    In  this  year  the  highest  2  per  cent  of 
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income  recipients  included  slightly  over  1,000,000  persons  with  incomes  of 
$4,390  and  over.^  The  average  income  of  this  group  was  $11,955,  as  compared 
with  an  average  of  $1,065  for  the  other  98  per  cent  and  $1,275  for  all  income 
recipients.  The  smallest  group  for  which  income  shares  are  measured  is  the 
highest  one  one-hundredth  of  1  per  cent  of  income  recipients  which  in  1936 
included  5,035  persons  with  incomes  above  $116,430.  The  average  income  of 
this  group  was  approximately  $250,000. 

During  the  period  studied,  the  minimum  income  levels  of  the  various  pro- 
portions of  income  recipients  have  been  subject  to  wide  fluctuations.  In  1928, 
for  example,  persons  with  incomes  above  $10,140  were  included  within  the  high- 
est 1  per  cent  of  income  recipients  whereas  in  1934  it  would  have  required  an 
income  of  but  $5,375  to  be  included  with  the  same  group.  In  1932  and  1933 
the  minimum  incomes  for  the  highest  1  per  cent  of  income  recipients  were  even 
lower  than  in  1934,  but  for  reasons  indicated  at  a  later  point  no  data  are  pre- 
sented for  these  years.  The  income  levels  which  separated  the  various  smaller 
proportions  of  income  recipients  have  also  varied  widely  during  relatively  brief 
periods.  In  1934  anyone  with  an  income  in  excess  of  $80,775  would  have  been 
included  with  the  highest  one  one -hundredth  of  1  per  cent  of  income  recipients, 
while  in  1936  an  income  at  least  44  per  cent  larger,  $116,430,  was  necessary  for 
inclusion  in  this  category. 

Chapter  III  presents  statistics  showing  how  the  various  types  of  income,  such 
as  employee  compensation,  dividends,  and  interest,  were  combined  each  year  to 
produce  the  incomes   of  all  income  recipients  and  of  the  «,  ... 

various  proportions  of  higher-income  recipients  whose  in-  f  T       m 

come  shares  were  given  in  the  preceding  chapter.    In  addi-  iqiR  lOQ? 

tion,  the  concentration  of  each  type  of  income  among  the 

higher-income  recipients  is  shown.  These  statistics  have  a  twofold  purpose: 
First,  they  indicate  how  the  different  types  of  income  were  distributed  among 
the  various  groups  of  income  receivers  and  how  this  distribution  changes  with 
increases  and  declines  of  the  total  income  and  of  each  type  of  income.  Second, 
they  provide  the  basis  for  an  analysis  of  the  shifts  in  income  concentration  in 
terms  of  the  composition  of  income. 

In  the  year  1922,  when  the  degree  of  income  concentration  was  approximately 
equal  to  the  average  for  the  past  two  decades,  the  highest  1  per  cent  of  income 
recipients  received  29  per  cent  of  their  income  from  salaries  and  wages,  19  per 
cent  from  entrepreneurial  net  income  (net  profits  from  unincorporated  busi- 
nesses), 25  per  cent  from  dividends,  14  per  cent  from  interest,  8  per  cent  from 
profits  on  the  sale  of  property,  and  5  per  cent  from  net  rents  and  royalties.  In 
this  year,  63  per  cent  of  the  income  of  all  individuals  was  derived  from  salaries 
and  wages,  19  per  cent  from  entrepreneurial  net  income,  5  per  cent  from  divi- 

1  This  income  level  represents  an  understatement  as  the  income-tax  statistics  which  were 
used  as  the  basis  for  the  estimate  were  not  adjusted  for  nonreporting  or  underreporting  of 
incomes.  See  Chapter  II,  p.  15.  [Rei^iewer's  Note:  There  is  some  question  whether  under- 
reporting of  incomes  would  necessarily  mean  an  understatement  of  the  boundary  income  level, 
and  even  whether  nonreporting  operates  in  this  way.  It  is  a  blunder,  for  example,  to  assume, 
as  the  monograph  apparently  does  (pp.  15,  60),  that  only  or  chiefly  those  with  "higher  incomes" 
fail  to  report  their  incomes  or  understate  them.  Certainly  the  government  checks  the  returns 
of  the  individuals  and  corporations  with  larger  incomes  far  more  carefully  than  the  returns 
of  those  with  small  incomes.] 
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dends  and  6  per  cent  from  interest,  about  2  per  cent  from  net  profits  on  the 
sale  of  property,  and  6  per  cent  from  net  rents  and  royalties.  Comparison  of 
these  two  sets  of  percentages  reveals  that  dividends,  interest,  and  net  profits  from 
the  sale  of  property  were  much  more  important  sources  of  income  for  the  highest 
1  per  cent  of  income  recipients  than  for  the  other  income  recipients.  If  employee 
compensation  and  entrepreneurial  net  income  are  classified  as  income  primarily 
from  personal  service  and  the  other  income  sources  as  income  primarily  from 
property,  the  former  accounted,  in  1922,  for  82  per  cent  of  the  income  of  all 
income  recipients  and  48  per  cent  of  the  income  of  the  highest  1  per  cent. 

For  all  income  recipients  and  for  the  highest  1  per  cent,  the  relative  impor- 
tance of  the  various  income  sources  has  varied  with  changes  in  business  condi- 
tions. Salaries  and  wages  were  generally  a  larger  proportion  of  income  in  times 
of  business  depression,  and  dividends  and  net  profits  from  the  sale  of  property 
were  generally  larger  proportions  of  income  in  times  of  business  prosperity. 
There  has  been  during  the  period  studied  a  general  decline  in  the  importance 
of  net  rents  and  royalties  and  entrepreneurial  net  income.  The  latter  source 
contributed  a  considerably  smaller  proportion  to  the  income  of  the  highest  1 
per  cent  during  recent  years  than  during  earlier  years  of  a  comparable  degree 
of  income  concentration.  This  decline  has  been  accompanied  by  a  marked  in- 
crease in  the  importance  of  employee  compensation  and  in  recent  years  these 
two  sources  together  constituted  a  slightly  larger  share  of  the  income  of  the 
highest  1  per  cent  than  in  previous  years  characterized  by  a  similar  degree  of 
income  concentration. 

The  type  of  income  contributing  the  largest  share  to  the  income  of  the  highest 
1  per  cent  of  income  recipients  has  changed  several  times  since  1918.  In  11 
years  during  the  20-year  period  from  1918  through  1937,  the  two  sources  classified 
as  income  primarily  from  personal  services  (employee  compensation  and  entrepre- 
neurial net  income)  contributed  a  greater  share  to  the  income  of  the  highest  1 
per  cent  of  income  recipients  than  did  the  sources  classified  as  income  primarily 
from  property.  Employee  compensation  was  the  largest  single  income  component 
in  12  years,  dividends  in  6,  net  profits  from  the  sale  of  property  in  1,  and  entre- 
preneurial net  income  in  1. 

Data  are  presented  which  show  the  proportion  of  each  type  of  income  received 
by  the  highest  1  per  cent  of  income  recipients.  The  extent  of  concentration 
varied  from  a  small  proportion  of  salaries  and  wages — 6  to  7  per  cent — to  the 
major  portion  of  dividends  and  net  profits  from  the  sale  of  property.  The 
proportion  of  total  dividends  received  by  this  group  in  different  years  ranged 
from  58  to  70  per  cent. 

On  the  basis  of  data  on  the  composition  of  income  by  income  classes,  it  is 
shown  that  the  importance  of  employee  compensation,  entrepreneurial  net  in- 
come, and  net  rents  and  royalties  fell  as  the  size  of  income  increased,  and  the 
importance  of  dividends  and  net  profits  on  the  sale  of  property  rose  sharply  as 
the  size  of  income  increased.  Interest  constituted  an  increasingly  important 
source  for  the  larger  incomes  until  the  very  high  incomes  were  reached,  in  most 
years  $100,000  and  over,  after  which  it  dropped  in  importance.  Above  this 
amount  incomes  were  derived  chiefly  from  two  sources — dividends,  and  net 
profits  on  the  sale  of  property — with  profits  being  of  greater  importance  in  years 
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of  high  business  activity.  In  1932  virtually  all  income  classes  incurred  losses 
from  the  sale  of  property. 

The  data  on  the  composition  of  individual  incomes,  and  on  the  concentration 
of  the  various  types  of  income,  throw  considerable  light  on  the  "causes"  of  the 
changes  in  income  concentration.  Shifts  in  income  concentration  are  largely 
explainable  in  terms  of  year-to-year  differences  both  in  the  relative  importance 
of  different  income  sources  and  in  the  concentration  of  these  sources.  Due 
to  both  the  high  concentration  of  dividends  and  net  profits  from  the  sale  of  prop- 
erty and  the  relatively  large  variation  in  their  volume  from  year  to  year,  shifts 
in  income  concentration  were  usually  associated  with  fluctuations  in  these  two 
sources  of  income.  Increases  in  their  volume  which  were  greater  than  the  in- 
creases in  total  individual  income  accounted  in  large  part  for  the  sharp  rise  in 
income  concentration  during  the  years  1925  through  1928.  The  decline  in 
income  concentration  after  1929  may  be  attributed  in  large  part  to  net  losses 
from  the  sale  of  property,  chiefly  in  the  form  of  securities.  The  reduction  in 
the  amount  of  dividends  after  1930  was  also  an  important  factor  in  the  lessened 
concentration  of  income  during  the  early  thirties. 

In  contrast  to  the  large  changes  in  the  concentration  of  income  during  the 
years  1925  through  1933,  the  degree  of  income  concentration  fluctuated  within 
fairly  narrow  limits  from  1918  through  1924.  During  this  period  dividends 
as  a  share  of  individual  income  did  not  vary  greatly  and  the  volume  of  net  profits 
from  the  sale  of  property  was  relatively  small.  The  different  behavior  of  these 
two  income  sources  during  the  two  periods,  1918  through  1924  and  1925  through 
1933,  suggests  that  in  the  absence  of  marked  fluctuations  in  dividends  and  profits 
and  losses  for  the  sale  of  property  the  concentration  of  income  would  not  vary 
much  from  year  to  year. 

The  fluctuations  in  the  volume  of  dividends  and  net  profits  from  the  sale  of 
property  were  responsible  in  large  part  for  the  greater  variability  in  the  income 
shares  received  by  the  highest  income  groups,  as  the  higher  the  income  of  the 
group,  the  more  important  were  these  two  sources.  In  a  few  years  the  changes 
in  the  income  shares  of  the  various  groups  of  income  recipients  departed  from 
the  usual  pattern  of  increased  variability  for  the  higher-income  groups.  These 
divergent  movements  are  also  explainable  in  terms  of  the  changes  in  the  com- 
position of  individual  incomes  which  took  place. 

In  Chapter  IV  statistics  are  presented  which  measure  to  a  considerable  extent 

the  shifts  in  the  concentration  of  "purchasing  power";  that  is,  in  the  portion  of 

current  income  which  is  available  to  individuals  for  spend-  -p.-  4._it.   *• 

.        ,  ,.,,..,.        ^  distribution 

mg  or  savmg.     In  order  to  obtam  the  distribution  or  pur-  « p       ■,      . 

chasing  power,  the  distribution  of  income  received  in  return  p 

for    personal    service   and    for   the    ownership   of    property 

should  be  adjusted  to  take  account  of  income  taxes  and  transfers  of  income,  such 
as  gifts,  contributions,  and  direct  relief.  The  most  striking  difference  between 
the  trends  in  the  concentration  of  income  received  in  return  for  personal  or 
capital  services  and  the  concentration  of  purchasing  power  is  the  greater  in- 
crease in  the  concentration  of  purchasing  power  that  occurred  during  the  twenties. 
The  share  of  total  income  received  by  the  highest  1  per  cent  of  income  recipients 
increased  by  51  per  cent  from  1918  through  1928,  while  the  increase  in  the  share 
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of  income  available  for  saving  and  expenditure  by  this  proportion  of  income 
recipients  was  60  per  cent.  This  larger  increase  in  the  concentration  of  purchas- 
ing power  was  due  to  the  decline  during  this  period  in  the  rates  of  Federal  in- 
come taxation,  particularly  after  1924.  In  1918  Federal  income  taxes  absorbed 
13.5  per  cent  of  the  income  of  the  highest  1  per  cent  of  income  recipients  and 
in  1928  only  7.4  per  cent. 

In  contrast  to  this  sharper  increase  in  the  concentration  of  purchasing  power 
than  in  the  concentration  of  income  for  the  years  1918  through  1928,  the  rise 
in  the  concentration  of  purchasing  power  after  1934  was  not  as  great  as  the  rise 
in  the  concentration  of  income.  In  1936,  when  the  surtax  rates  on  incomes  above 
$50,000  were  raised,  the  share  of  income  received  by  the  highest  1  per  cent  of 
income  receivers  rose  by  8  per  cent  while  the  increase  in  the  share  of  purchasing 
power  available  to  this  proportion  of  the  nation's  income  recipients  was  only 
3  per  cent.  For  the  highest  one-tenth  of  1  per  cent  of  income  recipients  there 
was,  in  fact,  no  increase  in  the  share  of  purchasing  power  available  from  1935 
to  1936,  although  the  proportion  of  total  income  received  by  this  group  rose 
by  as  much  as  10  per  cent. 

In  the  latter  part  of  Chapter  IV  the  effect  of  relief  payments  and  the  veterans' 
bonus  on  the  concentration  of  income  is  determined.  The  measures  of  income 
concentration  presented  in  Chapter  II  included  work-relief  earnings  in  total  in- 
dividual income,  but  excluded  direct-relief  payments  and  the  veterans'  bonus. 
If  work-relief  payments  are  also  excluded,  the  income  shares  of  the  higher-income 
recipients  are,  of  course,  slightly  larger.  The  differences,  however,  are  slight. 
The  largest  difference  was  in  1936  when  the  highest  1  per  cent  of  income  recip- 
ients received  14.53  per  cent  of  the  total  income  with  work-relief  earnings  in- 
cluded and  15.09  per  cent  when  this  income  is  excluded.  The  effect  of  including 
work-relief  wages  in  income  is  to  diminish  slightly  the  fluctuations  in  income 
concentraton  from  1934  through  1937. 

The  inclusion  of  direct-relief  and  veterans'  payments  as  well  as  work-relief 
payments  also  diminishes  the  magnitude  of  the  fluctuations  in  income  concen- 
tration. From  1934  to  1936  the  income  share  of  the  highest  1  per  cent  of  in- 
come recipients  rose  by  9.5  per  cent  when  relief  and  bonus  payments  are  included 
in  the  total  income  of  individuals  as  compared  with  12.4  per  cent  when  these 
items  are  excluded. 

Several  points  may  be  noted  in  connection  with  the  foregoing  quotations 
from  the  monograph: 

First,  the  monograph  includes  (p.  10)  "profits  and  losses  from  the  sale  of 

property"  as  part  of  "the  total  income  of  an  individual,"  although  stating 

n              .  in  a  footnote  that  such  capital  gains  and  losses  do  not 

Comments  »       i    r                jj-  •            l              i        r   u          j 

„.,.,.     ,  result  from  an  addition  to  the  net  value  or  the  goods 

on  Statistical  ,                     ,       i     i          •      i  •            »    t    ■       •  j 

-,.    ,.  and  services  produced — the  national  income.      It  is  said 

that  they  "do  influence  the  shares  of  the  nation's  out- 
put of  goods  and  services  which  individuals  may  claim."  Perhaps  we 
should  point  out  that,  in  the  prewar  period,  Great  Britain,  France,  Holland, 
Belgium,  Denmark,  and  Norway  did  not  have  a  tax  on  capital  gains  or 
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credit  for  capital  losses  (except  where  occurring  as  part  of  a  regular  business) . 

Capital  gains  or  losses  very  frequently  represent  capital  exchanges  and 
neither  increase  nor  decrease  tax-paying  ability.  A  capital-gains  tax  repre- 
sents, therefore,  a  "tax  on  the  privilege  of  converting  capital  from  one  form 
to  another."  (Walter  A.  Cooper,  address  before  American  Institute  of  Ac- 
countants, September  26,  1938.)  Making  investment  shifts  more  difficult 
and  less  fluid  is  a  handicap  to  necessary  economic  adjustments. 

Taxing  a  gain  in  the  nominal  value  of  assets  owned  as  income  represents, 
if  there  has  been  an  equivalent  or  greater  decline  in  general  purchasing 
power,  a  form  of  capital  levy  upon  the  individual. 

Second,  the  report  definitely  indicates  that  the  rich  have  not  been  getting 
richer.  The  total  amount  of  national  income  going  to  those  in  the  highest 
1  per  cent  has  rarely  changed  at  all  in  the  period  1918-1937.  They  received 
13.29  per  cent  of  the  national  income  in  1937  and  12.79  per  cent  in  1918. 

Third,  the  share  of  total  national  "purchasing  power"  available  for  those 
in  the  top  1  per  cent  of  income  recipients  has  not  appreciably  changed,  being 
11.3  per  cent  in  1918  and  11.8  per  cent  in  1937  (p.  60). 

Fourth,  in  view  of  discussions  as  to  income  tax  burdens,  and  arguments 
that  surtaxes  should  be  greatly  raised,  it  is  interesting  to  note  (p.  98)  that 
in  1918  those  in  the  top  1  per  cent  of  income  recipients  paid  86.1  per  cent 
of  all  Federal  income  taxes;  in  1928,  97.4  per  cent;  in  1929,  98.9  per  cent; 
in  1934,  95.2  per  cent;  and  in  1937,  91.9  per  cent.  In  other  words,  those 
having  13.29  per  cent  of  the  national  income  paid  91.9  per  cent  of  the  Fed- 
eral income  taxes. 

Fifth,  the  report  shows  that  those  in  the  upper  1  per  cent  of  national  in- 
come in  a  year  do  not  start  at  a  high-income  point.  In  fact,  if  an  individual 
received  $6,940  in  1937,  he  was  one  of  the  top  1  per  cent;  this  compares  with 
the  1928  bottom  figure  of  $10,140  for  those  in  the  top  1  per  cent. 

Sixth,  the  report  talks  of  "groups"  having  small  and  large  incomes,  and 
the  impression  may  erroneously  be  given  that  an  individual  gets  into  a  cer- 
tain income  group  and  stays  there.  This  is  not  so.  In  periods  of  business 
expansion  many  individuals  progress  from  one  income  group  to  a  higher 
group;  conversely,  in  periods  of  business  recession  many  individuals  go  from 
a  higher-income  group  to  a  lower  group. 

As  previously  stated,  the  third  part  of  the  study  is  an  attempt  to  relate 
to  the  effects  of  monopoly  the  statistical  facts  just  summarized.  This  sec- 
tion of  the  report  consists  mainly  of  a  series  of  asser-  ^^ . 

o  /-    1  111  I  Comments 

tions.     Some  or  the  assertions  are  probably   true,   but  Attp-mrjtpH 

most  of  them  are  not  supported  in  any  way  either  by  An  1*  nfn 

the  figures  in  the  statistical  part  of  the  monograph  or 
by  any  other  data.    A  few  of  the  statements  are  clearly  half-truths.    Others 
are  anything  but  convincing.    Among  such  instances  we  have  selected  seven 
for  discussion: 
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From  what  is  known  of  the  use  of  great  fortunes  and  incomes,  very  many, 
possibly  the  majority,  resulted  from  the  exploitation  of  circumstances  in  which 
1    laro-P  strong  elements  of  monopoly  were  present. 

Fnrtiinp«!  frpatprl       "^^^  dominant  source  of  these  fortunes  has  varied  with 
hv  Mnnnnnlv  ^^^  economic  development  of  the  nation.  Rising  land  values; 

poorly  organized  markets;  control  of  natural  resources  such 
as  oil,  copper,  aluminum,  and  timber  or  of  important  stages  in  their  fabrication; 
railroad  development;  strategic  positions  in  the  nation's  financial  markets;  pro- 
motions of  consolidations  in  industry;  monopolistic  practices  and  conditions  in 
industries  such  as  steel  and  tobacco;  and  the  rapid  expansion  of  new  industries 
such  as  agricultural  machinery,  electrical  appliances,  motion  pictures,  chemicals, 
and  radio — all  these  situations  provided  the  basis  for  many  of  the  larger  fortunes, 
and  in  all  of  them  strong  elements  of  monopoly  are  found.     [Page  1.] 

This  assertion  is,  of  course,  extremely  vague.  If  the  implication  is  that 
most  large  fortunes  have  been  created  primarily  by  monopoly,  it  is  probably 
very  far  indeed  from  the  truth.  Why  rising  land  values,  poor  market  or- 
ganization, strategic  position  in  the  financial  markets,  and  the  rapid  expan- 
sion of  new  industries  are  situations  containing  strong  elements  of  monopoly 
is  a  mystery  which  needs  explanation,  but  which  the  factual  section  of  the 
report  does  nothing  to  solve. 

The  perpetuation  of  large  fortunes,  however  derived,  is  a  potent  factor  in 
diminishing  equality  of  opportunity  and,  therefore,  results  in  a  greater  degree 
of  inequality  in  the  distribution  of  income  than  would  otherwise  be  the  case. 
[Page  1.] 

Here  again  we  have  an  unverified  statement  concerning  a  highly  debatable 

question.    Doubtless,  large  fortunes  are  often  used  to  the  disadvantage  of 

9  pfp    f    f  business   competitors,   thus   lessening   the   chances   that 

,,'t»         4.     *•      ')     these  competitors  will  attain  success  in  their  undertak- 

"  Perpetuation"     .  r^uuuji         r  u       c      ■  u  a 

-  —     .  li'^gs.    On  the  other  hand,  large  fortunes  have  furnished 

scholarships,  endowments  for  colleges  and  technical 
schools,  and  funds  for  research.  Concentrations  of  wealth  have  also  been 
used  to  supply  factories,  railways,  and  mines  with  modern  equipment  and 
have  thus  increased  per  capita  production  and  real  wages.  That  equality 
of  opportunity  has,  on  the  whole,  been  lessened  by  wealth  concentration  is 
a  point  to  be  proved,  but  no  evidence  has  been  presented  which  bears  on 
this  issue. 

The  preceding  quotation  raises,  however,  other  important  economic  con- 
siderations. In  the  first  place,  available  evidence  does  not  support  the 
assumption  that  most  large  fortunes  are  perpetuated  for  long  periods;  as 
a  matter  of  fact,  the  evidence  tends  to  disprove  the  assumption.  Second, 
there  seems  to  be  an  assumption  that  large  fortunes  are  a  major  source  of 
inequality;  as  a  matter  of  fact,  the  characteristics  of  parents,  the  location  of 
residence,  and  many  other  factors  are  at  least  equally  important.     Third, 
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there  seems  to  be  a  complete  lack  of  recognition  that  if  men  could  not  pass 
on  the  bulk  of  their  wealth  to  their  children,  the  nation — society  at  large — 
would  lose  the  benefits  of  much  creative  endeavor.  Fourth,  the  efFect  of 
destroying  large  fortunes  by  governmental  compulsion  is  ignored.  There 
is  certainly  no  assurance  that  if  business  enterprises  were  run  by  govern- 
ment they  would  be  even  as  well  run;  but  if  the  government  compelled 
their  sale,  then  serious  economic  losses  might  result  through  such  forced 
sales  if  the  general  market  was  at  a  low  level.  Fifth,  there  are  enormous 
risks  incident  to  the  maintenance  of  fortunes,  to  say  nothing  of  their  enlarge- 
ment. Graduated  inheritance  taxes  are  economically  and  socially  justifiable, 
but  they  should  not  reach  a  point  of  confiscation  or  a  point  which  would 
curtail  economic  endeavor. 

We  stated  above  that  "available  evidence  does  not  support  the  assumption 
that  most  large  fortunes  are  perpetuated  for  long  periods — as  a  matter  of 
fact,  the  evidence  tends  to  disprove  the  assumption."  Thus  Edward  White 
of  the  Bureau  of  Internal  Revenue  wrote  in  the  American  Statistical  Asso- 
ciation Journal  for  March  1922: 

".  .  .  Not  only  do  the  returns  report  normal  incomes  from  investments  and 
personal  service,  but  they  likewise  contain  the  spectacular  incomes  from 
fortunate  business  and  speculative  ventures;  large  fees  and  commissions; 
unusual  distribution  of  corporate  earnings;  profits  arising  from  discovery 
and  sale  of  natural  resources;  proceeds  from  sales  of  inventions,  etc.  And 
conversely,  although  individual  incomes  in  one  or  more  years  may  be  very 
large,  influenced  by  the  above  conditions,  in  succeeding  years,  due  to  ad- 
verse circumstances,  they  may  fall  in  like  proportion  or  even  be  wiped  out 
entirely. 

"The  accompanying  tables  are  taken  from  the  Report  of  the  Commis- 
sioner of  Internal  Revenue,  issued  under  the  title.  Statistics  of  Income,  com- 
piled from  the  returns  for  1919. 

"Table  A  shows  the  total  number  of  personal  returns  of  net  income  filed 
for  the  years  1914-19  inclusive,  segregated  by  income  classes. 

"It  would  be  interesting  if  we  could  see  beneath  the  figures  the  changes 
in  fortune  of  each  of  the  individuals  from  year  to  year — how  many  remain 
constant  in  a  given  income  class,  how  many  rise  from  the  lowest  even  to 
among  the  highest,  and  how  many  drop  from  the  very  high  classes  to  insig- 
nificance. The  casual  reader  may  jump  to  the  conclusion  that  returns,  cer- 
tainly in  the  higher-income  classes,  are  filed  by  the  same  people  from  year 
to  year,  with  the  exception  that  in  some  years  there  are  a  few  more  and  some 
years  a  few  less.  How  erroneous  this  conception  is,  is  clearly  shown  by  the 
fact  that  of  the  1,240  individuals  that  reported  net  incomes  of  $300,000  and 
over  in  one  or  more  of  the  years  1914-19  inclusive,  only  137,  or  11  per  cent, 
reported  that  amount  in  all  of  the  years.  .  .  . 
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"It  has  been  said  that  incomes  in  the  United  States  fluctuate  more  widely 
from  year  to  year  than  in  any  other  country  in  the  world.  Certainly  the 
tables  give  some  spectacular  evidences  of  Fortune's  favor.  Among  the  many 
remarkable  cases  of  income  expansion  is  the  group  of  23  persons,  each  of 
whom  for  the  year  1914  reported  deficit,  whereas,  in  1916,  1  reported  a  net 
income  exceeding  one  million  dollars,  and  9  reported  incomes  between 
$500,000  and  $1,000,000. 

"In  the  group  of  59  persons  reporting  in  1914  net  incomes  not  exceeding 
$10,000,  5  reported  in  1916  net  incomes  in  excess  of  one  million  dollars  each. 
Still  more  spectacular  is  the  group  of  104  persons  who  in  1914  reported  be- 
tween $10,000  and  $25,000;  in  1916,  4  reported  in  aggregate  over  $27,000,000; 
1  between  $1,500,000  and  $2,000,000;  2  between  $1,000,000  and  $1,500,000; 
and  10  between  $500,000  and  $1,000,000.  .  .  . 

"Each  income-class  group  presents  similar  cases  of  extraordinary  income 
expansion.  In  the  group  of  57  individuals  who  reported  between  $250,000 
and  $300,000  in  1914,  1  reported  between  $2,000,000  and  $3,000,000  in  1915; 
and  1,  over  $9,000,000  in  1916.  .  .  . 

"Both  in  actual  amount  and  in  relative  growth  the  persons  in  the  lowest 
income  group  in  1914  likewise  outranked  any  of  the  other  income  classes  in 
the  amounts  reported  in  the  succeeding  years  as  having  been  derived  from 
salaries  and  business  ventures.  This  same  group  also  shows  a  relatively 
larger  yearly  growth  in  income  from  investments  as  compared  with  1914 
than  any  of  the  others. 

"The  remarkable  rise  in  fortune  of  this  group  of  individuals,  as  compared 
with  the  narrower  fluctuation  of  incomes  of  the  persons  in  the  higher-income 
classes,  is  indicative  of  the  spirit  of  adventure,  the  seizing  of  opportunities, 
and  the  taking  of  chances  by  the  average  person,  as  against  the  conserva- 
tive tendency  of  persons  with  larger  incomes.  As  evidence  of  this  the  group 
in  question  reported  incomes  from  business  ventures  and  profits  from  sales 
of  real  estate,  stocks,  etc.,  in  the  following  ratio  as  compared  with  1914,  504 
per  cent  in  1915;  874  per  cent  in  1916;  555  per  cent  in  1917;  527  per  cent  in 
1918;  and  669  per  cent  in  1919,  The  other  income  classes  showed  a  mark- 
edly less  relative  increase  of  income  from  this  source." 

C.  L.  Merwin,  Jr.,  in  "American  Studies  of  the  Distribution  of  Wealth 
and  Income  by  Size"  (published  by  the  National  Bureau  of  Economic  Re- 
search in  1939  in  Volume  3  of  Studies  of  Income  and  Wealth)  reported: 

"Two  major  contributions  have  been  made  very  recently  to  the  study  of 
the  distribution  of  income  by  size — one  by  R.  S.  Tucker,  another  by  the 
National  Resources  Committee.  The  first  appeared  in  the  August,  1938, 
issue  of  the  Quarterly  Journal  of  Economics.  It  is  limited  to  income-tax 
data  and  therefore  would  have  been  accorded,  in  this  report,  space  similar 
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to  that  given  the  Pareto  analyses  of  King,  Johnson,  and  Crum,  were  Tucker's 
article  not  distinguished  from  these  predecessors  in  several  respects.  In  the 
first  place,  Tucker  attempts  to  carry  the  picture  back  to  the  Civil  War. 
Second,  his  analysis  of  the  existing  income-tax  data  is  relatively  intensive, 
several  measures  of  inequality  other  than  the  Pareto  slopes  being  used. 
And  finally,  he  boldly  asserts  as  an  introductory  thesis  that  changes  in  the 
income  distribution  of  the  well-to-do  indicate  what  is  probably  happening 
to  the  rest  of  the  distribution,  since  the  two  ratios  of  (a)  income  of  the 
wealthy  to  income  of  the  middle  class  and  (b)  income  of  taxpayers  to  in- 
come of  non-taxpayers  are  approximately  identical. 

"Tucker  differentiates  three  concepts  of  income:  legal  income,  which  con- 
forms to  the  statutory  definition  of  income,  with  such  adjustments  as  are 
necessary  to  maintain  comparability;  spending  power,  which  equals  legal 
income  plus  tax-exempt  interest  minus  the  income  tax  paid;  earning  power, 
which  equals  legal  income  minus  reaUzed  capital  gains  plus  realized  capital 
losses  plus  tax-exempt  interest  plus  gifts,  charitable  contributions,  and  the 
like. 

"Statistics  of  Income  data  for  1914-36  are  analyzed  by  means  of  five  meas- 
ures of  dispersion.  .  .  .  The  results  of  applying  these  various  measures  to 
the  different  concepts  of  income  led  Tucker  to  the  belief  that  there  has  been 
an  increased  diffusion  of  income  over  the  twenty-three  years  studied.  There- 
fore he  next  addressed  himself  to  the  question,  how  long  has  this  increasing 
diffusion  been  going  on? 

"The  income-tax  law  of  1894  yielded  scanty  data  with  which  to  essay  an 
answer  to  this  question,  because  it  was  declared  unconstitutional  before  it 
became  fully  effective.  The  Civil  War  income-tax  laws,  however,  yielded 
official  published  statistics  which  when  supplemented  by  various  private  lists 
made  it  possible  for  Tucker  to  employ  two  of  the  aforementioned  measures 
of  concentration;  the  first,  referring  Pareto  slopes  to  number  of  recipients; 
and  the  third,  being  the  arithmetic  average  of  incomes  above  $2,000  and 
then  above  $3,000.  The  results  of  this  analysis,  together  with  the  fact  that 
reportable  income  in  the  1860s  did  not  include  interest  and  dividends  from 
public  companies  and  from  government  bonds,  or  certain  realized  capital 
gains  (items  which  normally  accrue  to  the  wealthy  and  whose  exclusion 
would  therefore  understate  the  concentration  of  income),  led  Tucker  to  the 
belief  that  incomes  were  less  concentrated  since  1916  than  in  Civil  War  days. 
Tucker  concludes  his  analysis  with  a  brief  survey  of  the  shifting  composi- 
tion of  the  wealthy  group.  .  .  . 

"Unlike  most  of  the  pther  income  distribution  students  whose  works  we 
have  examined  in  this  paper,  Tucker  winds  up  his  contribution  with  sev- 
eral general  conclusions.  In  the  first  place,  fluctuation  in  the  concentration 
of  wealth,  during  the  business  cycle,  is  less  than  in  the  concentration  of  in- 
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come.  Second,  the  concentration  of  income  decreases  during  depression  and 
increases  during  prosperity.  Third,  the  size  of  the  national  income  is  the 
important  consideration.  Fourth,  bank  reforms  are  needed  'to  prevent  exces- 
sive use  of  credit.'  And  finally,  the  question  is  not  how  large  are  incomes, 
but  whether  they  are  the  result  of  activities  beneficial  or  harmful  to  the 
nation.  .  .  ." 

These  illuminating  facts  are  brought  out  in  a  study  of  "Million  Dollar 
Incomes"  prepared  for  the  Joint  Committee  on  Internal  Revenue  Taxation 
in  1938: 

(1)  A  detailed  analysis  of  the  income  of  38  top-income  individuals  shows 
total  income  of  "$61,835,000  in  1917  and  $70,666,000  in  1936.  This  increase 
does  not  appear  alarming  from  the  point  of  view  of  accumulation  of  wealth." 

(2)  In  the  prewar  period  1914  to  1916  "the  average  number  of  returns 
filed  annually  showing  a  net  income  of  over  $1,000,000  each  amounted  to 
129.  In  the  high-tax  war  period,  1917  to  1921,  inclusive,  the  average  number 
filed  per  year  amounted  to  65."    Thus  goes  the  story  of  "war  millionaires." 

(3)  "The  income  from  stocks  is  far  more  important  than  gains  made  on 
the  sales  of  such  stocks." 

(4)  "There  can  be  little  doubt  as  to  the  increasing  tendency  of  the  rich 
to  escape  high  surtaxes  by  investments  in  tax-exempts."  (Tax-exempt  in- 
come was  14  per  cent  of  total  income  for  the  group  in  1936.) 

The  large  incomes  derived  from  monopolistic  practices  illustrate  in  a  striking 
manner  the  relation  between  the  concentration  of  income  and  monopoly.  .  .  . 
"^    Monnr>nlip<!  There  are,  of  course,  many  more  incomes  of  lesser  size  that 

AfFapfirMr  ni<:tri  ^^^  ^  result  of  a  wide  variety  of  practices  which  may  be 
bution  Of  Income    ^^^"^^^  described  as  monopolistic.  ... 

It  may  be  conhdently  stated  that  were  it  not  tor  past  and 
present  monopoly  in  one  form  or  other,  the  prevailing  distribution  of  income 
would  be  considerably  more  equal.     [Page  2.] 

Here  again  the  inference  is  that  American  industry  and  individual  in- 
comes are  greatly  affected  by  the  presence  and  power  of  monopolies.  Once 
more,  however,  the  supposedly  supporting  statistical  study  presents  no  evi- 
dence to  indicate  whether  a  few,  many,  all,  or  none  of  the  larger  incomes 
owe  their  respective  sizes  to  the  existence  of  monopolies.  Therefore,  how 
potent  a  force  monopoly  is  in  making  for  concentration  of  income  remains 
entirely  unknown,  and  what  is  said  about  the  matter  is  pure  conjecture. 

Insofar  as  the  present  large  volume  of  unemployment  is  attributable  to  causes 

which  may  be  ultimately  traceable  to  the  enervation  of  the  competitive  forces 

4.  Unemployment  ^"  ^^^  economy,  strengthening  of  these   forces   will   result 

'  -^     ,.  in  re-employment  and  the  consequent  increase  in  the  in- 

„  _,  ....  comes   of   those    dependent   on    pubhc    and    private    reher. 

of  Competition       [p^g^  2.]  t-  ^  ^ 
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The  inference  here  clearly  is  that,  in  the  case  of  manufactured  products, 
price  rigidity  is  due  mainly  to  monopoly  control.  That  such  is  the  case, 
still  remains  to  be  proved. 

The  one  fact  which  is  certain  is  that  wage  rigidity  is  largely  the  result 
of  control  by  powerful  monopolistic  labor  unions.  The  writer  of  this  sec- 
tion of  the  monograph  does  not,  at  this  point,  even  hint  that  such  labor 
monopolies  exist — a  peculiar  omission. 

Individuals   either   in   small   businesses   or   organizing   them   typically   obtain 

their  equity  capital  from  their  own  savings  or  from  the  savings  of  friends  and 

relatives.     The  relative  importance  of  moderately  sized  in-  e   rtnYiifa}  for 

comes  is,  therefore,  a  basic  factor  in  determining  the  im-  „       11x1   + 

^        n      1  rT-»       ->  1  wHiEHi  J!iiitGrpris6s 

portance  or  small-scale  enterprises.     [1  age  3. J 

No  facts  are  presented  to  show  whether  those  furnishing  capital  for  small 
enterprises  in  the  main  have  incomes  comprised  in  the  middle-  or  upper- 
income  brackets.  Perhaps  most  of  such  investors  fall  in  the  top  1  or  2  per 
cent  on  the  income  scale.    Again,  statistical  evidence  is  missing. 

If  the  system  of  education  including  vocational  guidance  and  training  brings 
about  a  greater  equality  of  opportunity,  a  more  equal  distribution  of  individual 
productive  capacity,  and  an  increase  in  the  efficiency  and  «  T  fl 

mobility  of  labor,  these  would,  in  themselves,  result  in  a  j?  -rij        ^- 

•',,..,.        .  .    '  r_,       _',  of  Education 

more  equal  distribution  or  income,      [lage  5. J 

One  might  well  reason  that  such  ought  to  be  true.  However,  we  have 
had  free  schools  for  nearly  a  century,  and  there  is  no  evidence  that  their 
presence  has  reduced  the  degree  of  inequality  in  income  distribution.  Ap- 
parently, education  is  as  potent  in  raising  the  incomes  of  the  highly  com- 
petent as  it  is  in  increasing  the  earning  power  of  the  least  competent.  In 
this  instance,  also,  the  statistical  section  of  the  monograph  throws  no  light 
on  the  facts  of  the  case. 

Devoting  tax  revenues  to  the  improvement  of  the  efficiency  and  mobility  of 
labor  would  also  make  possible  a  larger  national  income.     [Page  6.] 

Once  more  we  have  as  a  stated  fact  a  proposition  that  is  highly  debatable. 
Clearly,  if  the  incomes  of  the  rich  are  taxed  away,  the  volume  of  saving  will 
be  diminished  and  hence  the  volume  of  funds  available  „  jj       f 

for  investment  will  be  reduced.     Such  reduction  will  J 

mean  that,  to  aid  them  in  production,  workers  will  not 
have  as  good  tools  and  machines  as  would  otherwise  be  the  case.  Whether 
or  not  the  diminution  in  the  quality  of  equipment  would  more  than  offset 
the  gain  in  productivity  brought  about  by  the  use  of  the  tax  money  to  im- 
prove the  efficiency  and  mobiHty  of  labor  is  a  question  which  it  is  not  easy 
to  answer.  The  statistical  part  of  the  monograph  does  not  touch  on  this 
question. 
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In  the  opinion  of  the  reviewers,  the  insertion  into  the  introduction  to  the 
monograph  of  these  sweeping,  unsupported,  and  frequently  dubious  state- 
ments constitutes  a  procedure  which  cannot  well  be  defended. 

The  casual  reader  may  never  get  beyond  the  introduction.  In  such  a  case 
he  is  likely  to  assume  that  the  propositions  there  set  forth  are  all  derived 
inductively  from  the  statistics  which  follow,  instead  of  being  almost  unre- 
lated to  them.  If  he  makes  this  assumption,  he  is  greatly  deceived.  It  is, 
to  say  the  least,  unfortunate  that  such  a  scholarly,  informative,  and  useful 
statistical  report  on  so  important  a  topic  is  marred  by  such  an  unscientific 
introduction. 


REVIEW   OF    T.N. E.G.    MONOGRAPH   NO.    5 

Industrial  Wage  Kates,  Labor  Costs,  and  Price 

Policies 

MONOGRAPH  No.  5,  entitled  Industrial  Wage  Rates,  Labor  Costs,  and 
Price  Policies,  is  the  report  of  a  study  undertaken  for  the  Temporary 
National  Economic  Committee  in  connection  with  its  assigned  task,  the  In- 
vestigation of  Concentration  of  Economic  Power.  It  was  written  by  Doug- 
lass V.  Brown,  Assistant  Director  of  the  Industrial  Relations  Section  of  the 
Massachusetts  Institute  of  Technology;  John  T.  Dunlop,  Instructor  in  the 
Department  of  Economics  of  Harvard  University;  Edwin  M.  Martin,  Econo- 
mist in  the  Bureau  of  Labor  Statistics;  Charles  A.  Meyers,  Instructor  in  the 
Industrial  Relations  Section  of  the  Massachusetts  Institute  of  Technology; 
and  John  A.  Brownell,  Assistant  in  the  Industrial  Relations  Section  of  the 
Massachusetts  Institute  of  Technology,  Douglass  V.  Brown  and  Edwin  M. 
Martin  served  as  editors.  The  studies  on  which  the  report  was  based 
were  conducted  under  the  general  direction  of  Aryness  Joy,  Assistant  to  the 
Commissioner  of  Labor  Statistics,  and  Edward  S.  Mason,  Professor  of  Eco- 
nomics at  Harvard  University. 

Compared  with  other  monographs  in  the  T.N.E.C.  series  No.  5  is  rela- 
tively unimportant,  not  because  the  subjects  with  which  it  deals  are  unim- 
portant but  primarily  because  it  does  not  develop  information  or  conclusions 
which  seem  to  possess  either  novelty  or  particular  merit  in  any  respect. 

The  result  is  that  any  review  of  the  monograph  is  itself  limited  by  the 
imperfections  and  inadequacies  of  the  monograph  itself. 

Professor  J.  P.  Miller  of  Yale  University  {American  Economic  Review, 
September  1941)  has  succinctly  stated  the  viewpoint  above  expressed,  as 
follows : 

"The  conclusions  of  these  case  studies  are  in  no  sense  startling.  .  .  .  While 
the  present  study  is  in  no  sense  exhaustive,  it  is  a  most  welcome  exploratory 
study.  Unfortunately  the  period  of  time  under  consideration  was  in  most 
cases  too  brief.  Moreover,  the  evidence,  which  was  concerned  primarily 
with  short-run  relations  between  price  and  wage  decisions,  leaves  many 
questions  of  broad  underlying  relationships  for  the  most  part  unexplored." 

The  letter  of  transmittal  which  accompanies  the  monograph  was  written 
by  Isador  Lubin,  Commissioner  of  Labor  Statistics,  who  comments  briefly 
on  the  questions  to  which  the  study  is  addressed  and  p  „^_„_ 

on  the  answers  resulting  (pp.  ix-xi).    According  to  the  ,  Srotip 

summary  which  precedes  the  main  text  of  the  mono- 
graph, the  study  was  concerned  with  the  following  subjects  (p.  xiii) : 

61 
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(a)  The  processes  o£  wage  determination,  particularly  changes  in  wages 

(b)  The  efifect  of  changes  in  wage  rates  on  average  hourly  earnings  and  on 
labor  costs 

(c)  The  relation  of  wage  policy,  as  reflected  in  labor  costs,  to  total  costs  and 
to  price  policy,  and  the  extent  to  which  this  relation  is  influenced  by  the 
methods  of  cost  accounting  in  each  case 

(d)  The  processes  by  which  technological  changes  are  made 

These  problems  were  investigated  through  analyzing  the  respective  prac- 
tices of  six  firms  in  four  widely  difTerent  industries:  Two  of  the  companies 
manufactured  paper  and  paper  products,  two  manufactured  shoes,  one  man- 
ufactured cotton  textiles,  and  one,  the  International  Harvester  Company, 
manufactured  agricultural  implements.  The  study  was  undertaken  in  the 
summer  and  fall  of  1939,  and  covered  various  selected  portions  of  the  period 
1929-1938.  Personal  visits  were  made  to  the  plants  included,  accounting 
and  statistical  data  were  examined,  and  the  principal  executive  officers  of 
the  investigated  companies  were  interviewed.  Conclusions  as  to  what  gen- 
eral industrial  policy  either  is  or  should  be,  based  on  such  a  survey  of  six 
companies  and  covering  only  the  depression  period  1929-38,  can  have  no 
real  validity. 

THE  FINDINGS  AS  SUMMARIZED  (pp.  xiii-xxvi) 

The  formulation  of  wage  policies  was  found  to  be  a  complex  process: 
Adaptations  had  to  be  made  for  both  future  trends  and  present  conditions, 
^  and  the  problem  was  usually  complicated  by  the  in- 

p  ,.  .  fluence  of  many  factors,  some  of  them  conflicting.    To 

the  extent  that  a  company  was  more  or  less  free  to 
base  its  prices  upon  costs,  wage  policies  were  relatively  unaffected  by  price 
trends.  When  prices  were  fixed  by  the  market,  however,  periods  of  de- 
chne  usually  required  cost  adjustments.  Reduction  of  wage  rates  was  com- 
monly undertaken  for  purposes  of  reducing  costs.  The  wage  policies  of 
the  companies  studied  were  influenced  by  trends  in  the  industry,  the  wage 
policies  of  others  in  the  particular  industry,  the  policies  of  companies  com- 
peting for  the  same  labor,  general  economic  conditions  as  reflected  by  the 
price  of  the  product  sold,  the  financial  position  of  the  company,  the  status 
of  profits  or  losses,  the  influence  or  potential  influence  of  unions,  etc.  Two 
of  the  companies  investigated  endeavored  to  follow  a  wage  policy  which 
would  secure  and  retain  the  higher  grades  of  employees.  Information  se- 
cured from  other  companies  through  the  medium  of  trade  associations  or 
otherwise  played  a  role  in  at  least  two  cases. 

The  relation  between  wage  rates  and  average  hourly  earnings  was  found 
not  to  be  constant;  they  were  more  closely  correlated,  however,  when  hourly 
rates  were  the  rule,  when  operations  and  skills  were  more  nearly  standardized 
and  products  few,  and  when  the  speed  of  operations  was  more  readily  con- 
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trolled,  than  when  piece  rates  were  the  rule,  the  products    ^        •„   . 
numerous,  the  fluctuations  in  volume  great,  or  the  re-         ,  . 
quired  skills  of  considerable  variety.     The  experiences    „       ,    -, 
of  the  firms  as  to  wage  rates  and  average  hourly  earn- 
ings, during  expanding  and  contracting  periods  of  production,  generally 
varied  directly  but  not  in  the  same  proportion.     In  one  case  the  steadier 
flow  of  work   during   a   period   of   expanding   production,   improvements 
in   tools   without   changes    in   piece    rates,   increased   skill    resulting    from 
the  increased  continuity  of  work  on  the  same  model,  and  willingness  of 
employees  to  increase  their  output  because  they  were  not  afraid  of  running 
out  of  work  were  responsible  for  a  considerably  greater  increase  in  average 
hourly  earnings  than  in  wage  rates.    In  the  same  company  hourly  earnings 
fell  less  than  wage  rates  during  periods  of  declining  output  because  the 
workers  most  recently  employed  and  earning  the  lowest  rates  for  each  skill 
were  discharged  first.    Hourly  average  earnings  showed  a  tendency  to  rise 
less  rapidly  than  wage  rates  in  another  case  during  periods  of  expansion 
because  the  newer  employees  were  added  at  wage  rates  lower  than  those 
prevailing  for  the  older  employees.     Each  of  the  companies  investigated 
exhibited  a  pattern  of  its  own. 

The  relation  between  changing  hourly  wage  rates  and  changing  labor 
costs  was  found  to  be  neither  direct  nor  constant.  It  was  somewhat  closer, 
however,  when  the  workers  were  paid  on  a  piecework  Wap-pRatps 

basis   than  when  they  were  paid  on   an  hourly   basis.  , 

Divergence   between    the    changes    in    wage    rates    and  -    ,       rn<st<5 

labor  costs  appeared  to  become  increasingly  pronounced 
over  a  period  of  time;  it  was  also  accentuated  by  changes  in  the  volume 
of  output.  Some  of  the  companies  exhibited  a  closer  correspondence  be- 
tween wage  rates  and  costs  than  did  others.  In  one  case,  unit  labor  costs 
fell  less  during  periods  of  declining  volume  than  did  wage  rates,  because 
the  company  could  not  use  its  retained  and  better-paid  employees  so  effi- 
ciently when  the  volume  of  output  was  small.  The  increased  cost  of  set-up 
and  of  shifting  from  model  to  model  was  also  an  important  factor.  Dur- 
ing periods  of  increasing  output,  technological  changes  and  increased  effi- 
ciency kept  labor  costs  from  rising  as  rapidly  as  wage  rates.  In  a  second 
case,  changes  in  wage  rates  and  in  labor  costs  were  similar,  although  there 
was  a  considerable  fluctuation  in  labor  costs  which  was  not  associated  with 
general  changes  in  wage  rates.  The  latter  accompanied  changes  in  the 
volume  of  production  and  resulted  from  the  varying  intensity  with  which 
the  services  of  hour-rate  employees  were  used.  In  three  other  cases,  where 
the  piece-rate  basis  prevailed,  wage-rate  changes  were  closely  followed  by 
proportionate  changes  in  labor  costs.  In  two  cases,  at  least,  technological 
improvements  had  significant  effects  upon  unit  labor  costs. 

Little  correspondence  was  observed  between  wage-rate  changes  and 
changes  in  total  costs.    Labor  costs  were  not  of  great  importance  in  explain- 
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Labor  Costs  ^"^^  '^^  changes  in  the  total  production  costs  of  any 

J  of  the  companies  investigated,  in  spite  of  the  fact  that 

Total  Costs  labor  costs  ran  as  high  as  thirty  or  forty  per  cent  in  at 

least  one  case.  It  was  found,  however,  that  during 
periods  of  recession  labor  costs  were  subject  to  acts  of  strategy  designed 
to  place  the  business  on  a  profitable  basis;  wage  rates  were  decreased  in 
an  attempt  to  reduce  total  production  costs  and  thus  protect  reasonable 
profits.  The  relative  importance  of  labor,  materials,  and  overhead,  as  ele- 
ments of  cost,  was  found  to  vary  widely  both  in  different  plants  and  over 
a  period  of  time.  During  periods  of  declining  productivity,  raw-material 
prices  and  wage  rates  exhibited  a  tendency  to  decline  while  overhead  costs 
per  unit  increased;  the  opposite  tended  to  hold  true  during  periods  of  ex- 
pansion. Where  the  price  of  raw  materials  and  the  price  of  the  finished 
product  exhibited  a  tendency  to  move  together,  the  level  of  labor  and  over- 
head costs  per  unit  was  important  only  in  determining  profitability.  When 
overhead  costs  per  unit  were  substantially  larger  than  the  unit  labor  cost, 
the  maintenance  of  volume  was  of  great  importance.  When  the  opposite 
relationship  held  true,  the  unit  labor  cost  held  the  position  of  strategy.  In 
one  instance  it  was  found  that  during  certain  periods  the  unit  labor,  ma- 
terial, and  overhead  costs  moved  in  sufficiently  opposite  directions  to  leave 
the  total  unit  cost  but  slightly  changed.  In  some  cases  fluctuations  in  mate- 
rial costs  were  of  most  importance  in  determining  changes  in  total  costs. 
Labor  costs  were  not  found  to  be  the  primary  factor  in  causing  changes  in 
total  costs  in  any  of  the  companies  investigated. 

No  closely  defined  correspondence  between  cost  and  price  changes  was 
found  in  any  of  the  plants  studied.  It  was  therefore  concluded  that  the 
rn«4tq  Prirp«!  emphasis   which   businessmen   place  upon  costs   in  ex- 

,  '  plaining  price  changes  would  appear  to  be  exaggerated. 

p  .      p,.  Cost,  nevertheless,  did  have  some  influence  upon  prices; 

it  varied,  however,  with  each  individual  case.  The 
ability  of  the  particular  concern  to  maintain  an  independent  price  policy 
and  to  control  the  elements  of  cost,  the  extent  to  which  price  changes  af- 
fected sales,  etc.,  were  extremely  important  in  determining  the  specific 
influence.  Even  then,  the  relationship  changed  with  changing  business 
conditions.  The  effect  of  wage-rate  changes  upon  prices  was  held  to  be 
indirect  and  remote;  it  appeared  that  price  changes  brought  about  wage 
changes  rather  than  that  price  changes  were  brought  about  by  wage 
changes.  The  pressure  upon  costs  was  greatest  when  a  prolonged  period 
of  falling  prices  impaired  a  company's  cash  position  and  its  solvency. 

The  period  of  time  covered  by  the  investigation  was  believed  to  be  too 

short  to  enable  the  investigators  to  make  a  satisfactory  analysis  of  the  tech- 

TprbnnlnHral  nological   changes   which   took  place   in  the   industries 

p,  studied.     Major  cost  reductions  were  accomplished  in 

several  cases,  but  were  found  to  be  the  cumulative  re- 
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suit  of  numerous  minor  improvements;  technological  change  was  also 
found  to  be  the  result  of  a  constant  efifort  to  reduce  cost  and  to  improve 
quality.  Sharp  increases  in  wage  rates  were  not  found  to  be  of  great  im- 
portance in  generating  waves  of  technological  change;  often  the  principal 
benefits  of  technological  change  were  expressed  in  savings  in  material  and 
overhead  costs  rather  than  in  wage  costs.  The  net  cost  of  the  change,  the 
effect  upon  the  product,  and  in  some  cases  the  effect  upon  labor  were  im- 
portant influences  in  determining  whether  technological  changes  should  be 
made.  The  greatest  stimulus  for  investment  in  new  techniques  was  found 
to  exist  when  sales  were  expanding.  It  was  found  also  that  major  techno- 
logical changes  in  machinery  and  layout  were  more  likely  to  be  made  when 
new  models  were  introduced.  Two  of  the  companies  assured  their  em- 
ployees that  certain  technological  changes  would  be  made  only  as  fast  as 
the  normal  turnover  and  expansion  of  output  permitted  the  absorption  of 
displaced  workers. 

CRITIQUE  AND  EVALUATION 

The  study  reported  in  Monograph  No.  5  is  similar  in  nature  to  numerous 
others  undertaken  during  the  past  twenty  or  thirty  years  in  which  social 
and  economic  experience  has  been  subjected  to  investigation  in  the  hope 
of  discovering  general  principles  and  conclusions  applicable  to  the  function- 
ing of  the  social  and  economic  order.  The  investigators  stated  specifically 
that  the  report  seeks  "to  describe  certain  problems  as  they  affect  the  econ- 
omy generally  and  not  merely  the  particular  firms  involved."  ^  The  letter 
of  transmittal  accompanying  the  monograph  somewhat  more  conservatively 
indicates  that  the  study 

.  .  .  "gets  down  to  cases"  on  what  happens  in  particular  companies  when  wage 
rates  are  changed,  when  prices  change,  and  when  new  machines  or  techniques 
are  introduced;  it  describes  the  processes  by  which  these  changes  take  place  as 
management  sees  them,  and  discusses  their  varying  effects  on  costs  and  on  profits 
in  six  companies  in  four  different  industries.  These  studies  represent  an  attempt 
to  avoid  that  oversimplification  which  often  results  from  the  study  of  summarized 
over-all  data  on  wages  and  prices.^ 

In  its  descriptive  aspects  the  study  is  not  without  merit.  Within  the 
limits  established  it  covers  the  selected  phases  of  the  companies  investi- 
gated rather  thoroughly,  although  there  are  some  sections  in  which  one 
gathers  the  impression  that  the  officials  interviewed  described  what  they 
believed  to  be  the  causes  of  their  actions  rather  than  the  actual  responsible 
factors.  An  individual  is  not  always  conscious  of  the  true  influences  that 
motivate  him;  rationahzation,  also,  often  plays  a  part  in  any  subsequent 
explanation.    There  are  other  sections  where  one  feels  that  the  causes  given 

^  Monograph,  p.  xiii.  -  Ibid.,  p.  ix. 
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are  the  most  apparent  ones  rather  than  the  deeper  and  more  vital  factors  that 
probably  could  have  been  revealed  by  a  more  penetrating  investigation.  In 
spots  one  is  also  tempted  to  conclude  that  the  investigators  unconsciously 
described  the  influence  of  labor  costs  in  a  manner  most  favorable  to  the 
labor  point  of  view.  Nevertheless,  the  experience  descriptions  are  of  con- 
siderable interest;  they  point,  also,  as  the  letter  of  transmittal  states,  to  the 
extremely  important  conclusion  "that  any  general  governmental  action 
affecting  wages  or  prices  in  a  uniform  or  inflexible  manner  will  inevitably 
have  many  repercussions,  which  may  or  may  not  be  beneficial."  ^  The 
conditions  peculiar  to  various  units  of  industry  are  sufficiently  different 
that  legislation  should  never  be  expected  to  affect  all  alike,  even  where, 
superficially,  a  fair  degree  of  uniformity  appears  to  exist. 

The  study  failed,  however,  to  accomplish  its  deeper  purpose.  This  is 
admitted,  in  the  letter  of  transmittal,  in  the  statement  that  "because  of  the 
limited  scope  of  the  inquiry,  it  could  not  yield  any  final  recommendations 
for  Government  policy,  either  legislative  or  administrative."  *  The  inves- 
tigation encountered  most  of  the  difficulties  found  in  any  statistical  approach 
to  conclusions.  The  problems  investigated  were  set  in  an  environment  so 
complex  that  it  was  impossible  to  isolate  the  effective  influences  conclu- 
sively. The  economic  latitude  enjoyed  by  the  officials  of  the  respective  com- 
panies included  in  the  study  differed  to  such  a  degree  and  in  such  respects 
that  the  adjustments  made  to  meet  specific  changes  in  conditions  were  far 
from  uniform.  Thus,  depending  upon  circumstances,  increases  in  wages 
were  variously  offset  or  absorbed  by  an  increase  in  prices,  a  reduction  in 
the  cost  of  materials,  an  improved  technological  procedure,  the  requirement 
of  greater  output  per  unit  of  time  and  per  unit  of  labor,  an  increased  total 
output  and  consequent  reduction  in  unit  overhead,  a  reduction  in  profits, 
etc.  That  $uch  should  have  been  found  to  be  the  case  is  not  surprising. 
Most  business  decisions  are  the  resultant  of  the  influences  of  numerous 
pressures  and  are  made  in  an  environment  of  various  alternatives.  Since 
business  officials  are  human,  that  alternative  is  most  likely  to  be  chosen  in 
each  specific  instance  which  either  appears  to  represent  the  path  of  least 
resistance  or  seems  to  offer  the  greatest  opportunity  for  success.  No  busi- 
ness is  likely  to  be  one  hundred  per  cent  efficient  at  any  time;  wastes  and 
inefficiencies  are  evident  everywhere.  As  pressures  become  more  acute, 
greater  efficiency,  within  limits,  is  likely  to  result  and  waste  is  apt  to  be  re- 
duced. To  have  discovered  inductively  only  that  these  things  are  true  in 
specific  instances  may  make  an  impression  upon  those  who  sit  in  the  seats 
of  policy  formulation,  but  it  adds  little  to  what  could  have  been  concluded 
by  deduction.  Nor  does  it  make  an  important  contribution  to  that  which 
was  known  previously.  Certainly,  the  story  told  was  not  developed  to 
such  a  point  or  in  such  a  way  that  much  reliance  can  be  placed  on  its  applic- 
ability to  the  economy  generally. 

3  Monograph,  p.  ix.  *  Ibid.,  p.  ix. 
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Further,  business  is  dynamic;  it  is  composed  of  a  series  of  more  or  less 
continuously  appearing  and  disappearing  statics.  The  adjustments  that 
may  have  been  made  historically  as  a  specific  business  unit  passed  from 
static  situation  number  one  to  static  situation  number  two  need  not  be  at 
all  indicative  of  the  adjustment  that  should  be  made  when  the  same  busi- 
ness passes  from  dynamic  situation  three  to  dynamic  situation  four.  Unless 
it  can  be  assumed  that  dynamics  are  to  follow  some  sort  of  uniform  pat- 
tern an  inductive  investigation  not  only  fails  to  provide  conclusions  as  to 
what  may  be  expected  to  happen  in  other  business  units  but  also  fails  to 
provide  conclusions  as  to  what  reactions  may  be  expected  at  other  times 
and  under  other  conditions.  The  only  conclusion  applicable  to  the  dynamic 
which  Monograph  No.  5  reports  is,  as  stated  previously,  that  "any  general 
governmental  action  affecting  wages  or  prices  in  a  uniform  or  inflexible 
manner  will  inevitably  have  many  repercussions,  which  may  or  may  not 
be  beneficial." 

Like  most  statistical  investigations  the  report  in  Monograph  No.  5  is 
based  upon  the  use  of  samples.  Usually,  the  samples  are  chosen  in  such  a 
manner  that  the  results  obtained  contribute  toward  the  ,      , 

proving   or   disproving   of   some   general    statement   of  f  tVi    ^         1 

belief  or  truth.  This,  as  indicated  previously,  was  the 
aim  of  the  study  under  consideration.  Whenever  a  number  of  uncon- 
trolled variables  are  present,  however,  the  sample,  if  possible,  should  be  so 
chosen  that  all  extraneous  factors,  all  factors  that  point  in  directions  other 
than  that  of  the  conclusion  reached,  will  be  given  an  opportunity  to  cancel 
out.  The  reliability  of  the  results  determined  inductively  varies  with  the 
extent  to  which  a  study  approaches  the  method  of  single  difference;  the 
conclusions  reached  are  subject  to  doubt  and  to  qualifications  whenever 
this  condition  is  lacking.  The  sample  selected  for  the  report  under  con- 
sideration contains  conditions  so  varied,  so  complex,  and  so  changing,  in- 
cludes such  a  small  number  of  cases  and  covers  such  short  periods  of  time, 
involves  companies  located  in  such  widely  separated  labor  markets  and  so 
far  from  being  directly  competitive  as  respects  the  products  sold,  that  it 
appears  to  lack  the  elements  of  acceptability.  The  choice  of  the  sample,  in 
large  part,  seems  to  have  been  dictated  by  the  fact  that  certain  data  were 
readily  available.  The  report  admits,  not  only  that  the  companies  selected 
for  purposes  of  the  study  were  not  necessarily  representative  of  their  indus- 
tries, but  also  that  their  selection  was  influenced  by  the  fact  that  "better- 
than-average  cost  records  were  essential  to  the  inquiry."  ^  While  accurate 
information  is  highly  desirable,  the  information  test  is  not  the  only  one  to 
be  met  in  attempting  to  solve  the  problem  of  samples.  It  is  therefore  diffi- 
cult to  see  how  anything  conclusive  as  respects  the  economy  generally  could 
have  been  expected  to  flow  from  an  investigation  thus  conceived.    The  fail- 

^  Ibid.,  p.  xiii. 
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ure  of  the  study  to  develop  anything  of  great  importance  as  respects  the 
larger  whole  is  directly  correlated  with  the  inadequacy  of  the  sample,  with 
the  failure  of  the  sample  to  come  at  all  close  to  providing  the  conditions 
requisite  for  the  study  to  approach  the  method  of  single  difference. 

1.  The  sample  includes  companies  in  which  the  wage-determining  factors 
did  not  come  to  a  focus. 

Officials  of  no  two  companies  saw  the  wage  problem  in  exactly  the  same  light. 
Some  executives  believed  that  wage  policies  in  their  companies  should  conform 
to  the  broad  movements  in  wage  rates  throughout  industry;  others  look  for 
guidance  mainly  to  the  actions  of  particular  firms  in  their  own  industry.  In 
some  cases,  emphasis  was  upon  the  wages  paid  by  companies  which  competed 
directly  for  sales,  while  in  others  more  importance  was  accorded  to  the  policies 
of  firms  which  drew  upon  the  same  supply  of  labor  or  were  located  in  the  same 
community.^ 

In  one  case  it  was  stated  that  the  policy  of  the  company  followed  the 
decisions  of  its  trade  association  rather  closely.  In  another  case  the  policy 
of  the  company  was  stated  to  be  neither  to  lag  nor  to  lead.  In  still  another 
case  it  was  stated  that  while  it  was  not  the  policy  of  the  company  to  lead 
in  making  wage  changes  it  also  avoided  being  the  last  to  follow.  To  the 
extent  that  this  describes  the  true  status  of  the  wage  policies  of  the  com- 
panies investigated,  it  is  evident  that  the  wage-determining  factors  did  not 
first  come  to  a  focus  within  the  limits  of  the  sample;  the  companies  in- 
cluded in  the  study  were  thus  not  on  the  front  lines  of  the  battle.  In  this 
respect  the  sample  definitely  misses  fire  and  so  fails  to  be  of  the  greatest 
service.  Whenever  specific  firms  adjust  their  policies  to  accord  with  the 
policies  of  others,  it  is  evident  that  the  more  important  question  revolves 
around  the  problem  of  determining  why  the  leaders  made  their  adjust- 
ments. Studying  the  former  will  not  contribute  much  to  the  solution  of 
the  latter.  The  study  begs  the  question,  therefore,  by  not  including  the 
proper  elements  for  the  investigation  of  wage  policies.  There  are  three 
cases,  however,  in  which  companies  are  described  as  following  independent 
wage  policies.  Here,  perhaps,  is  something  that  represents  a  focusing  ex- 
perience, although  even  this  claimed  independence  should  certainly  have 
been  subjected  to  much  closer  scrutiny  and  analysis  than  it  apparently  was 
given.  It  should  be  noted  that  in  at  least  one  of  the  cases  where  independ- 
ence was  claimed  wages  were  cut  when  "the  thought  was  in  the  air."  "^ 

2.  The  investigators  ignored  the  labor  cost  element  of  material  costs.  An- 
other illustration  of  sample  failure  is  found  in  those  cases  in  which  the 
pressure  for  price  changes  was  ascribed  to  changes  in  the  cost  of  materials 
rather  than  to  changes  in  the  cost  of  labor.  In  the  case  of  the  shoe  com- 
panies it  was  stated:  "When  sales  are  expanding  the  general  practice  is  to 
advance  prices  to  meet  increases  in  raw-materials  cost  which  result  from 

^Monograph,  p.  xv.  "^  lhid.,p.  10. 
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the  augmented  demand."®  It  was  reported  that  in  the  paper  companies 
the  "raw  materials  are  such  a  large  proportion  of  total  costs  that  the  latter 
figures  have  followed  closely  the  changes  in  raw-material  costs."®  In  the 
cotton  textile  mills  investigated,  "changes  in  labor  costs  were  the  principal 
factors  in  changes  in  standard  manufacturing  costs  per  yard,  but  they  were 
far  less  important  in  changes  in  total  costs  than  were  the  costs  of  raw 
materials."  ^°  Such  conclusions,  although  interesting  as  respects  the  com- 
panies studied,  have  little  meaning  as  respects  the  general  economy,  since 
they  shed  no  light  upon  the  factors  responsible  for  changing  the  costs  of 
raw  materials.  The  latter,  too,  include  the  "price"  of  labor.  The  labor  force 
employed  by  the  companies  investigated  represents  only  a  portion  of  the 
total  labor  entering  into  the  final  finished  product.  To  conclude,  therefore, 
that  the  cost  of  labor  exercises  very  little  influence  in  changing  the  price  of 
the  finished  product,  simply  because  the  cost  of  the  particular  segment  of 
labor  directly  used  by  a  specific  company  was  believed  to  be  of  negligible 
importance,  begs  the  broader  economic  question.  The  investigators  ap- 
peared to  be  dimly  conscious  of  this  fact  in  their  analysis  of  the  problems 
encountered  in  studying  the  International  Harvester  Company,  where  in 
one  or  two  instances  changes  in  the  labor  portion  of  costs  were  explained 
by  stating  that  the  company  shifted  from  a  policy  of  buying  its  raw  ma- 
terials. Even  here,  however,  the  analysis  was  not  pursued  to  the  proper 
limits  nor  to  its  logical  conclusion. 

3.  The  sample  did  not  include  companies  in  which  the  price-determining 
factors  came  to  a  focus.  The  failure  of  the  sample  to  provide  the  data  nec- 
essary for  describing  the  problems  investigated  in  terms  of  their  effects  upon 
the  general  economy  may  be  still  further  illustrated  from  the  investigators' 
discussion  of  the  influence  of  changes  in  labor  costs  upon  prices,  by  empha- 
sizing a  slightly  different  angle  from  that  presented  above. 

In  reference  to  the  shoe  companies  studied  the  investigators  reported  that 
".  .  .  wage-rate  changes  have  not  had  any  appreciable  influence  upon  price 
policy.  Generally,  when  business  is  declining,  prices  are  cut  to  meet  com- 
petition ^^  and  maintain  sales  .  .  .  ,"  ^^  and  again :  "The  role  of  wage  policy 
in  price  policy  is  largely  secondary  to  changes  in  materials  costs  and  in  the 
mar\et  situation."  ^^  As  respects  the  paper  companies,  it  was  stated  that 
"changes  in  labor  costs  have  not  only  played  a  minor  part  in  each  com- 
pany's costs  but  total  unit  costs  have  not  been  an  important  factor  in  price 
policy.  ...  In  fact,  prices  are  spoken  of  by  company  officials  as  fixed  for 
them  'by  the  mar\et."''^'^  In  the  case  of  the  textile  mills  "prices  of  both 
raw  materials  and  gray  goods  are  market-determined  and  the  company  has 
no  control  over  them.     Such  correspondence  as  exists  between  costs  and 

^Ibid.,  p.  15.  ^Jbid..  p.  38.  ^oibid.,  p.  50. 

11  The  reviewers  supplied  the  italics  in  this  and  following  quotations. 

12  Ibid.,  p.  15.  13  Ibid.,  p.  20.  1*  Ibid.,  p.  40. 
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prices  is  explained  by  the  similarity  of  the  forces  determining  the  prices  of 
the  raw  cotton  and  of  gray  goods.  Labor  costs  play  little  or  no  part  in  price 
determination  at  least  in  the  short  run;  rather,  wage  rates  are  changed  as 
the  result  of  the  pressure  of  falling  prices,  and,  more  importantly  still,  of 
declining  mill  margins."  ^^  "The  prices  of  agricultural  implements  in  gen- 
eral, and  of  the  International  Harvester  Company  in  particular,"  were  held 
to  be  "of  the  class  of  prices  which  can  be  influenced  by  the  administrative 
policy  decisions  of  business  executives."  ^"^ 

It  is  commonly  assumed  that  under  competitive  conditions  prices  are 
determined  in  the  market,  and  that  the  competitive  forces  come  to  a  focus 
at  the  margins.  (The  atmosphere  in  which  the  investigated  companies 
operated  does  not  appear  to  be  the  most  competitive,  if  the  conditions  de- 
scribed are  to  be  taken  literally.)  Such  conclusions  are  usually  reached 
through  deductive  reasoning.  It  is  evident,  however,  that  an  inductive 
study  does  not  run  the  influence  of  wage  changes  upon  prices  to  the  ground 
when  it  leaves  the  problem  with  the  statement  that  prices  are  determined 
in  the  market.  Although  the  wage  changes  experienced  by  the  specific 
concerns  studied  may  not  have  appeared  to  influence  the  prices  which  these 
concerns  obtained  for  their  products,  it  still  does  not  follow  that  the  prices 
determined  by  the  market  were  not  influenced  by  wage  changes. 

Market  prices  probably  reflect  supply  and  demand.  While,  temporarily, 
supply  may  not  be  affected  by  wage  changes,  it  would  seem  that,  in  the 
long  run,  at  least  estimated  cost,  including  wage  costs,  should  be  an  impor- 
tant factor  in  determining  supply.  If  goods  are  to  continue  to  be  produced 
there  must  be  a  reasonable  prospect  of  recouping  the  costs  incurred,  in- 
cluding the  wage  costs.  Statistically,  the  use  of  the  terms  "determined  by 
the  market"  begs  the  question  until  it  is  shown  by  induction  how  the  mar- 
ket prices  referred  to  were  determined.  It  was  stated  previously  that  the 
study  ignores  the  labor  cost  implicit  in  the  purchased-material  cost.  The 
ignored  labor  costs  may  possibly  have  been  important  influences  in  deter- 
mining the  final  product  price.  The  labor  cost  constitutes  from  60  to  80 
per  cent  of  the  total  product  cost  of  all  the  goods  produced  by  the  economy. 
If  any  cost  is  to  play  a  part  in  influencing  final  product  price,  it  would 
appear,  therefore,  that  labor  cost  should  be  that  influence.  The  study  will 
have  to  be  carried  much  further  than  it  was  carried  before  it  can  disprove 
such  a  deductive  conclusion.  It  should  also  be  organized  to  include  cases 
in  which  the  labor  cost  constitutes  a  large  percentage  of  total  cost.  If  a 
product  was  manufactured  by  a  company  in  which  the  labor  cost  consti- 
tuted 95  per  cent  of  the  total  manufacturing  cost,  could  the  investigators 
have  held  that  wage-cost  changes  would  have  had  no  effect  upon  market 
prices? 

The  specific  causal  influence  in  price  changes  does  not  remain  fixed  over 

15  Monograph,  p.  50.  '^^Ibid.,  p.  81. 
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the  longer  periods  of  time.    If  for  one  reason  or  another  demand  increases 
or  decreases,  supply  remaining  the  same,  price  should  -  „ 

reflect   the  new  conditions  and   the  cycle  of  resulting  „  p 

changes  would  begin  from  that  point.    If,  on  the  other  p  . 

hand,  cost  factors  should  be  changed  first,  through  legis- 
lation, union  activity,  etc.,  it  is  logical  to  expect  that  supply  would  be  af- 
fected in  the  long  run  and  that  price  would  reflect  that  fact.  It  is  true  that 
at  a  given  moment  and  in  a  given  case  numerous  adjustments  can  be  made 
to  absorb  increased  cost;  the  various  alternatives  are  possible  only  within 
limits,  however,  and  cannot  be  relied  upon  to  absorb  increased  costs  either 
continuously  or  in  every  case.  It  should  be  noted  that  most  cost  savings 
mentioned  in  the  report  are  available  prior  to  their  being  pressed  into  the 
picture  by  an  increase  in  costs  and  that  most  of  them  are  just  as  available 
when  material  costs  increase  as  when  wage  costs  increase.  The  report  places 
considerable  emphasis  upon  offsetting  cost  influences  and  upon  the  other 
savings  influences  in  connection  with  its  discussion  of  wage  cost  increases, 
but  fails  to  give  the  same  emphasis  to  such  influences  in  discussing  ma- 
terial cost  increases.  Therein  it  lays  itself  open  to  indictment.  Except  for 
a  possibly  greater  stimulus  to  the  wage  earners,  there  is  little  economic  rea- 
son for  expecting  that  wage  increases  would  have  less  influence  upon  price 
changes  than  other  cost  increases. 

The  study  covers  too  short  a  period  to  discover  the  long-run  effects  of  cost 
changes  (a  weakness  of  which  the  investigators  were  conscious)  and  too 
few  cases  to  determine  any  general  principle.  It  is  evident  that  the  com- 
panies chosen  for  investigation  were  such  that  the  long-run  supply  influ- 
ence could  not  well  be  determined  from  a  short-run  analysis  of  their  ex- 
perience. Their  plant  investments  were  such,  their  overhead  in  most  cases 
such,  that  they  were  not  in  a  strategic  position  to  reduce  supply  readily  upon 
an  increase  in  costs,  for  the  purpose  of  obtaining  an  increased  price  for 
their  product;  unless  the  general  supply-and-demand  conditions  were  favor- 
able to  the  latter,  it  would  actually  pay  most  of  the  companies  to  operate 
at  a  loss  for  a  considerable  period,  or  at  considerably  reduced  profits,  on 
the  basis  of  prevailing  prices,  rather  than  suffer  a  possible  bigger  loss  or 
a  possible  further  reduction  in  profits  by  increasing  the  price  less  than 
enough  to  offset  the  influence  of  a  decreased  demand  resulting  from  in- 
creased prices.  Until  sufficient  pressures  are  developed,  the  policy  followed 
in  the  specific  case  is  likely  to  be  strategic  if  not  social.  The  report  offers 
no  information  concerning  the  influence  of  new  units  which  might  have 
come  into  the  industries  whose  plants  were  investigated  and  which  thus 
might  have  forced  conclusions  contrary  to  those  reached  in  the  specific 
cases  studied. 

Although  the  report  denied  the  influence  of  wage  increases  in  bringing 
about  higher  prices,  it  did  grant  that  such  changes  had  an  effect  upon 
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y   «  profits.     In  the  long  run,  however,  reductions  in  total 

of  Decreased  profits  might  reasonably  be  expected  to  have  an  impor- 

Profits  ^^"^^  effect  upon  both  wages  and  prices.    If  our  economy 

is  to  be  activated  by  the  profit  motive,  sooner  or  later 
reductions  in  profit,  if  they  are  not  to  be  accepted  permanently,  must  react 
upon  either  prices  or  costs.  That  wages  should  have  been  reduced  for  the 
purpose  of  maintaining  a  fair  profit  during  periods  of  declining  prices  is 
natural,  and  may  even  have  been  socially  desirable.  The  fact  that  increased 
wages  often  did  not  appear  to  cause  an  increase  in  prices  in  the  specific 
instances  studied,  although  profits  were  seriously  reduced,  may  be  ex- 
plained by  several  factors.  Within  limits  the  employers  may  have  been 
motivated  by  a  sympathetic  attitude  toward  labor  (the  period  was  one  of 
a  generally  favorable  public  attitude  toward  labor,  and  employers  were  con- 
scious of  the  pressure  thus  generated) ;  the  previous  profit  may  have  been 
higher  than  the  amount  necessary  to  provide  a  reasonable  reward  and  in- 
centive for  entrepreneurial  services;  the  specific  plants  studied  may  not 
have  been  in  a  strategic  position  to  manipulate  their  prices  at  will  or  to 
raise  prices  without  bringing  about  such  a  reduction  in  demand  as  to  fur- 
ther decrease  profits;  or  offsetting  cost  reductions  may  have  been  put  into 
effect.  Profits  cannot  be  reduced  without  limit,  however,  unless  the  econ- 
omy is  to  be  seriously  changed,  without  setting  in  motion  the  normal  reac- 
tions. If  wages  are  to  be  increased  beyond  the  limits  of  the  available  coun- 
teracting cost  reductions,  the  attempt  will  definitely  be  made  to  reestablish 
a  reasonable  profit  position  by  increasing  prices. 

The  study  endeavored  to  secure  data  for  describing  certain  problems  as 
they  affect  the  economy  generally  by  analyzing  the  experiences  of  specific 
p     •. .         «  companies.     It   is   obvious,   however,    that   the   adjust- 

the  Individual         rnents  which  a  particular  company  makes  to  varying 
Comna-nv  stimuli    during   short   periods   of   time   will   be   condi- 

tioned, in  part,  by  the  specific  status  of  that  firm  in 
the  scheme  of  things.  Plants  such  as  those  which  served  as  the  basis  for 
the  study  under  consideration  naturally  exhibited  certain  peculiarities  which 
played  a  part  in  the  policy  decisions  reached.  The  amount  of  their  plant 
commitment;  the  specific  prices  at  which  the  various  portions  of  the  plant 
and  equipment  commitments  were  made;  the  caliber  of  the  various  officials 
in  each  company;  their  salary  structure,  etc.;  the  position  of  the  companies 
in  the  economic  picture;  the  specific  evaluation  of  what  action  should  be 
considered  best  in  view  of  immediate  changes  in  the  basic  situation,  etc. — 
these  considerations  must  obviously  have  influenced  immediate  policy.  It 
is  strategic  for  the  individual  to  so  conduct  himself,  in  view  of  the  sum 
total  of  the  conditions  which  constitute  his  setting,  that  his  own  position 
will  be  enhanced  most.  Within  the  area  of  his  freedom,  therefore,  it  is 
logical  that  decisions  should  be  made  that  are  pertinent  to  that  end.  Unless 
the  decisions  are  forced  by  some  social  process,  the  reactions  of  specific  units 
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of  the  economic  process  to  varying  stimuli  are  of  most  interest  in  relation 
to  their  specific  setting  and  of  questionable  value  apart  from  it.  If  it  is 
not  shown  that  all  units  of  all  industries  are  similarly  situated  (or  suffi- 
ciently similarly  situated)  in  respect  to  their  sum-total  environment,  or  if 
the  sample  is  not  so  chosen  that  the  differing  and  contradictory  phases  of 
the  respective  units  of  the  sample  cancel  out,  the  conclusions  resulting  from 
such  a  study  as  that  here  considered  can  be  applied  to  the  totaL  economy 
only  with  fear  and  trembling. 

To  a  large  extent,  also,  the  study  was  based  upon  the  accounting  data 
accumulated  by  the  respective  companies  investigated.     It  is  a  pertinent 
observation  that  usually  the  accounting  data  of  the  spe-    t  -^'f  +•     ™    f 
cific  concern  is  definitely  tied  to  the  historical  develop-    .  t*      n  t 

ment  of  that  organization.  The  historical  experience  is 
of  great  importance  whenever  a  problem  involves  a  company's  depreciation 
charges,  an  item  of  overhead  which  the  investigators  recognized  as  being 
of  considerable  importance  in  the  total  costs  of  operation.  Buildings,  ma- 
chinery, etc.  are  acquired  as  the  need  becomes  apparent,  in  terms  of  the 
price  level  prevailing  at  the  time  of  acquisition.  While  this  background 
must  play  some  part  in  influencing  the  particular  company's  action,  the 
specific  part  that  it  plays  in  determining  prices  is  subject  to  question. 
Obviously,  the  influence  of  the  historical  background  is  most  limited  when 
new  companies  are  most  free  to  enter  the  picture  and  thus  bring  the  influ- 
ence of  new  up-to-date  values  to  bear  upon  industrial  policy.  Under  the 
capitalist  pattern  and  from  the  standpoint  of  the  general  picture,  there  is  of 
course  little  reason  why  past  commitments  should  play  a  great  part  in  cur- 
rent price  and  wage  conclusions.  When  competition  is  free  this  will  usually 
turn  out  to  be  the  case.  Overhead,  depreciation  at  least,  is  an  individual 
historical  cost.  Comparing  wage  and  material  costs  with  total  specific  com- 
pany costs  may  therefore  have  little  meaning  for  the  economy  as  a  whole. 

Also,  accounting  usually  makes  little  or  no  allowance  and  no  correction 
for  changes  in  the  value  of  money  or  for  changes  in  the  purchasing-power 
value  of  the  assets  that  constitute  the  depreciation  base.  Nor  did  the  inves- 
tigators attempt  to  correct  the  cost  figures  used  for  such  changes.  The  in- 
vestigation, conducted  in  terms  of  non-homogeneous  monetary  units  and 
accounting  values  and  covering  periods  of  considerable  variation  in  both 
price  levels  and  values,  therefore  lacks  much  that  is  desirable  from  the 
standpoint  of  its  general  economic  meaning  and  applicability.  Although 
standard  cost  procedures  implicitly  make  some  corrections  for  the  above 
influences,  the  corrections  are  usually  far  short  of  those  required  and  the 
depreciation  aspect  of  overhead  is  seldom  touched.  In  no  case  did  it  appear 
that  the  investigators  arrived  at  the  true  economic  costs,  the  costs  that  theo- 
retically should  have  influenced  prices. 

In  the  third  place,  the  accounting  allocation  of  costs  to  specific  units  is 
likely  to  involve  a  considerable  degree  of  arbitrary  procedure,  especially 
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in  the  case  o£  the  allocation  of  overhead.  A  particular  company's  unit  costs 
are  therefore  likely  not  to  have  full  meaning  economically.  Most  businesses 
contain  numerous  joint  cost  situations;  economically,  therefore,  the  most 
that  can  be  said  accurately  is  that  total  price  can,  in  the  long  run,  be  ex- 
pected to  cover  total  costs.  Whenever  the  cost-price  problem  is  analyzed 
in  terms  of  its  accounting  costs  there  is  present,  usually,  a  certain  degree 
of  artificiality.  In  places  the  investigators  appeared  to  be  conscious  of  the 
weaknesses  inherent  in  accounting  data;  little  was  done,  however,  toward 
securing  more  vital  data  or  toward  correcting  the  defects  admitted  before 
drawing  conclusions  therefrom. 

In  spots  the  report  is  guilty  of  generalizing  a  bit  too  broadly  and  of 
expressing  statements  not  based  upon  the  investigation  proper.  Thus  the 
Generalizations  ^^"er  of  transmittal  states  that  "these  studies  suggest 
and  Obiter  Dicta  ^^^^  ^'^  most  companies  costs  are  far  less  important 
in  immediate  price-policy  decisions  than  businessmen 
are  accustomed  to  believe."  "    The  summary  states: 

(1)  .  .  .  business  executives  have  large  opportunities  for  the  exercise  of  judg- 
ment and  discretion,  and  the  net  result  of  their  daily  decisions  has  a  far-reaching 
effect  which  is  too  often  ignored  in  discussions  of  industrial  problems.^^ 

(2)  In  any  course  of  action  affecting  either  wage  or  price  changes  the  account- 
ing practices  by  which  costs  are  determined  in  each  company  frequently  have  an 
important  influence.-'^ 

(3)  Wage-rate  changes  are  one  of  the  most  generally  used  methods  of  reduc- 
ing costs.-'' 

(4)  Costs  influence  prices,  but  prices  also  affect  costs,  since  volume  is  partially 
dependent  upon  price;  and  unit  overhead,  in  turn,  is  dependent  upon  volume.-^ 

(5)  This  survey  suggests  that,  when  sales  are  falling,  businessmen  commonly 
regard  themselves  as  being  forced  to  lower  costs  to  conform  to  reduced  prices 
and  that,  when  business  is  improving,  they  think  of  prices  as  being  raised  to 
conform  to  higher  costs.-- 

(6)  In  periods  of  rapidly  changing  business  conditions,  the  importance  of 
the  psychology  of  a  market  situation  should  not  be  minimized,  since  the  point 
of  view  of  businessmen  obviously  exerts  a  very  important  influence  upon  market 
trends.  In  such  situations  it  cannot  be  too  strongly  emphasized  that  the  relation 
between  costs  and  prices  is  not  direct,  mechanical,  or  exact.-^ 

(7)  On  the  basis  of  this  very  limited  group  of  concerns  it  appears  that  business- 
men tend  to  overstress  the  importance  of  costs  in  relation  to  their  decisions  on 
prices.^* 

(8)  The  only  generalization  possible  is  that  costs  have  an  obvious  influence 
upon  prices,  and  prices  in  turn  upon  costs;  the  character  of  the  relation  in  any 
individual  case  and  at  any  specific  time  must  be  individually  appraised  on  the 
basis  of  all  the  attendant  conditions.     Needless  to  say,  this  leaves  the  effect  of 

1^  Monograph,  p.  xi.                                                   21  /(5,/^__  p_  xxiii. 

''■^Ibid.,  p.  xiv.  ^^  Ibid.,  p.  xxiii. 

19  Ibid.,  p.  xiv.  23  ihid^^  p.  xxiii. 

20  Ibid.,  p.  xvi.  24  /^/^.^  p.  xxiv. 
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wage  rate  changes  on  prices  even  more  indirect  and  remote.     It  appears  to  be 
more  usual  for  price  changes  to  bring  about  wage  changes.^^ 

(9)  To  many  people  "technological  change"  suggests  major  developments  that 
revolutionize  the  techniques  of  production.  This  is  probably  not  as  important 
in  the  general  picture  of  changes  in  the  productivity  of  labor  as  is  popularly 
supposed.-^ 

(10)  Major  improvements  in  the  product,  designed  to  improve  its  quality  or 
reduce  costs  of  production,  are  more  likely  to  be  made  when  the  sales  outlook  is 
good.  Major  technological  changes  in  machinery  and  layout  are  most  often 
made  when  an  entirely  new  model  is  being  brought  out.^'^ 

Though  these  statements  and  conclusions  may  be  applicable  to  the  com- 
panies investigated,  and  though  some  of  them  are  frequently  assumed  to 
represent  the  status  of  affairs  generally,  the  study  itself  was  too  limited  to 
enable  the  investigators  to  establish  their  general  applicability. 

CONCLUSION 

As  a  description  of  the  affairs  of  the  firms  investigated  Monograph  No.  5 
possesses  a  reasonable  degree  of  merit,  although  various  phases  of  the  in- 
vestigation could  have  been  made  more  informative  by  a  slightly  changed 
approach  to  the  problems  involved  and  by  extending  the  scope  of  the  study. 
The  investigation  contributed  little,  however,  which  is.  generally  applicable, 
except  perhaps  to  indicate  that  the  inductive  task  is  undoubtedly  complex 
and  to  confirm  the  conclusion  that  a  much  more  extended  study  is  desir- 
able before  action  is  taken.  The  social  implications  of  the  facts  discovered 
in  the  individual  situations  studied  are  not  obvious;  nor  did  the  investi- 
gators attempt  to  evaluate  the  policies  analyzed  in  terms  of  their  social  de- 
sirability or  undesirability.  The  scope  of  the  investigation  would  have  had 
to  be  considerably  broadened  before  such  would  have  been  possible.  Many 
of  these  limitations  were  recognized  by  the  investigators.  The  letter  of 
transmittal  stated  that  "because  of  the  limited  scope  of  this  inquiry,  it  could 
not  yield  any  final  recommendations  for  Government  policy,  either  legisla- 
tive or  administrative."  "^  It  would  appear,  however,  that  some  of  the 
statements  made  went  beyond  the  boundaries  of  the  recognized  Hmitations. 
The  statement  that  ".  .  .  certain  similarities  in  the  policies  of  these  com- 
panies in  similar  situations  make  possible  a  number  of  general  observa- 
tions .  .  ."  "^  is  of  the  latter  character. 

2^  Ibid.,  pp.  xxiv-xxv.  28  l^id.,  p.  ix. 

2^  Ibid.,  p.  XXV.  29  Jbid.,  p.  x. 

-''  Ibid.,  pp.  xxv-xxvi. 


REVIEW   OF   T.N.E.C.    MONOGRAPH   NO.    6 

Export  Prices  and  Export  Cartels 

FOR  an  investigation  that  aims  to  unearth  the  facts  concerning  monopo- 
hstic  growth  in  the  economic  system,  exports  offer  more  than  one 
thorny  issue.  Monograph  No.  6  of  the  T.N.E.C.  investigation  consists  of 
three  articles  which,  independently  of  one  another,  deal  with  diverse  as- 
pects of  this  complex  of  problems.  The  three  contributions  have  no  com- 
mon approach,  nor  is  any  connection  between  them  established  through  the 
"explanatory  introductory  statement"  of  Theodore  J.  Kreps,  which  fails  to 
contribute  any  sort  of  explanation  (pp.  ix-xii).  All  three  articles  are  official 
or  semi-official  products,  two  of  them  signed  by  individual  members  of  the 
staff  of  the  Department  of  Commerce,  the  third  contributed  anonymously 
by  the  Federal  Trade  Commission. 

I 

One  of  the  three  contributions  (Part  II,  pp.  95-110)  has  little  to  do  with 
the  objectives  of  the  T.N.E.C.  investigation.  It  is  also  very  brief.  For 
p       •  these  reasons  it  can  be  disposed  of  shortly.     This  part 

Controls  ^^  ^^^  monograph,  on  "Direct  Foreign  Investments  in 

American  Industry,  1937,"  presented  by  Mr.  Paul  D. 
Dickens  of  the  Bureau  of  Foreign  and  Domestic  Commerce,  amounts  to 
a  short  extract  from  the  same  author's  more  extensive  study  on  Foreign 
Investments  in  the  United  States,  published  in  1937  by  the  Department  of 
Commerce.  In  the  present  article,  the  data  are  brought  up  to  1937  in  ac- 
cordance with  more  recent  publications.  The  results  of  the  same  bureau's 
1940  study  of  foreign  investments  in  this  country  were  not  yet  available 
to  the  author. 

Total  foreign  "direct"  investments  in  the  United  States  amounted  (in 
1937)  to  $1,882,603,000,  very  unevenly  distributed  over  the  entire  field  of 
economic  activities;  approximately  40  per  cent  of  the  total  ($728,669,000)  was 
in  manufacturing  industries.  Only  in  a  very  few  of  the  major  industries 
was  there  an  indication  that  "control"  of  a  major  part  of  the  production 
rested  in  the  hands  of  foreign  persons  or  corporations.  A  conspicuous  case 
is  the  only  smelter  of  antimony  metal  in  the  United  States,  which  was 
owned  abroad.  Another  example  is  supposedly  that  of  potash:  three 
fourths  of  the  American  potash  production  was  in  the  hands  of  corpora- 
tions "in  which  foreigners  had  substantial  interest."  In  the  manufacturing 
industries  "there  was  a  significant  concentration  of  foreign  control  over 
certain  commodities,"  namely,  liquors  and  chemicals,  especially  rayon  and 
alHed  products. 

76 
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The  conclusion  Mr.  Dickens  draws  from  these  and  similar  facts  is  that 
"on  the  whole,  foreign  cartels  and  foreign  corporations  exerted  only  a 
minor  influence  on  production  in  this  country  in  1937"  (p.  110).  "The 
control  over  United  States  production  exercised  by  foreign  corporations 
through  their  direct  investments  in  this  country  was,  on  the  whole,  negli- 
gible in  1937"  (p.  105).  However,  the  data  are  insufficient,  to  say  the  least, 
to  permit  anything  more  than  tentative  conclusions. 

In  the  first  place,  the  figures  are  neither  exhaustive  nor  entirely  reliable. 
Mr.  Dickens  does  not  discuss  the  methods  of  gathering  the  material,  but 
his  study  of  1937  leaves  no  doubt  that  the  estimates  are  based  in  part  on 
unofficial  sources,  such  as  newspaper  reports,  and  in  part  on  an  official 
questionnaire  addressed  in  1934-35  to  4,300  American  corporations  among 
whom  only  2,774  gave  a  reply.  Besides,  the  concept  of  foreign  ownership 
is  by  no  means  unequivocal.  Foreign  residence  of  the  owner  (person  or 
corporation)  is  no  absolute  criterion;  quite  a  few  wealthy  Americans  at 
times  have  taken  residence  in  foreign  countries.  On  the  other  hand,  for- 
eign ownership  may  have  been  camouflaged  by  American  resident  trust 
funds. 

Secondly,  the  concept  of  "control"  as  used  in  this  approach  is  open  to 
doubt.    The  author  restricts  himself  to  this  remark  in  a  footnote  (p.  100)  : 

The  basis  of  the  classification  of  an  investment  as  "direct"  has  been  the  owner- 
ship of  the  common  stock  of  the  enterprise.  No  arbitrary  percentage  of  owner- 
ship of  the  common  stock  has  been  adopted  because  a  concentrated  holding  of 
30  per  cent  of  the  stock  may  give  control  of  policies  as  effectively  as  a  more  widely 
distributed  holding  of  50  or  60  per  cent. 

Apparently,  "control"  is  identified  with  the  ownership  of  a  substantial 
share  of  the  nominally  controlling  capital,  leaving  open  the  question  of 
what  share  is  "substantial"  enough  to  warrant  the  assumption.  Of  course, 
even  a  substantial  minority  ownership  of  the  outstanding  capital  stock  does 
not  always  mean  the  power  to  control,  to  say  nothing  of  its  actual  exercise. 
On  the  other  hand,  actual  control  may  be  exerted  with  little  or  no  capital- 
ownership,  as  through  patents  and  other  managerial  arrangements. 

Lastly,  capitalistic  "control"  per  se  has  little  to  do  with  monopoly,  which 
is  the  objective  of  the  T.N.E.C.  investigation.  Control  may  or  may  not 
mean  "monopoly,"  a  subject  not  discussed  by  the  author.  His  casual  ref- 
erence to  international  cartels  is  actually  misleading,  since  the  statistics  he 
presents  could  not  disclose,  and  did  not  disclose,  anything  about  the  real 
or  alleged  role  of  international  monopolistic  structures  on  American  mar- 
kets. For  all  these  reasons,  Mr.  Dickens'  contribution  is  virtually  irrele- 
vant to  the  issues  underlying  the  monopoly  investigation. 

II 

The  most  important  and  most  interesting  part  of  Monograph  No.  6  is 
a  study  presented  by  Milton  Gilbert,  of  the  Bureau  of  Foreign  and  Do- 
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TV  _  „..  mestic   Commerce.     This   constitutes   Part  I,   with   the 

Domestic  •  1    » A    r.        1     o     1       r  T^-rc 

,  —  ,  title    A  Sample  Study  or  Differences  between  Domes- 

p  .  .  tic  and  Export  Pricing  Policy  of  United  States  Corpora- 

tions," and  covers  the  first  93  pages  of  the  monograph. 

In  the  message  to  Congress  that  resulted  in  the  establishment  of  the 
T.N.E.C,  President  Roosevelt  pointed  specifically  to  higher  domestic 
than  export  prices  as  a  "prima  facie  evidence  of  unlawful  actions."  Mr. 
Gilbert's  primary  problem  is  the  verification  of  this  assumption.  Is  the 
existence  of  (properly  defined)  international  price  discriminations — differ- 
ences between  export  and  domestic  prices — a  "sure  sign"  or  "clear  proof" 
of  monopoly?     The  author's  emphatic  answer  is  in  the  negative. 

Before  discussing  this  surprising  conclusion,  and  the  method  by  which 
it  was  arrived  at,  it  is  worth  pointing  out  that  the  literature  on  the  theory 
of  foreign  trade  disposes  of  the  problem  in  a  dogmatic  fashion.  There  is 
virtual  agreement  in  the  "liberal"  economic  theory  that  "dumping,"  in  the 
sense  of  systematic  and  intentional  export  over  a  period  of  time  at  lower 
than  domestic  prices,  is  a  consequence  of  monopolistic  power  over  the  home 
market.  This  is  a  well-known  antiprotectionist  argument  popularized  by 
a  German  economist,  Lujo  Brentano.  Mr.  Gilbert  refers  to  the  American 
Professors  F.  W.  Taussig  and  Jacob  Viner  as  his  authorities  (pp.  5-6). 
They  insist  that  no  producer  would  sell  cheaper  abroad  than  at  home  unless 
his  monopolistic  power  permits  him  to  maintain  the  internal  price  above 
that  of  the  foreign  market,  and  to  use  the  latter  to  unload  that  marginal 
part  of  his  product  which  would  otherwise  compel  the  lowering  of  the  home 
price  for  the  entire  output.  In  other  words,  it  is  taken  for  granted  that  it 
pays  a  monopolist,  and  only  a  monopolist,  to  sell  the  major  part  of  his  out- 
put at  a  high  price  at  home  and  to  "dump"  the  rest  abroad.  It  is  some- 
thing like  a  dogma  in  academic  economics  that  dumping — in  the  sense  of 
price  discrimination  in  favor  of  foreign  markets — is  a  result  of  the  tariff, 
which  creates  private  monopolies,  and  that  without  a  tariff  the  domestic 
prices  of  our  manufactured  products  would  be  the  same  as,  if  not  lower 
than,  their  export  prices. 

One  reason  for  the  prevailing  dogmatism  among  theorists  is  the  lack  of 
reliable  material  for  comparing  prices  in  the  home  and  export  markets. 
Studies  on  dumping  have  definitely  estabHshed  more  or  less  obvious  cases 
of  price  discrimination,  but  no  comprehensive  study  of  the  international 
price  structures  for  identical  commodities  has  been  made  before.  Of  course, 
only  factory  net,  or  mill  net,  on  domestic  and  export  sales  should  be  com- 
pared. The  statistical  difficulties  of  such  a  comparison  are  due,  as  Mr.  Gil- 
bert points  out  (p.  16),  to 

.  .  .  the  existence  of  different  prices  to  retailers,  wholesalers,  distributors,  and 
other  manufacturers,  f.o.b.  prices  and  delivered  prices,  quantity  discounts,  adver- 
tising  allowances,   varying  credit   terms,   combination   offers,   f.a.s.   prices,   c.i.f. 
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prices,  agents'  commissions,  packing  charges,  or  the  nominal  prices  used  to 
record  transfers  of  the  products  to  subsidiary  companies  at  home  or  abroad. 

It  is  equally  important  that  only  identical  products  (of  American  manu- 
facture) should  be  compared,  and  only  prices  quoted  on  the  same  date; 
that  proper  adjustments  should  be  made  for  excise  taxes  paid,  for  tax  ex- 
emptions and  freight  allowances;  that  price  differentials  due  to  difference 
in  the  size  of  orders  and  in  the  credit  risk,  or  to  additional  services,  etc., 
should  be  discounted  (p.  18).  Evidently,  prices  have  to  be  reduced  to  a 
strictly  comparable  basis,  which  presupposes  an  intimate  knowledge  of  price 
policies  as  well  as  of  marketing  techniques.  Previous  inquiries  have  failed 
to  do  so,  partly  by  neglecting  some  of  the  intricacies  involved,  and  partly 
by  overlooking  the  fact  that  questionnaires  submitted  for  written  answer 
receive  incomplete  response,  or  are  unreliable  because  it  is  difficult  to  make 
them  precisely  worded  and  exhaustive. 

Mr.  Gilbert  has  undertaken  the  pioneer  work  of  interviewing  personally 
a  substantial  number  of  businessmen  engaged  in  manufacture  and/or  ex- 
port, and  of  securing  exhaustive  data  about  their  routine  in  price  policies. 
He  thus  secured  the  material  to  analyze  in  detail  76  individual  "cases," 
most  of  them  covering  numerous  articles  and  several  firms.  The  author 
claims  that  in  both  respects  the  range  is  so  broad  that  it  is  permissible  to 
regard  this  set  of  samples  as  representative,  even  in  quantitative  terms,  of 
the  entire  price  structure  in  the  manufacturing  field.  This  claim  stands 
on  the  strength  of  the  author's  assertion,  since  the  firms  are  not  disclosed 
by  name,  but  were  selected  apparently  at  random,  including  units  different 
in  size  and  capitalistic  structure.  A  great  variety  of  products  is  included, 
such  as  various  chemicals  and  machinery,  food  products  and  textiles,  tools 
and  fountain  pens,  automobiles  and  paper,  typewriters  and  refrigerators,  etc. 

The  invoice  prices  (at  the  factory)  were  properly  adjusted  so  as  to  render 
a  comparison  possible  between  domestic  and  export  prices.  This  pro- 
cedure may  not  have  eliminated  all  possibility  of  misinterpretation,  but  it 
is  as  reliable  as  may  be  expected.  With  both  types  of  prices  on  hand,  the 
author  computed  in  each  case  the  margins  of  net  profit  on  the  volumes 
marketed  at  home  and  abroad.  A  main  purpose  of  adding  profit  compari- 
son to  the  price  comparison  is  to  determine  the  classification  of  such  cases 
in  which  a  firm's  exports  are  sold  partly  at  higher  and  partly  at  lower  than 
domestic  prices. 

Equipped  with  as  varied  and  reliably  "cleansed"  material  as  has  ever 
been  assembled,  Mr.  Gilbert  is  able  to  formulate  definite  results.  The  ana- 
lyzed cases  fall  into  three  categories.  In  9  cases,  export  prices  are  higher 
than  domestic  prices.  They  are  approximately  equal  in  21  cases.  In  the 
majority  of  the  cases,  however,  or  on  46  counts,  exports  are  sold  in  the 
aggregate  at  lower  than  the  domestic  level.  The  cases  in  each  of  these 
major  categories  are  grouped  in  "types,"  according  to  the  firms'  marketing 
position  and  technique,  as  shown  in  the  following  table  (p.  31) : 


80     FACT  AND  FANCY  IN  THE  T.N.E.C.  MONOGRAPHS 


Name  of  Case 

tS 

u 

o 

u 

6 

3 

e 

i2 

c 
.2 
*-> 
."• 

> 

u 
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computed  for  export  sales 
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Group  I.      Export  prices  higher  than  domes- 
tic prices 

9 

5 

8 

9 

Type  1.     Export  monopoly 

2 

3 

4 

2 

3 

0 

2 

1 
4 

2 

3 
4 

Type  2.     No  standard  export  price;  accept 
export  business  only  when  price 
is  equal  to  or  above  domestic 
price  

Type  3.     List  prices  for  export  higher  than 
domestic  prices        

Group  II.     Export  prices  equal  to  domestic 
prices 

21 

0 

10 

2 

13 

2 

4 

Type  4.     Market   price   plus   distribution 
costs  for  all  customers 

4 

1 
16 

0 

0 
0 

4 

1 
5 

2 

4 

1 
8 

2 

Type  5-     Factory  price  plus  distribution 

costs  for  all  types  of  customers .  . 

Type  6.     One  price  policy  for  all  customers 

4 

Group  III.   Export  prices  lower  than  domes- 
tic prices 

46 

45 

32 

6 

4 

31 

5 

Type  7.     Standard   export  price  same   as 
domestic,  but  concession  given  in 

8 

7 
6 

15 

1 
6 
3 

8 

7 
5 

15 

1 
6 
3 

3 

6 

4 

15 

1 
3 

3 

1 
1 

1 

1 
1 

2 

1 

4 
4 

12 

1 
6 
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4 

Type  8.     Export   business   with   different 
type  of  customers  than  domestic, 
but   concession    given    in    some 
markets 

1 

Type  9.     Standard  export  prices  lower  than 
domestic  prices  for  some  com- 
modities  

Type  10.  Domestic  and  export  sales  depart- 
ments establish  prices  independ- 
ently on  basis  of  factory  costs 
plus  distribution  costs;  some  con- 
cessions in  export 

Type  11.  All  foreign  sales  made  by  com- 
pany   affiliates;    concessions    in 
some  markets 

Type  12.  All  foreign  sales  made  at. lower 
than  domestic  prices 

Type  13.  Export  agents  and  commission 
houses 

Total  number  of  cases 

76 

50 

50 

17 

17 

33 

9 
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III 

Of  course,  the  cases  of  group  III,  those  of  lower  export  than  domestic 

prices,  are  the  main  object  of  interest.    Do  they  represent  as  many  instances 

— 46  out  of  76! — of  monopohstic  control  at  home  and    t^-       •     •     *• 

,        .        ,      '^,        ,  .      1    ,  Discrimination 

consequent  dumpmg  abroad  as  the  conventional  theory     .    „  „ 

would  make  us  believe?     Mr.  Gilbert  points  out  em-    „       .       lur    ■)    4. 

.     i^  Foreign  Markets 

phaticaily  that  even  witnm  the  domestic  sphere  all  sellers 

are  equally  treated  only  on  "organized  impersonal  markets  in  which  stand- 
ardized commodities  are  bought  and  sold."  Otherwise,  even  under  com- 
petitive conditions,  "there  is  no  reason  why,  from  the  mechanics  of  distribu- 
tion itself,  shipments  to  all  destinations  must  be  made  at  the  same  net  price" 
(p.  68).  As  a  matter  of  fact,  the  question  arises,  how  it  happens  that  in  21 
cases  of  group  II  export  and  domestic  values  are  equal,  although  most  of 
these  cases  do  not  involve  standardized  commodities  and  organized  imper- 
sonal markets.  The  answer  is  (pp.  68  ff.)  that  all  the  companies  in  group 
II  have  adopted  identical  internal  and  external  prices  as  a  conscious  policy 
which  they  found  either  customary  and  advantageous  or  regard  as  "ethical." 
But  the  majority  of  all  interviewed  firms  found  it  favorable  (and  not  un- 
ethical) to  discriminate  in  favor  of  foreign  markets. 

A  number  of  reasons  are  given  by  the  firms  of  group  III  for  such  discrim- 
ination (pp.  70-74).  The  arguments  largely  imply — what  the  author  fails 
to  bring  out  explicitly — that  most  manufacturers'  primary  interest  is  in  the 
home  market,  which  absorbs  the  bulk  of  their  output.  Export  is  regarded 
usually  as  an  outlet  for  surpluses  which  are  either  unsalable  at  home  or,  it 
is  assumed,  the  home  sale  of  which  would  break  the  domestic  price.  More- 
over, foreign  markets  are  often  in  the  grips  of  specific  conditions,  such  as 
lower-than-American  average  incomes  and  standards,  temporary  depressions 
and  currency  depreciations,  sharp  international  competitive  conditions,  etc. 
Also,  price  concessions  abroad  may  be  imperative  so  as  to  equalize  the  cost 
of  transportation,  or  to  permit  full  utilization  of  an  export  organization. 
Another  important  fact  is  that  good  will  may  have  been  acquired  at  home 
but  not  abroad,  or  that  the  possibility  of  expanding  sales  abroad  may  depend 
on  (temporary)  price  concessions. 

But  how  is  the  maintenance  of  such  price  discrimination  possible?  Why 
don't  the  competitive  forces  of  the  market  bring  the  domestic  price  to  the 
foreign  level?  This  brings  us  to  the  crucial  issue,  the  question  whether  or 
not  monopoly  of  some  form  must  be  assumed  wherever  such  price  discrim- 
ination prevails.  The  author  knows  that  if  the  so-called  dumping  sales 
occur  only  sporadically,  or  only  over  relatively  short  periods,  they  merely 
represent  a  temporary  "disequilibrium,"  to  be  corrected  sooner  or  later  by 
competition.  The  comparatively  high  domestic  price  could  not  be  main- 
tained in  the  "long  run,"  unless  for  one  of  the  following  specific  reasons: 

1.  Tariff  protection  of  the  home  market  is  generally  regarded  as  the  most 
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obvious  condition  that  permits  dumping  (pp.  81-83).  Inasmuch  as  it  keeps 
Tariffs  as  foreign  competition  from  the  home  market,  it  may  per- 

Factor  ^^^  ""^^  long-run  maintenance  of  discrimination.     But 

how  far  is  the  tariff  "effective"  in  this  respect?  Ac- 
tually, even  among  the  cases  of  groups  I  and  II,  only  one  major  article  is 
on  the  free  list;  yet  in  all  those  cases  domestic  prices  are  not  higher  than 
export  prices.  On  the  other  hand,  in  not  less  than  24  out  of  the  46  cases 
of  group  III,  the  tariff  has  no  relevance.  Foreign  competition  in  these  arti- 
cles would  be  insignificant,  even  if  there  were  no  tariff.  So,  at  least,  asserts 
Mr.  Gilbert,  who  does  not  go  into  details  (perhaps  to  avoid  disclosing  indi- 
rectly the  identity  of  the  firms).  Nor  does  he  discuss  the  degree  to  which 
the  tariff  is  effective  in  the  other  22  cases  of  group  III.  At  any  rate,  duties 
cannot  account  for  the  widespread  price  discrimination  of  the  dumping  type. 

2.  With  or  without  tariff  protection,  the  internal  market  may  be  under 
monopolistic  restraint,  which  would  explain  the  maintenance  of  compara- 
"Pure  tively  high  prices.  Monopoly  in  the  popular  sense,  and 
Monowolv"  ^^  ^^^^  ^^  ^^^  antitrust  legislation,  says  Mr.  Gilbert 
as  a  Factor  ^PP'  ^^^•)'  ^^  conceived  as  the  exact  opposite  of  com- 
petition.   Monopoly,  in  this  "popular  or  legal"  sense  of 

no  independent  rivalry  for  trade,  means  that  there  is  only  one  producer  or 
that  the  several  producers  restrain  sales  or  production  by  mutual  agreement 
(collusion).  This  is  what  he  calls  "pure  monopoly,"  as  the  counterpart  to 
the  familiar  concept  of  pure  competition.  Mr.  Gilbert's  point  is  that  it  could 
not  explain  price  discrimination  as  practiced  by  the  firms  of  group  III. 
Most  of  these  46  cases  comprise  industries  which  are  generally  regarded  as 
competitive. 

Only  in  7  cases  is  the  existence  of  monopolistic  supremacy  reasonably  estab- 
lished, due  to  the  holding  of  important  patents.  The  author  neglects  to  men- 
tion at  this  point,  what  he  acknowledges  subsequently,  that  the  tariff  offers 
effective  protection  in  22  cases — which  means  each  time  the  guarantee,  to 
some  extent,  of  a  monopolistic  position  in  the  home  market.  But,  even  so, 
the  number  of  companies  which  indulge  in  discrimination  without  using 
"restraint"  is  sufficient  proof  that  pure  monopoly  in  the  legal  or  popular  sense 
cannot  explain  the  survival  of  higher  domestic  than  export  prices. 

3.  However,  Mr.  Gilbert  has  another  kind  of  monopoly  on  hand,  called 
monopolistic  competition  or  "economic  monopoly"  (pp.  75-81,  82-83).  To  be 
"Morntinli  tir"  ^^^^t,  it  is  neither  competition  nor  monopoly  in  the 
p  ....  "pure"    or    perfect    sense,    but    something    in-between. 

What  matters  is  the  degree  at  which  the  individual  pro- 
ducer is  able  to  influence  or  alter  the  market  price.  Obviously,  he  is  the 
more  able  to  do  so  the  smaller  the  number  of  competitors,  or  the  larger  his 
share  in  the  total  output  of  the  product,  and  the  less  highly  standardized 
the  commodity  he  deals  in.  (It  also  depends  on  other  factors  determining 
the  elasticity  of  the  consumers'  demand.)    Standardization  means  that  "the 
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output  of  any  producer  is  so  similar  to  that  of  other  producers  that  the 
buyers  are  indifferent  as  to  which  they  get."  Lack  of  standardization  per- 
mits monopolistic  competition  under  which  the  producer  is  supposedly  able 
to  get  away  with  higher  prices  than  he  would  otherwise.  Now,  Mr.  Gilbert 
argues,  foreign  markets  are  less  apt  to  be  manipulated  in  such  a  fashion 
than  home  markets  are.  Consequently,  price  policies  can  be,  and  are,  estab- 
Ushed  on  the  latter,  which  are  not  feasible  on  the  former.  Hence  the  dis- 
crimination. For  example,  a  company  may  be  in  a  better  position  to  "sell" 
its  reputation  at  home  than  abroad;  it  then  enjoys  a  position  at  home  which 
permits  it,  within  limits,  to  exact  a  higher  price.  "Product  differentiation" 
is,  according  to  Mr.  Gilbert,  a  most  important  factor  creating  conditions  of 
monopolistic  competition.  "The  individuality  of  one  firm's  products  which 
is  developed  in  the  domestic  market  cannot  be  developed  in  many  cases  by 
foreign  markets"  (p.  82).  Therefore,  lower  export  than  domestic  prices  are 
necessary  to  accomplish  the  sales  result  abroad. 

Does  this  theory  of  so-called  monopolistic  competition  offer  a  satisfactory 
explanation,  as  the  author  believes  it?  The  question  the  author  claims  to 
answer  is:  "What  enables  these  producers  (of  group  III)  to  maintain  price 
differentials,  to  get  higher  domestic  than  export  prices"  (p.  74)  ?  The  an- 
swer is  that  they  have  a  more  competitive  market  abroad  than  at  home — 
which  is  exactly  what  the  firms  themselves  gave  as  their  reason  for  dis- 
crimination, and  what  Mr,  Gilbert  found  unsatisfactory,  because  it  explains 
only  sporadic  occurrences.  But  how  is  it  possible  to  maintain  such  price  dif- 
ferences over  a  long  period  of  time,  as  a  matter  of  continued  business  policy  ? 
What  is  it  that  protects  the  companies'  (alleged)  quasi-monopoly  on  the 
home  market?  It  may  be  useful  to  invent  a  new  word  by  which  to  relabel 
this  sort  of  situation,  but  a  label  needs  careful  definition. 

It  is  not  clear  what  is  meant  by  "monopolistic  competition."  Apparently, 
everything  falls  into  this  category  that  isn't  "pure  competition,"  which  in 
turn  is  defined  in  such  a  fashion  that  it  can  virtually  never  occur  in  prac- 
tice.   What  this  leads  to  may  be  illustrated  by  a  few  samples. 

Mr.  Gilbert  defines  pure  competition  as  a  situation  in  which  the  indi- 
vidual producer  has  no  control  whatsoever  over  prices.  "Regardless  of  how 
much  he  decides  to  produce  ...  he  knows  that  he  cannot  materially  alter 
the  market  price"  (p.  75).  He  is  the  more  of  a  monopolist  the  greater  his 
power  to  alter  prices.  Accordingly,  a  large  automobile  firm  which  reduces 
its  selling  price  (and  thereby  the  market  price)  to  compete  effectively  against 
others  is  by  definition  a  monopolist — because  it  is  able  to  reduce  prices!  It 
is  difficult  to  accept  this  as  anything  but  a  perversion  of  the  monopoly  con- 
cept as  commonly  understood. 

The  confusion  is  further  enhanced  by  some  of  the  examples  the  author 
uses  to  illustrate  the  idea  of  monopolistic  competition.  The  producer,  he 
argues  (p.  79),  may  get  higher  export  domestic  prices  if  the  American  con- 
sumer is  willing 
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...  to  pay  a  premium  for  the  higher  quality  he  ofifers,  but  the  foreign  consumer 
may  value  that  quahty  less  highly.  His  styling  may  be  particularly  designed  for 
American  tastes.  ...  In  all  these  circumstances  it  is  economically  correct  to  say 
that  the  producer  has  a  monopolistic  position  in  the  domestic  market.  .  .  . 

In  other  words,  a  difference  in  quality  recognized  in  one  market  (and  not 
in  the  other)  constitutes  an  instance  of  "monopolistic  competition."  Ac- 
cordingly, anything  that  enables  an  entrepreneur  to  sell  in  one  or  the  other 
market,  be  it  higher  quality,  or  better  salesmanship,  might  constitute  a  case 
of  such  semimonopoly.  Competition  itself,  such  as  offering  a  more  suitable 
product  or  other  service  to  the  consumer,  becomes  by  definition  a  monopo- 
listic procedure.  We  are  quite  at  a  loss  to  understand  the  purpose  of  this 
apparently  sophistical  terminology.  It  also  becomes  somewhat  of  a  puzzle 
how  equal  domestic  and  export  prices  can  survive,  to  a  substantial  extent,  in 
a  world  of  all-round  "monopolistic  competition." 

Of  course,  Mr.  Gilbert  did  not  invent  the  theory  of  monopolistic  or  im- 
perfect competition  widely  used  at  present  in  Anglo-American  economic 
teaching.  As  a  student,  he  merely  applies  to  a  concrete  set  of  problems  what 
he  has  learned  in  ahstracto  from  his  teachers.  The  fruitlessness  of  the  ap- 
proach, however,  could  be  scarcely  better  characterized  than  in  the  words 
of  one  of  the  most  outstanding  economic  theorists  in  this  country,  Professor 
Frank  H.  Knight,  who  is  ".  .  .  somewhat  puzzled  to  understand  the  pro- 
liferation of  discussion  in  recent  years  of  the  topic  of  imperfect  competition. 
Such  discussion  consists  largely  of  somewhat  rhetorical  preaching  of  the 
importance  of  the  subject.  ...  It  is  difficult  to  believe  that  any  competent 
economist,  in  the  past  generation,  if  ever,  needed  to  be  told  that  competi- 
tion is  imperfect  in  a  complicated  variety  of  senses,  or  what  the  main  types 
of  imperfections  are,  or  especially  that  most  competitors  possess  some  degree 
of  monopoly,  while  any  monopoly  is  subject  to  an  indefinite  amount  of  com- 
petition. .  .  .  What  would  be  useful  in  this  field  would  seem  to  be  rather 
an  inductive  study  of  facts,  with  a  view  to  finding  out  what  kinds  of  cases 
are  actually  important.  The  late  Dr.  Veblen  would  surely  find  this  type  of 
literature  comforting  confirmation  of  his  accusation  that  economic  theorists 
seem  to  be  motivated  to  a  considerable  extent  by  the  love  of  dialectic  as 
dialectic  and  taxonomy  for  the  sake  of  taxonomy."  ^ 

4.  Mr.  Gilbert  does  not  seem  to  be  quite  satisfied  with  his  own  theory  of 
price  discrimination  in  terms  of  monopolistic  competition.  It  does  not  an- 
swer the  crucial  question :  How  do  such  "monopoloid"  structures  manage  to 
survive  in  the  long  xwxx}  A  "long"  period  is  one  in  which  normal  equi- 
librium would  be  re-established  by  the  forces  of  competition.  But  in  a  world 
with  enduring  depressions  and  large  idle  excess  capacities,  the  disequilibrium 
(which  makes  dumping  remunerative)    may  last  indefinitely.     "In  a  few 

1  F.  H.  Knight,  on  "Monopolistic  Competition  and  General  Equilibrium  Theory,"  by  R. 
Triffin,  American  Journal  of  Sociology.  May  1941,  p.  914, 
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cases  of  declining  industries  the  current  disequilibrium  between  productive 
capacity  and  demand  is  the  most  important  factor  in  export  price  poHcy.  It 
is  also  a  factor  of  minor  importance  in  many  other  cases"  (p.  84).  Obvi- 
ously, this  refers  to  the  depression  conditions  prevailing  in  the  1930s. 

5.  Lastly,  the  author  introduces  a  less  doctrinal,  and  more  realistic,  ap- 
proach by  studying  the  economic  nature  of  the  different  products  which  his 
case-analysis   comprises.     He   introduces   this   empirical  ^  , 

study  by  the  admission  (p.  84)  that  "there  are  no  rea-  f  P     H     t 

sons  why  most  of  the  cases  in  groups  I  and  II  could  —     , 

ft.  Ill  ^^  ^' "  9<ctor 

not  price  some  or  their  exports  lower  to  the  advantage 

of  the  company."  Indeed,  if  by  definition  monopolistic  competition  pre- 
vails in  the  domestic  markets,  why  should  it  not  be  felt  in  all  its  sectors? 

The  characteristics  of  the  76  types  of  commodities  comprised  in  the 
analysis  (pp.  84-90)  go  a  long  way  to  explain  why  price  discrimination  oc- 
curs in  the  one  group  of  cases  rather  than  in  the  other.  The  products  which 
sell  abroad  at  the  same  or  higher  than  domestic  prices  are  typically  "mass 
production  items  of  which  American  producers  are  world  leaders  [and] 
include  such  products  as  automobiles,  electric  refrigerators,  adding  machines, 
radios,  and  full-fashioned  silk  hosiery"  (p.  86).  Also,  the  size  of  their  export 
area  is  broad,  often  virtually  unlimited.  The  products  in  group  III,  on  the 
other  hand,  "generally  compete  with  similar  goods  of  foreign  manufacture," 
and  their  export  radius  appears  to  be  comparatively  restricted.  The  former 
are  predominantly  consumers'  goods,  in  which  brands  and  similar  devices 
are  important  to  foster  sales,  while  most  of  the  latter  are  classified  as  pro- 
ducers' goods,  including  building  materials,  the  sale  of  which  is  less  de- 
pendent upon  tastes  and  habits,  and  more  exposed  to  competition. 

Moreover,  the  firms  of  group  III,  which  are  practicing  price  concessions 
in  foreign  markets,  are  exporting  on  the  average  a  far  smaller  percentage  of 
their  total  output  (less  than  2  per  cent  in  13  cases,  and  less  than  10  per  cent 
in  11  others)  than  the  firms  of  groups  I  and  11.  Obviously,  price  reductions 
abroad  are  easily  conceded  if  they  affect  only  a  small  part  of  total  sales. 
They  are  resisted  by  firms  which  produce  articles  readily  salable  in  foreign 
countries,  and  which  depend  on  the  foreign  markets  for  a  major  part  of 
their  turnover.  It  is  also  important  that  in  almost  50  per  cent  of  all  cases 
of  group  III  sales  to  foreign  countries  (at  reduced  prices)  are  carried  out 
from  branch  plants  located  abroad. 

IV 

Does  the  descriptive  analysis  of  price  discrimination  in  terms  of  "natural" 
factors  operating  in  foreign  markets  tally  with  the  author's  theoretical 
analysis  in  terms  of  monopolistic  competition  at  home?  mv    Ai  tiin  'o 

Unfortunately,  he  fails  to  correlate  the  two  approaches.  PnTirliicioTm 

Instead,  the  final  conclusions   (pp.  91-93)    rely  on  the 
theoretical  approach,  virtually  ignoring  the  factual  analysis. 
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The  answer  to  the  original  query  cannot  be  doubtful.  The  large  ma- 
jority of  cases  with  higher  domestic  than  export  prices,  at  least  33  cases  out 
of  45,  are  not  monopolies;  they  are  not  instances  of  production  being  con- 
trolled by  one  company  or  by  several  companies  acting  under  agreement. 
Therefore,  "different  export  than  [sic\  domestic  prices  are  not  clear  proof 
of  monopoly."  This  is  a  very  important  conclusion,  which  eliminates  the 
argument  for  antimonopoly  action  on  the  grounds  of  price  discrimination. 

It  leads,  however,  to  the  further  and  difficult  question,  whether  or  not 

antimonopoly  legislation  could  and  should  be  extended  so  as  to  cope  with 

^     .     ,    n  what  the  author  calls  "monopolistic  competition."    Mr. 

Control  of  u-  i       u       •  •       i       •       j-     •■      • 

-,         t  P  ■  Crilbert    thmks    that   mternationai    price    discnmmation 

Nnt  AH  n  at  H  "raises  a  serious  public  question,"  but  doubts  the  prac- 
ticability of  controlling  export  prices.  He  doubts 
whether  lowering  of  export  prices  by  governmental  interference  would 
have  the  effect  of  lowering  domestic  prices.  Especially  so,  since  "in  most 
cases  export  price  policy  is  determined  quite  independently  of  domestic  price 
policy  and  often  by  different  individuals."  Consequently,  any  general  con- 
trol of  export  prices  might  result  in  diminished  exports  and  more  unemploy- 
ment, without  reducing  prices  or  increasing  production  for  the  domestic 
market. 

The  author  advocates  direct  governmental  regulation  of  international  price 
discriminations  on  the  domestic  level,  though  not  at  the  export  end.  He 
p      .     1  argues  that  "export  discrimination  is  a  clear  sign  that 

.    -.  ..  some  impediment  is  restricting  competition  in  the  do- 

«.     ,    .  —  ,      mestic  market,  even  though  it  is  not  an  illegal  impedi- 

ment." The  implication  is  that  the  whole  range  of 
demand-and-supply  conditions  and  marketing  organizations,  which  are  sup- 
posedly part  and  parcel  of  the  set-up  creating  monopolistic  competition, 
should  be  under  some  sort  of  governmental  regulation  or  supervision. 
Obviously,  this  would  presuppose  a  reasonably  precise  definition  of  what 
constitutes  a  quasi-monopolistic  situation  (without  collusion  on  the  part  of 
the  alleged  monopolists).  Or  should  an  entrepreneur  be  punishable  on  the 
domestic  end  for  having  a  branch  plant  in  a  foreign  country  which  is  able 
to  produce  cheaper  than  the  parent  plant  can  produce  at  home?  Should  an 
industrialist  who  sells  at  prevailing  prices  on  an  admittedly  competitive  do- 
mestic market  be  penalized  for  being  compelled  to  lower  prices  in  the  export 
business  in  which  he  has  no  other  way  to  retain  his  foothold  than  by  price 
measures?  If  direct  interference  with  export  is  admittedly  fallacious,  how 
could  the  control  at  the  domestic  end  of  price  discrimination  avoid  the  same 
fallacies?  Should  every  single  case  of  higher  domestic  than  export  prices 
be  subjected  to  persecution,  or  only  continuous  and  lasting  cases  of  "dump- 
ing," and  what  are  the  criteria  of  the  latter? 

These  are  some  of  the  questions  which  Mr.  Gilbert's  final  conclusion 
raises.    He  winds  up  his  remarkable  study  with  the  suggestion  that  some- 
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thing  should  be  done  about  the  "impediments"  conceived  as  monopohstic 
competition,  a  policy  suggestion  as  vague  and  general  as  the  concept  of 
monopolistic  competition  itself.  The  old-fashioned  approach  which  made 
the  tariff  responsible  for  dumping,  with  all  its  shortcomings,  had  the  advan- 
tage of  offering  a  rational  opening  for  policy  purposes. 

V 

Mr.  Gilbert's  contribution,  discussed  in  the  foregoing,  points  out  that  in  9 
out  of  76  "cases"  underlying  his  analysis  export  prices  are  higher  than  do- 
mestic prices,  and  that  in  virtually  every  one  of  the  cases  ^         , . 
American  exports  are  handled  with  the  aid  of  Webb-  « —         . 

„  •      •  ^1        r  ••  r     1  ^^  Export 

Pomerene  associations.     Ihe  runctioning  or  these  asso-  T    H    A  t 

ciations  is  the  subject  dealt  with  in  Part  III  of  the  mono- 
graph, which  is  a  "Report  of  the  Federal  Trade  Commission  on  the  Opera- 
tion of  the  Export  Trade  Act  (Webb-Pomerene  Law)  1918-1940."  This 
report,  prepared  in  February  1940,  is  a  survey  of  the  role  played  by  these 
legalized  export  cartels.  The  main  text  of  the  report  appears  on  pp.  111- 
147;  this  is  followed  by  an  Appendix  of  11  "Exhibits"  (pp.  149-300). 

The  number  of  so-called  Webb-Pomerene  associations  is  fairly  constant. 
It  has  risen  from  43  associations  in  1920  to  57  around  1930,  and  declined  at 
the  beginning  of  the  present  war  again  to  43,  comprising  434  member  com- 
panies. The  export  volume  is  subject  to  extraordinary  fluctuations.  Since 
their  inception  in  1918,  the  lowest  volume  handled  by  these  organizations 
was  $91,180,000  in  1921,  and  the  highest  $724,100,000  in  1929.  In  1938,  the 
last  year  for  which  figures  are  available,  their  export  total  amounted  to 
$161,245,000.  Metal  and  metal  products  were  from  the  outset  the  foremost 
group  of  commodities  handled  by  the  association,  with  the  mining  and  well 
products  usually  second.  At  any  rate,  5  per  cent  and  more  of  the  United 
States'  annual  exports  go  through  this  channel  of  quasi-monopolistic  and 
governmentally  fostered  organizations. 

As  to  functions,  the  associations  are  classified  (p.  136)  in  three  types: 
(1)  They  serve  as  central  agents  for  their  members,  carrying  out  their  or- 
ders; or  (2)  they  function  as  independent  intermediaries  who  buy  from  the 
members  and  resell  the  products  abroad;  or  else  (3)  they  direct  the  mem- 
bers' export  trade  without  actually  carrying  it  out.  At  any  rate,  their  role 
is  intended  to  be  that  of  a  sales  co-operative  which  may  or  may  not  have 
the  position  of  an  exclusive  selling  agency.  The  essential  feature  is  joint 
action  to  control  export  prices.  This  is  accomplished  by  the  adoption  of 
uniform  sales  contracts,  especially  price  and  credit  agreements.  Prices  are 
usually  fixed  for  some  time  in  advance  in  quotations  c.i.f.,  f.a.s.,  or  f.o.b. 
vessel  at  loading  point. 

The  most  significant  activity  is,  however,  the  enforcing  of  the  fixed  price 
by  dividing  the  associations'  business  among  the  members.  This  is  done 
through  the  allocation  of  quotas.    The  basis  for  their  adoption  varies  from 
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such  simple  formulas  as  the  proportion  of  each  member's  stock  holding  in 
the  association,  or  the  export  tonnage  of  the  past,  to  very  complicated  quota 
plans. 

Moreover,  the  associations  provide  various  additional  services,  as  their 
respective  set-ups  may  permit  or  require.  Standardization  and  improvement 
in  quality  of  exported  goods,  maintenance  of  ethical  standards  of  salesman- 
ship, adoption  of  packing  and  shipment  rules,  arrangements  for  insurance, 
freight  rates,  cargo  space  and  storage,  dissemination  of  trade  information, 
etc.,  are  among  "minor"  accomplishments  to  the  credit  of  the  associations 
(pp.  138-142). 

The  major  advantage  to  the  members  would  arise,  of  course,  through  suc- 
cessful manipulation  of  export  prices.  In  the  opinion  of  some  members, 
briefly  quoted  on  pp.  143-44,  the  expense  involved  was  well  worth  while. 
The  associations  "have  not  had  undue  advantage  in  foreign  markets.  They 
have  merely  been  placed  on  an  equal  footing  with  foreigners  in  countries 
where  combination  in  trade  is  permitted  and  encouraged."  However,  no 
details  are  given  with  regard  either  to  the  geographic  range  of  operations 
or  to  the  price  policies  of  the  associations,  and  their  success,  except  for  the 
hint  (p.  145)  that  dissolutions  in  the  past  were  due,  as  a  rule,  to  extremely 
low  prices  abroad,  and  similar  "obstacles."  In  other  words,  this  cartel-type 
succeeded  only  where  it  was  possible  to  maintain  "remunerative"  export 
prices.  The  Federal  Trade  Commission  takes  particular  pride  in  the  fact, 
and  calls  it  the  real  measure  of  success,  that  during  the  depression  the  mem- 
bers "were  still  able  to  continue  their  organization  and  ship  to  foreign  coun- 
tries through  their  co-operative  agreements"  (p.  134). 

Little  beyond  such  generalities  is  to  be  learned  from  this  official  report. 
A  somewhat  superficial  comparison  of  the  Webb-Pomerene  associations  with 
European  export  cartels  (syndicates)  is  added  in  the  introductory  "letter  of 
transmittal"  of  Dr.  T.  J.  Kreps.  It  ponders  upon  the  obvious  similarity  be- 
tween the  two.  The  real  value  of  the  report  itself  rests  in  the  "raw  ma- 
terial" contained  in  the  156-page  Appendix  which  exhibits,  among  other 
things,  the  complete  list  of  120  associations,  past  and  present,  and  of  their 
2,074  member  companies,  and  other  material  about  legal  and  technical  pro- 
cedure under  the  Export  Trade  Act  of  1919. 
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Measurement  of  the  Social  Performance  of 

Business 

THIS  monograph  was  written  by  Theodore  J.  Kreps,  Professor  of  Busi- 
ness Economics  at  Stanford  University  and  Economic  Adviser  to  the 
T.N.E.C,  with  the  collaboration  of  Kathryn  Robinson  Wright,  Associate 
Economist  of  the  Bureau  of  Labor  Statistics. 

In  his  opening  chapter  Professor  Kreps  sets  forth  (pp.  2-3)  his  concep- 
tion of  the  standards  by  which  business  should  be  judged  under  "the  charter 
under  which  business  receives  public  protection  and  approval": 

The  acid  test  of  business  is  not  the  profit-and-loss  statement  but  the  social 

audit.  .  .  .  Any  attempt  to  make  an  objective  social  audit  of  business  must  be 

limited  to  the  items  that  are  measurable.  .  .  .  The  meas-         mo.      *  «      •   ^ 
, ,        .  ,    , .     .         r  1     •  Tests  01  Social 

urable  social  objectives  or  busmess  .  .  .  are:  maxunum  pro-         Pprformn-n 
duction    of    goods    and    services;    maximum    consumption; 

maximum  payrolls;  minimum  cost,  i.e.,  the  surrender  by  consumers  of  a  mini- 
mum amount  of  effort  in  return  for  the  products  of  business;  maximum  em- 
ployment; full  utilization  of  capacity. 

These  criteria  for  determining  the  social  performance  of  business  are  super- 
ficial and  indefensible.  In  order  to  have  the  maximum  production  of  goods, 
men,  women,  and  children  would  need  to  work  at  a  feverish  pace,  long 
hours,,  seven  days  a  week.  In  order  to  secure  maximum  consumption,  every- 
one would  have  to  eat  prodigious  amounts  of  food,  scour  the  countryside  in 
his  automobile  to  consume  the  maximum  amount  of  gasoline,  fill  the  ward- 
robes with  countless  suits,  dresses,  and  shoes.  Maximum  consumption  would 
keep  us  all  hopping  around  like  ants  on  a  hot  stove. 

Maximum  pay  rolls  would  be  secured  by  eliminating  the  self-employed 
and  having  everyone,  men,  women,  and  children,  work  for  someone  else  at 
terrifically  high  wages,  a  hundred  dollars  an  hour  or  a  thousand  dollars  an 
hour!  But  this  would  of  course  make  it  impossible  to  meet  the  next  cri- 
terion, that  goods  should  be  sold  at  minimum  prices.  Full  utilization  of 
capacity  means,  I  suppose,  that  every  mill,  factory,  machine,  bakery,  distil- 
lery, mine,  farm,  and  power  plant  must  operate  full  blast  every  day,  even 
though  the  glut  of  goods  would  need  to  be  stocked  up  in  warehouses  and 
strewn  about  in  vacant  fields.  Capital  is  wasted  sometimes  by  building  more 
factories  than  are  needed  to  supply  certain  goods;  but  it  would  only  add  to 
the  waste  to  operate  these  superfluous  factories  at  full  capacity. 

The  words  "maximum"  and  "minimum"  are  vague  and  without  precise 
meaning.    Maximum  production  of  goods  and  services!     But  what  goods? 
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Should  we  have  a  maximum  output  of  opium,  patent  medicines,  champagne, 
and  roulette  wheels?  And  what  services?  Should  we  have  a  maximum 
number  of  chauffeurs,  domestics,  manicurists,  and  shoe  blacks?  Various 
goods  and  services  are  of  unequal  desirability  and  the  quality  of  the  social 
output  should  receive  some  consideration  as  well  as  the  quantity  of  output. 
Society  is  too  complex  to  describe  a  social  objective  by  a  word  or  a  curt 
phrase.  The  social  criteria  hsted  by  Dr.  Kreps,  when  subjected  to  analysis, 
appear  to  be  nothing  more  than  economic  sophistry. 

Dr.  Kreps  does  not  have  complete  confidence  in  the  validity  of  his  own 
criteria,  for  we  read  on  page  5: 

Industries  may,  for  example,  show  large  increases  in  employment  during  the 
period  from  1919  to  1938,  and  employment  policies  in  general  be  none  the  less 
unsatisfactory  when  measured  by  figures,  e.g.,  on  labor  turnover,  child  labor, 
hours  of  labor,  or  hiring  of  members  of  trade  unions.  Production  may  likewise 
have  increased  but  production  policies  be  antiquated  when  measured  by  expendi- 
ture for  research,  by  amount  of  irreplaceable  natural  resources  utilized,  by  cost 
of  production,  or  by  quality  of  product.  In  short,  in  no  instance  does  one  set  of 
figures  afford  a  complete,  well-rounded  audit,  even  of  the  item  measured,  whether 
it  be  employment,  production,  consumer  effort  commanded,  consumer  funds  ab- 
sorbed, pay  rolls,  or  dividends  and  interest. 

And  on  page  7  we  read: 

At  no  time  should  the  mistaken  inference  be  made  that  any  particular  rela- 
tionship is  assumed  to  be  "normal"  or  "good"  or  "ideal"  in  the  base  year.  Nor 
does  divergence  or  confluence  of  the  curves  indicate  or  measure  anything  more 
than  a  departure  from,  or  persistence  of,  those  relationships.  Thus,  for  example, 
pay  rolls  or  dividends  and  interest  relative  to  consumer  funds  absorbed  may  in 
some  industries  have  been  abnormal  in  the  base  year  or  base  period;  so  also  the 
relation  of  employment  to  production  or  of  total  output  to  the  amount  it  com- 
manded in  the  market.     The  charts  measure.     They  do  not  evaluate. 

While  the  measuring  stick  may  not  be  very  trustworthy,  it  is  nevertheless 
useful  for  purposes  of  castigation,  for  on  page  35  we  have  these  comments 
on  the  tobacco  industry: 

At  a  time  when  pay  rolls  were  40  per  cent  below  1927  levels,  dividends  and 
interest  in  1936  were  56  per  cent  higher.  In  sum,  the  industry  has  fired  its  men, 
decreased  its  pay  rolls,  and  divided  the  benefits  of  technology  between  consumers 
and  owners.  Even  in  1932,  dividends  and  interest  were  larger  than  in  1929. 
In  that  year,  in  fact,  the  net  profits  of  the  four  largest  companies  exceeded  the 
total  amount  received  by  all  farmers  for  their  whole  year  of  work  in  producing 
all  the  tobacco  processed  by  all  the  companies.  This  industry  employs  less  than 
half  the  men  that  it  employed  in  1919  and  pays  out  less  than  one-half  the  pay 
rolls  that  it  paid  out  in  1920.    But  dividends  have  been  "satisfactory." 

And,  on  page  43,  we  read  of  the  steam  railroad  industry: 


SOCIAL  PERFORMANCE  OF  BUSINESS  91 

But  in  this  industry  there  has  been  a  relatively  small  volume  of  protests;  and 
yet  the  performance  of  the  industry  has  been  so  poor  that,  w^ere  the  performance 
in  the  rest  of  the  economy  no  better,  the  total  number  of  unemployed  in  the 
United  States  today  would  come  to  something  like  25,000,000  instead  of  less 
than  10,000,000. 

Tut!  Tut!  Did  you  not  tell  us,  Dr.  Kreps,  that  the  charts  measure — they 
do  not  evaluate! 

In  Chapter  II  (pp.  7-51),  the  social  performance  of  22  industries  is  por- 
trayed by  charts  which  show,  for  about  20  years,  index  numbers  on  each  of 
the  following  six  criteria:  employment,  production,  con-       «     .  , 
sumer    effort    commanded,    consumer    funds    absorbed,       p     „ 

pay  rolls,  and  dividends  and  interest  paid.     The  base         if  nnr   j     ^  • 

•     im-7        J    u     •   J  u      r       L  of  22  Industries 

year   is   19/7,  and   the  mdex   number  tor   that  year  is 

taken  as  100.  "Consumer  funds  absorbed"  means  the  value  added  by  manu- 
facture as  reported  every  odd  year  in  the  United  States  Census  of  Manu- 
factures. "Consumer  eflfort  commanded"  is  the  value  added  by  manufac- 
ture adjusted  for  changes  in  the  general  price  level  according  to  indices  of 
prices  prepared  by  Carl  Snyder.  The  curves  on  "production"  are  from  a 
National  Research  Project — "Production,  Employment,  and  Productivity  in 
59  Manufacturing  Industries" — and  refers,  we  suppose,  to  physical  output 
rather  than  dollar  sales.  "Employment"  and  "pay  rolls"  are  from  the  United 
States  Census  of  Manufactures.  The  curves  on  "dividends  and  interest"  are 
compiled  from  unpublished  data  of  the  Bureau  of  Internal  Revenue. 

The  "consumer  effort  commanded"  is  the  value  added  in  the  last  stage  of 
manufacture,  while  the  finished  product  is  the  end  result  of  a  long  series 
of  operations,  including  the  production  of  the  raw  materials  and  semi- 
manufactured products  purchased  by  the  final  manufacturer.  For  example, 
only  23  per  cent  of  the  value  of  automobiles  is  added  in  the  automobile  fac- 
tories. Only  15  per  cent  of  the  value  of  meat  products  is  added  by  the  meat 
packers,  while  85  per  cent  of  the  value  of  the  meat  is  due  to  the  operations 
of  farmers,  railroads,  etc.  There  is,  therefore,  no  reason  to  expect  that  the 
output  of  finished  products  would  show  the  same  percentage  changes  as  the 
effort  expended  in  the  final  stage  of  manufacture. 

However,  discussing  the  curves  on  agricultural  implements  (p.  13),  the 
author  states: 

Consumer  effort  commanded  has  likewise  been  kept  at  levels  higher  than  pro- 
duction, especially  since  1927.  In  fact,  in  1933  the  exchange  value  of  agricultural 
implements  was  roughly  twice  as  great  as  it  had  been  in  1927;  that  is,  more  than 
twice  as  much  consumer  effort  was  required  to  buy  a  unit  of  product  in  this 
industry  as  was  required  in  1927  or  1937.  The  index  for  production  declined  to 
10.8,  that  for  consumer  effort  commanded  to  only  22.3. 

The  conclusion  stated  here  does  not  follow  from  the  premises.  The  drop 
in  consumer  effort  commanded  from  100  to  22.3  refers  only  to  those  values 
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added  in  the  manufacturing  plants,  and  does  not  consider  the  parts,  fuel, 
and  power  purchased  by  the  implement  manufacturers.  Consider  the  fol- 
lowing hypothetical  example  for  a  certain  farm  implement: 

1927  1933 

Cost  of  purchased  parts,  fuel,  and  power    $20  $20 

Value  added  by  manufacture   $10  $20 

Cost  of  implement $30  $40 

In  this  illustration,  the  value  added  by  manufacture  (consumer  eflfort  com- 
manded) has  doubled.  But  the  cost  of  the  irriplement  has  increased  by  only 
33%  per  cent.  From  the  United  States  Department  of  Agriculture  we  learn 
that  from  1927  to  1933  the  prices  of  agricultural  implements  declined  by  11 
per  cent,  while  Snyder's  index  in  this  period  declined  by  25  per  cent.  Hence 
the  exchange  value  of  agricultural  implements  in  1933,  instead  of  being  twice 
as  great  as  in  1927,  was  apparently  only  about  18  per  cent  greater.  It  would 
appear  certain  that  the  index  numbers  of  10.8  for  production  and  22.3  for 
consumer  effort  are  greatly  in  error.  The  conclusion  drawn  apparently 
rests  on  two  errors,  an  error  in  arithmetic  and  an  error  in  logic. 

On  page  29,  we  find  these  observations  on  the  "flour  and  other  grain  mill 
products": 

In  terms  of  consumer  effort  commanded,  the  industry  shows  no  record  of 
greater  service  rendered,  despite  the  magnitude  of  the  fall  that  is  known  to  have 
occurred  in  the  wholesale  prices  of  grain.  One  would  expect  a  priori  that  this 
industry  would  have  given  consumers  steadily  more  for  their  money.  Instead, 
as  the  figures  show,  the  industry  did  not  permit  its  product  to  decline  in  prices 
faster  than  the  declines  that  occurred  in  wages  and  in  prices  in  general.  Flour 
prices,  in  short,  stayed  up  relative  to  grain  prices. 

Note  that  the  cost  of  making  flour  (consumer  efifort  commanded)  is  due 
to  pay  rolls,  taxes,  depreciation,  advertising,  salaries,  etc.,  but  that  the  cost 
of  the  purchased  grain  is  not  a  part  of  the  value  added  by  manufacturing. 
Why  then  should  Dr.  Kreps  expect  that  the  cost  of  making  flour  would 
vary  with  an  item  which  is  not  a  part  of  manufacturing  cost?  Is  there  any- 
thing remarkable  in  the  fact  that  the  cost  of  operating  a  flour  mill  should 
depend  on  taxes,  depreciation,  and  the  wages  of  the  employees.'^  Why  does 
Dr.  Kreps  refer  to  the  "price  of  the  product".''  His  figures  are  on  the  cost 
of  manufacturing  the  product.  This  cost  is  only  about  15  per  cent  of  the 
value  of  the  product.  The  Economic  Adviser  of  the  T.N.E.C.  should  not 
have  been  so  careless  in  the  matter  of  logic. 
On  page  20  we  find  this  gem: 

Stockholders  in  the  cotton  goods  industry  have  not  fared  well.  They  probably 
have  little  responsibility  for  the  present  excess  of  idle  money. 

Cheer  up,  textile  stockholders!  You  may  be  poor  in  dividends,  but  we  will 
not  blame  you  for  all  this  loose  change  piled  up  in  the  banks.    Your  very 


SOCIAL  PERFORMANCE  OF  BUSINESS  93 

penury  has  been  a  shield  and  buckler  to  protect  you  from  monetary  sin! 
On  page  44,  22  industries  are  ranked  according  to  7  criteria  of  social  per- 
formance.   These  criteria  are: 

1.  Gain  in  production 

2.  Gain  in  employment 

3.  Gain  in  pay  roll 

4.  Ratio  of  employment  to  production 

5.  Ratio  of  production  to  consumer  effort  commanded 

6.  Ratio  of  pay  rolls  to  consumer  funds  absorbed 

7.  Ratio  of  pay  rolls  to  dividends  and  interest 

In  production,  the  chemical  industry  is  given  the  first  rank,  for,  from  1919 
to  1937,  it  shows  the  greatest  gain  in  production.  The  index  number  for 
chemical  production  advanced  from  65.6  in  1919  to  163.4  in  1937.  Canning 
and  preserving  ranked  second  in  the  gain  in  output.  At  the  bottom  of  the 
list  in  regard  to  gains  in  production  we  have  steam  railroads  in  20th  place, 
lumber  and  timber  products  in  21st  place,  and  furniture  in  22nd  place. 

Now,  a  little  reflection  will  show  that  a  rising  trend  of  production  is  no 
measure  of  industrial  virtue.  Two  hundred  years  ago  land  transportation 
was  by  wagon  and  stagecoach,  supplemented  by  canals.         j  , 

Then  came  the  railroads,  which  grew  and  took  over  ^  .  . 
much  of  the  work  done  with  wagons  and  stagecoaches.  «  .  ^  __.  <^ 
Then  came  the  automobile  and  the  motor  truck,  which 
took  over  some  of  the  work  done  by  the  steam  railroads.  And  now  we 
have  airplanes  for  the  fastest  travel.  The  decline  of  the  stagecoach  was 
not  an  industrial  sin.  The  stagecoach  rendered  its  best  service  to  society 
by  stepping  aside  for  something  better.  The  steam  railroads  have  con- 
tributed to  our  social  progress  by  surrendering  some  of  their  business  to 
the  automobile  and  the  motor  truck.  The  idea  that  an  industry  with  a 
declining  trend  in  output  is  faihng  to  meet  its  social  obligations  is  childish 
and  ridiculous.  And  the  idea  that  rising  output  is  an  industrial  virtue  is 
equally  foolish.  Consider  the  distilling  industry.  Would  this  industry 
fulfill  its  social  obligations  best  by  turning  out  an  ever  rising  flood  of 
whiskey  and  gin?  If  this  be  true,  why  has  the  Government  sought  to  re- 
press this  business  by  heavy  excise  taxes,  thereby  "offering  less  opportunity 
for  those  seeking  jobs"  in  distilleries  and  drying  up  the  "stream  of  mass 
buying  power." 

The  radio  caused  a  decline  in  piano  output;  rayon  stockings  caused  a 
decline  in  cotton  hose  output;  the  electric  light  displaced  the  kerosene 
lamp,  and  the  kerosene  lamp  displaced  the  tallow  candle. 

Who  is  to  blame  if  an  industry  declines.?  Certainly  not  the  owners  ot 
the  business,  whose  wealth  and  income  are  being  curtailed!  Not  the  em- 
ployees who  are  losing  their  jobs!  The  real  culprits  (if  the  play  must 
have  a  villain)   are  the  consumers  who  desert  one  article  for  something 
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they  like  better.  The  logical  fallacy  made  by  the  Economic  Adviser  was 
the  assumption  that  because  it  is  desirable  that  total  industrial  output  should 
expand  the  output  of  each  industry  should  also  expand.  The  great  object 
of  solicitude  of  the  economists  (?)  who  have  seen  the  "Great  Vision"  is 
the  consumer,  and  it  is  tragic  to  reahze  that  it  is  these  same  consumers  who 
impose  the  death  penalty  on  certain  industries  and  lavish  their  favors  on 
others. 

Dr.  Theodore  Kreps  has  missed  the  point.  Industrial  virtue  does  not 
consist  in  rising  output — nor  industrial  sin  in  falling  output.  Industrial 
virtue  consists  in  adjusting  output  to  the  demands  of  the  public — be  that 
demand  rising,  faUing,  or  stationary.  And  an  industry  that  makes  the 
correct  adjustment  is  entitled  to  no  praise,  for  consumers  are  in  control  and 
force  compliance  with  their  demands. 

After  the  first  World  War,  in  the  early  twenties,  we  had  a  building 
boom.  In  the  thirties  we  had  a  depression  in  building.  This  may  explain 
why  furniture  and  lumber  products  show  a  declining  output — but  there  is 
no  moral  turpitude  involved,  for  furniture  and  lumber  are  wards  of  the  con- 
struction industry.  The  timber  supply  of  the  nation  is  declining,  and  it  is 
natural  that  many  articles  formerly  made  of  wood  should  now  be  made 
from  other  materials. 

In  gains  in  employment,  canning  and  preserving  ranks  first  and  chem- 
icals second,  while  tobacco,  lumber,  and  railroads  are  at  the  bottom  of  the 
p   .    .  list.    In  pay  roll  gains,  chemicals  head  the  list  while  fur- 

n^   1     ^     4.  niture,  railroads,  and  lumber  are  at  the  bottom  of  the 

Employment  v       -Lr       -c  ■    ■        u  l  i 

p  ..     .  list.    Now  ir  It  IS  really  true  that  a  gam  m  employment 

or  pay  rolls  signifies  improvement  in  the  social  behavior 

of  an  industry,  then  automatic  machinery  should  be  scrapped  so  that  work 

could  be  done  in  a  more  cumbersome  and  time-consuming  way.    Thus  we 

could  start  the  long  trek  back  to  the  tallow  candle,  the  ox  cart,  and  the 

scythe.    This  would  give  us  full  employment,  long  hours,  hard  work,  and 

a  small  output  of  goods,  and  our  national  theme  song  could  be:  "Backward, 

turn  backward,  O  Time  in  your  Eight." 

Again  Dr.  Kreps  has  missed  the  point.  The  desirable  thing  is  to  have 
the  output  of  goods  increase  faster  than  employment,  so  that  each  hour  of 
labor  becomes  more  productive;  but  Dr.  Kreps  would  like  to  have  employ- 
ment increase  more  than  output  so  that  an  hour  of  labor  would  be  less  pro- 
ductive. It  is  amazing  that  the  Economic  Adviser  to  the  T.N.E.C,  should 
deplore  a  gain  in  the  productivity  of  labor.  But  here  is  what  he  says  on 
page  46  of  this  monograph: 

So  far  as  employment  is  concerned,  that  industry  which  increased  its  employ- 
ment the  most  throughout  the  period  was  regarded  as  an  industry  which  had 
made  the  maximum  social  contribution.  Again  the  fact  should  be  emphasized 
that  no  moral  or  other  responsibility  is  necessarily  attached  to  the  industry  for 
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its  employment  record.  Irrespective  of  the  good  intentions  of  the  industry,  if  it 
fails  to  increase  its  employment  as  rapidly  as  population  increases,  and  par- 
ticularly if  it  actually  on  balance  throws  men  out  of  work,  society  will  have  such 
men  on  its  hands  unless  they  are  absorbed  by  other  industries.  There  will  be  an 
unemployment  problem  and  ultimately  the  Government  will  have  to  take  care 
of  such  men  either  on  relief  rolls,  on  Work  Projects  Administration,  or  otherwise. 

He  kills  his  whole  argument  by  these  seven  words:  "unless  they  are  absorbed 
by  other  industries." 

From  1899  to  1929,  production  of  manufacturers  increased  by  211  per  cent, 
the  number  of  wage  earners  increased  by  only  90  per  cent,  hence  the  pro- 
duction per  wage  earner  increased  by  64  per  cent  {Biennial  Census  of 
Manufacturers,  1937,  page  17).  In  1929  there  was  but  little  unemployment. 
In  this  30-year  period,  the  workers  who  were  released  because  of  techno- 
logical developments  were  absorbed  elsewhere.  Can  we  assume  that  a 
process  which  worked  for  30  years  will  not  work  in  the  future  .f*  In  this 
30-year  period  population  increased  by  62  per  cent,  so  that  the  number  of 
wage  earners  per  1,000  of  population  increased  by  17  per  cent  and  produc- 
tion per  1,000  of  population  increased  by  90  per  cent.  This  is  the  30-year 
picture  of  all  manufacturing — but  in  this  period  some  industries  were  de- 
cUning  while  others  were  advancing.  As  we  should  expect,  most  industries 
have  about  the  same  rank  in  gain  in  pay  rolls  that  they  have  in  gain  in 
employment. 

It  is  truly  amazing  that  the  Economic  Adviser  to  the  T.N.E.C.  should 
believe  that  an  industry  improves  its  social  performance  if  it  decreases  the 
output  per  employee.  To  prove  that  he  believes  a  reduction  output  per 
employee  is  socially  desirable,  we  quote  from  pages  46  and  47: 

There  has  been  computed  for  each  industry  the  ratio  of  the  employment  index 
to  the  production  index,  the  assumption  being  that  those  industries  in  which 
employment  had  increased  on  a  par  with  production  are  industries  contributing 
more  to  social  benefit  than  industries  that  increase  production  without  increasing 
employment.  [Reviewers'  note:  It  is  obvious  that  the  rates  of  employment  output 
cannot  be  increased  without  decreasing  the  output  per  employee.] 

This  is,  of  course,  a  debatable  point.  Perhaps  business  is  not  supposed  to 
furnish  opportunity  to  workers  to  utilize  the  abilities  with  which  nature  endowed 
them.  It  may  well  be  argued  that  increases  in  production  obtained  without  the 
employment  of  additional  labor,  due,  for  example,  to  technological  improve- 
ments, cause  no  greater  problems  to  society  than  those  which  utilize  additional 
labor. 

It  may  well  be  that  human  beings  are  not  the  central  and  focal  point  in  a 
democratic  scheme  of  government.  But  a  society  which  taxes  itself  to  the  extent 
of  a  billion  dollars  a  year  in  order  to  educate  the  human  abilities  latent  in  its 
population,  and  furthermore  a  society  which  has  made  the  possibility  of  sharing 
in  the  increased  production  of  industry  largely  dependent  upon  securing  jobs  and 
receiving  pay — is  probably  a  society  in  which  the  industries  that  are  most  in 


96     FACT  AND  FANCY  IN  THE  T.N.E.C.  MONOGRAPHS 

harmony  with  its  democratic,  free-enterprise  structure  are  those  which  in  in- 
creasing production  tend,  pari  passu,  to  give  additional  opportunity  for  human 
beings  to  get  additional  wages  so  that  they  may  buy  and  consume  the  additional 
product. 

This  quotation  must  come  close  to  an  all-time  low  in  economic  reasoning. 
In  presenting  his  list  of  industries  Dr.  Kreps  further  says  (p.  47) : 

The  industries  at  the  bottom  of  the  list  may  likewise  be  the  industries  in  which 
technological  advances  were  most  striking. 

In  other  words,  the  industries  which  do  the  most  to  provide  more  goods  at 
less  cost  are  those  which  contribute  least  to  social  benefit,  according  to  the 
T.N.E.C.  Economic  Adviser.  Dr.  Kreps  may  have  some  reservations  on  his 
theory  that  labor  should  be  less  productive,  for  he  says  it  is  a  debatable  point. 
If  Dr.  Kreps  applies  this  theory  to  his  personal  activities,  he  tells  his  tailor, 
the  mechanic  who  repairs  his  car,  and  the  man  who  paints  his  house  to  work 
slowly,  for  he  wants  to  give  them  additional  wages  so  they  can  buy  and  con- 
sume additional  products. 

If  the  industries  and  corporations  are  under  any  obligation  to  increase  the 
amount  of  toil  per  unit  of  output,  that  same  obligation  must  rest  on  each 
individual  citizen. 

The  fifth  criterion  listed  for  measuring  the  social  performance  of  an  in- 
dustry was  the  ratio  of  production  to  consumer  effort  commanded  (value 
P   ..      n  added    by    manufacture    adjusted    for    price    changes). 

T»     J      .•       .  Note  that  it  is  impossible  to  construct  an  index  of  phys- 

Production  to         .    ,         ,      .  ,         ,       ,  r    i  • 

V  1       AHH  H  ^        production    when    the   character  or   the   output   is 

,     «        n     ■  changing.     We  can  measure  the  weight  of  the  output, 

the  value  of  the  output,  the  amount  of  the  pay  rolls,  the 
number  of  hours  worked,  but  we  cannot  measure  the  physical  volume  of  out- 
put. Suppose  one  firm  makes  10,000  dresses  a  year  and  another  firm  makes 
12,000  baby  carriages  a  year.  Which  firm  had  the  greater  physical  volume  of 
output?  This  question  cannot  be  answered.  We  see  that  the  concept  of 
physical  volume  of  output  is  vague,  probably  entirely  meaningless.  If  pro- 
duction shifts  from  cigars  to  cigarettes,  from  open  cars  to  closed  cars,  from 
cotton  hose  to  rayon  hose,  from  high  leather  shoes  to  cloth  sandals,  then  no 
accurate  measures  of  changes  in  physical  output  are  possible.  We  cannot 
compare  things  which  are  incommensurable.  The  difficulty  is  acknowledged 
by  Dr.  Kreps  on  page  3: 

No  adjustment  was  attempted  for  changes  in  usability,  such  as  the  greater 
mileage  per  barrel  of  petroleum,  nor  for  changes  in  quality  or  shifts  in  the  size 
of  the  unit  typically  produced,  such  as  the  purchase  in  recent  years  of  relatively 
more  lower-priced  cars. 

His  production  indices  were  taken  from  a  Works  Progress  Administration 
National  Research  Project,  "Production,  Employment,  and  Productivity  in 
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59  Manufacturing  Industries."  To  show  that  the  problem  could  not  be 
readily  solved,  we  quote  from  Part  Two,  page  142,  of  the  N.R.P.  report: 

"It  was  not  possible  to  make  any  quantitative  adjustment  in  the  N.R.P. 
index  for  the  revolutionary  improvement  in  the  quality  of  the  automobile 
since  the  war.  Not  only  has  this  complex  unit  undergone  change  in  ma- 
terials, weight,  power,  engineering  design,  and  body  structure,  but  it  has  also 
been  transformed  by  such  innovations  as  the  self-starter,  knee-action  wheels, 
syncromesh  transmission,  independent  front-wheel  suspension,  4-wheel  and 
hydraulic  brakes,  aluminum  piston  heads,  vibration  dampeners,  and,  more 
recently,  automatic  and  semi-automatic  shifting  devices.  The  net  result  of 
these  improvements  has  been  a  progressive  increase  in  durability,  speed, 
economy  of  operation,  comfort,  and  aesthetic  appeal." 

We  believe  that  all  indices  of  physical  production  are  suspect.  This  fifth 
criterion  is  the  number  of  units  produced  divided  by  the  number  of  units 
produced  times  the  manufacturing  cost  per  unit.  However,  the  author  of 
the  monograph  did  not  follow  this  definition  in  the  numerical  computa- 
tion. He  used,  rather,  the  average  annual  percentage  increase  in  production 
minus  the  average  annual  percentage  increase  in  consumer  effort  com- 
manded. There  is  plenty  of  confusion  here,  for  at  the  top  of  the  column 
on  page  44  the  fifth  criterion  is  given  as  "ratio  of  production  to  consumer 
effort  commanded"  and  then  we  are  referred  to  a  footnote  on  the  next  page 
which  gives  something  different — 

Production  increment  minus  increment  for  consumer  effort  commanded,  1927- 
1937. 

However,  the  production  increments  on  page  44  are  not  for  the  period 
1927-1937,  but  are  for  the  period  1927-1938.  The  increments  for  consumer 
effort  commanded  are  not  given  in  the  monograph. 

Getting  away  from  the  confusion  in  terminology  and  the  statistical  com- 
plications, the  idea  is  that  an  industry  gets  a  high  rating  by  the  fifth  criterion 
in  proportion  as  the  production  has  increased  at  a  faster  rate  than  deflated 
manufacturing  costs.  This  seems  to  be  a  good  idea,  that  an  industry  should 
strive  to  reduce  its  costs,  but  it  runs  head  on  into  criteria  2  and  3,  which 
indicate  that  an  industry  should  increase  its  labor  force  and  its  pay  rolls.  For 
example,  the  tobacco  industry  which  is  ranked  20th  in  employment  gains,  is 
in  third  position  by  criterion  5.  And  the  chemical  industry,  ranking  second 
in  employment,  is  at  the  bottom  of  the  list,  ranking  22nd  by  criterion  5.  The 
author  explains  the  reason  for  the  low  rating  of  the  chemical  industry  by 
criterion  5,  in  these  words  (page  23) : 

Since  the  [first]  World  War  the  industry  has  been  making  a  higher-type 
product  in  the  U.  S.  with  the  result  that  the  increase  in  consumer  dollars  ab- 
sorbed has  been  fully  as  rapid  as  the  physical  volume  of  production. 
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In  other  words,  criterion  5  did  not  measure  social  performance  at  all!  Of 
course  the  whole  system  the  author  sets  up  for  measuring  social  performance 
is  nothing  but  economic  and  statistical  nonsense.  Criterion  5  is  in  direct 
opposition  to  criterion  4. 

gain  in  employment 


Criterion  4 
Criterion  5  - 


gain  in  production 

gain  in  production 

gain  in  pay  rolls  and  gain  in 

other  manufacturing  costs 


Note  that  the  denominator  of  criterion  4  is  the  numerator  of  criterion  5  and 
that  the  numerator  in  criterion  4  is  a  substantial  part  of  the  denominator  of 
criterion  5. 

Criterion  5  may  be  described  roughly  as  criterion  4  upside  down.  No 
wonder,  then,  that  the  industries  which  rank  1,  2,  3,  and  4  by  criterion  5 
have  ranks  of  16,  21,  22,  and  17  by  criterion  4,  and  that  the  industries  which 
rank  18,  19,  20,  21,  and  22  by  criterion  5  have  ranks  of  4,  7,  10,  2,  and  12  by 
criterion  4.  About  the  only  way  in  which  an  industry  can  get  a  high  rating 
by  criterion  5  is  to  get  a  low  rating  by  criterion  4. 

The  sixth  criterion  for  measuring  industrial  virtue  is  the  ratio  of  pay  rolls 

to  consumer  funds  absorbed — or,  rather,  the  comparative  rate  at  which  each 

T>   . .      » T»  increased.    In  1937,  the  ratio  of  pay  rolls  to  the  value 

Ratio  of  Pay  ,,   ,,              r                  a-, -.n                r      i     i    i 

T,  ,,    ,    T,       -4.  added  by  manufacture  was  43.38  per  cent  for  the  bakery 

Rolls  to  Receipts  ,        r     .           .    ,               ,  ^^  ^n                  r       i 

,         r«     t  ^^^  conrectionery  mdustry  and  49.28  per  cent  tor  the 

nf  Mfltprialt?  furniture  industry.    However,  the  furniture  industry  by 

this  criterion  is  in  12th  place  while  baking  is  in  third 
place.  The  reason  is  that  from  1927  to  1937  this  ratio  for  furniture  ad- 
vanced from  48.1  per  cent  to  only  49.2  per  cent  while  for  baking  the  ad- 
vance was  from  33.5  per  cent  to  43.3  per  cent.  This  criterion  measures  not 
the  extent  to  which  the  receipts  from  sales  (in  excess  of  raw  materials  costs) 
have  been  passed  out  to  workers,  but  the  progress  that  has  been  made  over 
the  years  in  moving  from  a  state  of  industrial  sin  to  one  of  industrial  virtue. 
It  is  like  the  theological  doctrine  that  there  is  more  joy  in  heaven  over  one 
sinner  who  repenteth  than  over  a  thousand  just  men. 

Of  course  the  pay  rolls  reported  by  the  census  do  not  include  all  the 
moneys  paid  to  labor.  The  money  which  an  industry  spends  for  machinery 
goes  to  the  laborers  who  make  the  machines,  and  to  the  laborers  who  make 
the  iron  and  steel  from  which  the  machines  are  made,  and  to  the  men  who 
dig  the  ore  from  which  the  iron  is  made.  The  advertising  expenditures  go 
to  pay  the  wages  of  printers,  paper  makers,  artists,  writers,  etc.  The  money 
paid  out  in  taxes  gives  wages  to  policemen,  teachers,  judges,  and  road  con- 
struction gangs,  also  to  economists  who  write  monographs  for  the  T.N.E.C. 
But  these  wages,  according  to  criterion  6,  do  not  give  an  industry  a  higher 
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rating  in  social  performance.  The  only  wages  that  will  give  an  industry  a 
higher  rating  are  those  paid  to  the  workers  who  labor  under  the  factory  roof! 
The  wages  paid  to  the  workers  outside  the  factory  do  not  count! 

In  all  manufacturing  industries,  pay  rolls  are  about  40  per  cent  of  the  value 
added  by  manufacture.  What  becomes  of  the  other  60  per  cent.?  Well,  the 
other  60  per  cent  goes  for  replacing  old  machinery,  for  engineering  and  re- 
search, for  advertising,  for  salesmen's  salaries,  for  taxes — city,  state,  and  fed- 
eral— for  managers'  salaries,  for  postage,  printing,  and  paper,  for  telephone 
and  telegraphic  expense,  for  the  salaries  of  clerks  who  make  out  invoices, 
answer  correspondence,  etc.,  for  expansion  of  the  properties,  and  for  divi- 
dends and  interest.  If  manufacturers  spent  no  money  for  new  machinery, 
what  would  happen  to  the  pay  rolls  of  the  machinery  industry?  If  manu- 
facturers did  not  advertise,  what  would  happen  to  the  pay  rolls  of  the  print- 
ing industry  and  the  paper  industry?  If  manufacturers  did  no  engineering 
work,  we  should  need  no  engineering  colleges.  If  manufacturers  paid  no 
taxes,  what  would  happen  to  school  teachers,  judges,  policemen,  and  other 
government  employees? 

The  money  spent  by  one  industry  for  something  other  than  labor  is  used 
to  meet  the  pay  rolls  in  some  other  industry.  Suppose  that  all  industries 
were  thrown  together  to  form  one  huge  corporation.  Suppose  this  corpora- 
tion operated  all  the  farms,  factories,  newspapers,  railroads,  telephones,  tele- 
graphs, stores,  post  offices,  courts,  etc.  Then  the  census  report  would  show 
that  about  85  per  cent  of  the  income  of  this  corporation  was  paid  out  in 
wages  and  salaries.  But  when  we  split  this  activity  into  separate  industries 
and  firms,  we  are  likely  to  become  confused  about  the  proportion  of  the 
national  income  absorbed  by  labor.  In  a  sense,  the  only  thing  an  industry 
can  buy  is  labor.  It  may  buy  the  time  of  a  man  who  works  in  the  factory, 
or  it  may  buy  a  ton  of  coal,  or  a  ton  of  steel,  or  a  page  of  advertising,  or  a 
new  lathe.  But  the  lathe  is  crystallized  labor — and  the  money  paid  for  it 
had  already  been  spent  for  pay  rolls.  The  money  spent  for  the  page  of  ad- 
vertising goes  to  pay  for  labor.  A  ton  of  steel  is  crystallized  labor,  some  of 
which  was  performed  a  decade  or  a  century  earher.  And  so  this  attempt  to 
show  that  the  labor  performed  within  an  industry  is  more  sacred,  more 
socially  beneficial,  than  the  labor,  the  crystallized  labor,  which  one  industry 
buys  from  another  industry,  is  superficial.  An  economist  should  look  below 
the  surface. 

The  percentage  that  factory  pay  rolls  bear  to  value  added  by  manufacture 
varies  greatly  between  industries,  as  the  table  which  follows  indicates: 

Hosiery   67%  Sugar  refining    26% 

Foundry  products    62  Chemicals   25 

Pianos   59  Beverages,  nonalcoholic 19 

Boots  and  shoes,  rubber  55  Cereals    16 

Furniture    49  Cigarettes    12 

Cigars    46  Chewing  gum    7 

Canned  and  dried  fruits 32 

(Source:  1937  Census  of  Manufactures) 
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Now  an  industry  that  disburses  a  large  part  of  its  income  to  its  own  em- 
ployees and  a  small  part  to  the  workers  in  other  industries  is  no  better  from 
a  social  standpoint  than  an  industry  that  disburses  a  small  portion  of  its 
income  to  its  own  employees  and  a  large  portion  to  workers  in  other  indus- 
tries. The  pay  roll  percentage  tends  to  be  low  in  industries  that  are  highly 
mechanized  or  that  have  relatively  heavy  expenses  for  distribution. 

The  seventh  criterion  of  industrial  virtue  is  the  ratio  of  pay  rolls  to  divi- 
dends and  interest,  or  rather  the  rate  at  which  this  ratio  is  increasing.  Ac- 
p      -D  11    t  cording  to  this  criterion,  perfection  would  be  attained 

Ti'   'f\prtc\<i  when  all  the  income  is  spent  for  pay  roll  and  nothing  is 

,  y   .         .  left  for  dividends  and  interest.     On  page  48  we  read: 

But  pay  rolls  of  industry  constitute  the  major  form  of  national  income.  Work- 
ers as  a  class  are  the  primary  group  among  whom  business  finds  a  market  for 
its  wares.  Pay  rolls  constitute  the  purchasing  power  that  moves  the  prodvicts  of 
industry  into  consumption  channels.  The  motive  power  of  expansion  in  national 
income  is  expansion  of  consumer  buying  power  which  in  the  main  means  the 
expansion  and  maintenance  of  pay  rolls  both  through  expansion  of  investment 
and  through  enlarged  consumption. 

And  on  page  49  we  read: 

It  is  therefore  clear  that  disbursements  in  the  form  of  dividends  and  interest 
go  in  the  main  to  relatively  few  families,  to  which  should  be  added  the  fact 
that  stocks  and  bonds  are  owned  in  large  part  by  persons  who  already  have  a 
relatively  high  income  from  other  sources.  For  stocks  and  bonds  represent  sav- 
ings. And  those  who  have  an  annual  income  of  over  $5,000  do  about  85  per 
cent  of  the  total  saving  that  is  done.  In  other  words,  even  when  disbursements 
of  dividends  and  interest  are  made  in  small  amounts,  they  tend  to  be  made  to 
persons  whose  income  is  already  adequate  to  take  care  of  ordinary  consumption 
requirements.  Such  dividends  and  interest  disbursements,  therefore,  are  added 
to  the  pool  of  savings.  They  are  not  spent  for  consumable  goods.  In  short, 
without  laboring  the  point  further,  dividends  and  interest  disbursements  go  in 
the  main  into  reservoirs  of  savings;  they  do  not  become  purchasing  power  unless 
invested.  Investment  is,  of  course,  highly  beneficial  unless  there  already  exists 
sufficient  capacity  to  produce  in  excess  of  consumption  requirements. 

In  so  far  as  an  industry  collects  more  and  more  dollars  from  the  public  but 
takes  larger  and  larger  slices  of  such  dollars  and  puts  them  into  dividends  and 
interest,  it  contributes  in  a  period  of  abundant  productive  capacity  to  the  prob- 
lem of  excess  savings  and  idle  money.  On  the  other  hand,  in  so  far  as  a  com- 
pany maintains  its  pay  rolls,  it  gives  employment  to  labor,  it  helps  maintain  the 
stream  of  consumer  income  which  maintains  and  opens  the  market  for  indus- 
trial products.  Industries,  therefore,  in  which  the  trend  has  been  that  of  in- 
creasing pay  rolls  rather  than  dividends  and  interest  are  given  a  favorable  rating. 

We  see  that  the  Economic  Adviser  is  opposed  to  dividends — although  he 
does  not  have  the  hardihood  to  advocate  complete  abolition  of  dividends. 
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What  would  happen  if  all  dividends,  or  rather  the  hope  of  dividends,  were 
abolished  ?  Not  a  single  new  factory,  new  machine,  new  store,  or  new  office 
building  would  be  built.  Business  would  droop  and  finally  cease.  Pay  rolls 
would  decline  and  finally  stop.  The  government  would  have  to  take  over 
every  industrial  activity,  and  we  should  quickly  have  State  Socialism.  For, 
without  the  hope  of  dividends,  no  one  in  his  right  mind  would  invest  a 
dollar  in  any  enterprise.  Now  if  this  would  be  the  effect  of  abolishing  divi- 
dends, would  not  curtailment  of  dividends  have  tendencies  in  the  same  direc- 
tion as  complete  abolition?  Dividends  bear  the  same  relation  to  our  eco- 
nomic system  as  a  battery  bears  to  an  automobile.  The  battery  is  only  a 
small  part  of  the  automobile,  but  without  it  the  automobile  will  not  move. 
Dividends  are  the  sparks  which  keep  business  moving.  No  dividends  would 
mean  no  pay  rolls. 

On  page  108,  we  find  a  table  of  annual  dividends  paid  out  and  on  page 
173  is  a  table  of  annual  labor  income.  We  have  put  these  figures  together 
in  the  table  below: 

In  Millions  of  Dollars 


Year 
1929 
1930 
1931 
1932 

Dividends 
5,945 
5,634 
4,280 
2,727 

Labor  income 
52,776 
47,919 
40,303 
31,394 

1933 
1934 
1935 

1936 

2,193 
2,725 
2,931 
4,651 

28,946 
32,814 
35,893 
40,021 

1937 
1938 
1939 

4,752 
3,370 

4,124 

44,809 
41,037 
43,703 

In  every  year  that  dividends  declined,  labor  income  declined.  And  in  every 
year  that  dividends  advanced,  labor  income  advanced.  On  the  average, 
every  dollar  advance  in  dividends  was  accompanied  by  an  advance  of  $5.59 
in  pay  rolls.  While  it  would  doubtless  please  the  Economic  Adviser  to  have 
pay  rolls  move  in  opposition  to  dividends,  as  a  matter  of  historical  fact  they 
march  up  and  down  together  like  Siamese  twins. 

The  tremendous  mass  buying  power  of  wage  earners  has  been  greatly 
exaggerated.  There  are  many  industries,  such  as  iron  and  steel,  cement, 
machinery,  airplanes,  motor  trucks,  business  machines,  smelting  and  refining 
of  copper,  lead  and  zinc,  freight  cars,  and  many  others  that  hardly  sell  a  dol- 
lar's worth  of  product  directly  to  wage  earners.  The  customers  of  these 
industries  are  corporations  and  individual  business  enterprises  owned  and 
operated  by  the  dividend  receivers.  From  1919  to  1930  nearly  one  half  of 
the  factory  employees  were  engaged  in  making  durable  goods,  and  only  a 
negligible  part  of  these  durable  goods  were  purchased  by  factory  workers. 
When  the  depression  was  at  the  low  point  in  1932,  the  production  of  non- 
durable goods  had  dropped  about  25   per  cent  while  the  production  of 
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durable  goods  declined  about  50  per  cent.  The  buying  that  left  the  market 
in  the  depression  was  the  buying  of  the  corporations  and  investors.  And 
when  this  buying  left  the  market,  the  buying  by  wage  earners  also  declined, 
but  by  a  lesser  amount.  The  buying  done  by  manufacturing  firms  is  two 
or  three  times  as  great  as  the  buying  by  the  wage  earners  who  work  in  fac- 
tories. For  example,  in  1937,  manufacturing  industries  purchased  over  35 
billion  dollars'  worth  of  materials,  fuel,  and  power,  while  the  buying  by  fac- 
tory wage  earners  was  only  slightly  over  10  billion.  It  is  no  more  possible 
to  measure  the  social  performance  of  an  industry  by  the  ratio  of  pay  rolls 
to  dividends  than  it  would  be  to  determine  the  value  of  a  cow  to  a  dairy- 
man by  getting  the  ratio  of  the  length  of  her  horns  to  the  length  of  her  tail. 
It  would  be  like  determining  the  merits  of  a  family  by  getting  the  ratio  of 
the  wages  paid  the  maid  to  the  deposits  put  in  the  savings  bank. 

Pay  rolls  are  for  work  done  in  the  factory  and  have  first  claim  on  income 
along  with  taxes.  If  the  firm  is  losing  money,  pay  rolls  must  still  be  met. 
Dividends  are  residuals.  They  are  the  amounts  left  over,  after  all  other 
obligations  have  been  paid.  They  are  the  rewards  for  the  use  of  capital  and 
the  skill  of  management.  About  one  third  of  the  stocks  listed  on  the  finan- 
cial pages  of  the  newspapers  pay  no  dividends  at  all.  In  1936,  45,926  manu- 
facturing corporations  reported  profits  and  46,104  reported  deficits.  But  all 
the  corporations  that  pay  no  dividends  and  all  those  that  are  operating  at 
a  loss  must  meet  their  pay  rolls  or  suspend  operations.  Employees  who  work 
for  companies  that  are  making  money  and  paying  dividends  are  much  more 
secure  than  the  people  who  work  for  companies  that  are  headed  for  bank- 
ruptcy. 

Dr.  Kreps  computes  for  each  industry  a  composite  rating  based  on  3  of 
the  criteria  (production,  employment,  and  pay  rolls)  and  on  all  7  criteria. 
Since  the  individual  criteria  are  worthless  as  a  measure  of  social  perform- 
ance, the  composite  ratings  must  share  the  fate  of  the  ingredients.  Truth 
cannot  emerge  by  compounding  errors.    On  page  51,  we  read: 

It  is  notable  that  all  the  composite  ratings  place  five  industries  at  the  foot  of 
the  list,  namely,  metal  mining,  coal  mining,  furniture  manufacturing,  lumber 
and  timber  products  manufacturing,  and  steam  railroads.  These  industries  have 
substantial  if  not  major  responsibility  for  the  present  unemployment  problem 
and  the  insufficient  pressure  of  purchasing  power  in  the  markets.  If  it  were  lack 
of  confidence  which  causes  unemployment  and  underproduction,  the  curious 
question  arises  why  such  lack  of  confidence  should  be  centered  in  these  par- 
ticular industries. 

In  only  one  of  these — -namely,  steam  railroads — is  government  regulation  of 
any  importance  and  that  regulation  is  not  complained  about.  In  fact,  the  Inter- 
state Commerce  Commission  is  often  held  up  by  industry  itself  as  a  model.  In 
the  other  industries,  except  for  attempts  to  stabilize  prices  during  the  last  few 
years  in  coal  mining,  the  Government  has  not  even  the  semblance  of  regulation. 
Yet  it  is  here  that  we  find  the  problem  of  unemployment  in  concentrated  form. 
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These,  it  should  be  mentioned,  do  not  differ  from  those  of  excellent  performance 
in  that  they  make  durable  goods,  for  clearly  the  agricultural  implements  indus- 
try, which  is  near  the  top  of  the  list,  represents  a  durable-goods  industry.  Nor 
can  it  be  that  they  differ  in  that  they  make  industrial  products,  because  the 
chemical  industry,  which  is  near  the  very  top  of  the  list,  sells  almost  exclusively 
to  industrial  markets. 

Clearly  something  other  than  lack  of  confidence  or  Government  regulation 
or  durability  of  product  or  nature  of  the  market  must  also  be  at  work.  That 
something  is  obviously  to  be  found  in  the  economic  circumstances  of  each  of 
these  industries.  What  that  something  may  be  obviously  goes  beyond  the  scope 
of  this  study. 

What  "that  something"  is  that  Dr.  Kreps  does  not  prefer  to  discuss,  is  quite 
obvious.  The  first  composite  really  measures  the  change  in  output;  for, 
when  production  declines,  employment  and  pay  rolls  are  likely  to  decline 
too.  The  "five  industries  at  the  foot  of  the  list"  showed  a  big  drop  in  output 
in  the  period  1927  to  1938.  The  reason  for  the  decline  in  coal  output  is  given 
on  page  100  of  another  of  the  T.N.E.C.  Monographs,  No.  22,  from  which  we 
quote : 

The  extent  to  which  fuel  oil,  natural  gas,  and  hydroelectric  power  have  been 
substituted  for  coal  since  1923  is  indicated  in  Chart  V,  Table  5.  In  1923  these 
fuels  encroached  upon  only  18.5  per  cent  of  the  possible  coal  market;  by  1938  the 
proportion  has  risen  to  36.9  per  cent. 

This  increasing  use  of  other  fuels  has  resulted  in  material  declines  in  the 
amount  of  coal  actually  produced.  It  has  been  estimated  that  between  1923  and 
1938  approximately  810,126,000  tons  of  coal  were  displaced  by  these  other  three 
fuels. 

The  decline  in  metal  mining,  furniture,  lumber,  and  timber  products  was 
due  to  the  great  decline  in  the  construction  industry.  The  output  of  the  con- 
struction industry  (p.  163)  advanced  from  a  level  of  60  in  1919,  1920,  and 
1921  to  a  level  of  118  in  1926,  1927,  and  1928.  This  was  a  gain  of  almost 
100  per  cent.  It  dropped  then  to  a  level  of  33  in  1933  and  rose  to  a  level  of 
69  in  1938.  Probably  the  main  reason  for  the  decline  in  construction  in  the 
thirties  was  the  construction  boom  of  the  twenties.  However,  there  may  be 
other  reasons  for  the  decline  in  construction.  In  Monograph  No.  8,  page 
133,  we  find  this: 

The  building  industry  has  not  kept  pace  with  other  major  industries  in  many 
important  respects.  It  is  only  slightly  mechanized;  each  group  in  the  industry 
operates  upon  the  unsound  doctrine  that  there  is  only  a  limited  amount  of  work 
to  be  done,  and  each  has  imposed  a  variety  of  restrictions  designed  to  protect  its 
share  of  the  work;  the  industry  has  refused  to  recognize  methods  of  production 
management  which  have  greatly  increased  productivity  and  reduced  costs  in  the 
manufacturing  industries;  there  is  little  standardization  even  of  essential  ele- 
ments; each  specialized  group  in  the  production  of  a  house  has  set  itself  up  as 
an  independent  business  with  practically  no  co-ordination  or  over-all  manage- 
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ment;  the  attitude  of  the  pubUc,  of  governing  bodies,  of  architects,  of  labor,  of 
real-estate  boards,  contractors,  and  materials  manufacturers,  alike,  toward  the 
production  of  housing  has  been  rigidly  bound  to  tradition;  there  has  been  prac- 
tically no  scientific  laboratory  research  upon  the  house  as  a  complete  unit. 

The  building  industry  is  one  of  small  units,  in  which  there  has  been  but 
slight  "concentration  of  economic  power,"  On  page  xviii  of  Monograph  8 
we  find  this: 

It  has  also  been  found  that  organized  labor  has  in  some  instances  prevented  the 
adoption  of  new  and  more  economic  methods  adaptable  to  certain  items  of 
construction.  Because  of  the  set-up  of  labor  by  trades,  with  each  trade  attempt- 
ing to  get  as  much  work  as  possible  for  itself  regardless  of  workers  in  other 
trades,  the  jurisdictional  strike  has  been  influential  in  preventing  the  adoption 
of  new  methods.  Whether  Jurisdictional  strikes  can  be  prevented  by  law  is 
being  tested  by  the  Department  of  Justice,  which  is  appealing  an  adverse  de- 
cision in  the  first  of  such  cases  tried.  There  is  also  the  problem  of  subcontractors 
who  are  loath  to  see  the  introduction  of  new  methods  which  would  eliminate 
their  type  of  work.  Groups  of  these  subcontractors  may  be  influential  in  pre- 
venting the  adoption  of  new  methods.  Of  course,  if  the  Department  of  Justice 
is  successful  in  finding  that  the  antitrust  laws  are  adaptable  for  use  in  the  pre- 
vention of  such  collusive  action,  there  remains  only  more  vigorous  prosecution 
of  the  laws  to  obtain  the  desired  results. 

The  tail  of  a  dog  cannot  be  blamed  for  following  the  dog,  and  of  course  the 
metal  mining,  furniture,  and  lumber  industries  cannot  avoid  moving  up  and 
down  with  the  construction  industry.  The  decline  in  the  furniture  industry 
may  be  due  in  part  to  a  decline  in  the  "concentration  of  economic  power," 
for  on  page  287  of  Monograph  22  we  find: 

In  order  to  meet  the  competition  of  small  local  manufacturers  who  can  give 
quick  service,  some  of  the  old,  well-established  manufacturers  have  set  up  branch 
factories  at  strategic  points.  This  trend  toward  decentralization  in  marketing, 
with  the  advantage  it  has  given  to  local  manufacturers,  has  obviously  militated 
greatly  against  the  development  of  concentrated  ownership  and  control  in  the 
industry. 

The  decline  in  the  steam  railroad  industry  from  1927  to  1938  was  mainly 
due  to  the  decline  in  the  construction  industry,  and  to  the  growing  use  of 
motor  vehicles. 

From  1927  to  1938,  passenger  miles  declined  by  36  per  cent,  and  ton  miles 
of  freight  declined  by  32  per  cent.  From  1927  to  1938,  the  number  of  motor 
vehicles  increased  by  27  per  cent.  We  see  that  the  decHne  in  the  output  of 
the  five  industries  which  get  the  lowest  composite  rating  is  due,  in  each  case, 
either  to  the  encroachment  of  other  industries  or  to  factors  outside  of  the 
industry  over  which  the  industry  has  no  control. 

In  Chapter  III  (pp.  53-81),  an  attempt  is  made  to  determine  the  social  per- 
formance of  groups  of  industries.    On  page  55,  we  have  this  comment  on 


SOCIAL  PERFORMANCE  OF  BUSINESS  105 

agriculture:  "Contrary  to  certain  well-entrenched  preju-    «     •  i  p 
dices,  agricultural  adjustment  programs  have  not  penal-    „  , 

ized  consumers."    This  must  mean  that  the  adjustment    t  j     +      p       „^ 
program,  taken  altogether,  has  not  raised  the  prices  of 
agricultural  products  to  consumers.    But,  if  this  be  true,  how  has  the  pro- 
gram been  of  any  benefit  to  farmers? 

The  author  gives  in  Appendix  B  (p.  158)  index  numbers  of  pay  rolls  in 
agriculture  (net  income  of  farm  operators,  including  business  savings,  and 
wages  paid  to  hired  farm  labor,  including  cost  of  board  and  lodging),  and 
(p.  160)  index  numbers  of  pay  rolls  in  manufacturing.  These  index  num- 
bers for  the  period  1927-1938  are: 


Pay  rolls  in 

Pay  rolls  in 

agriculture 

manufacturing 

1927 

98.8 

102.4 

1928 

100.1 

103.5 

1929 

99.6 

110.4 

1930 

76.2 

89.4 

1931 

49.0 

67.8 

1932 

32.4 

46.7 

1933 

45.3 

50.1 

1934 

61.7 

64.5 

1935 

72.3 

74.1 

1936 

82.4 

85.8 

1937 

88.3 

102.5 

1938 

74.9 

77.9 

According  to  the  author's  figures,  pay  rolls  in  agriculture  declined  more 
in  the  great  depression  years  1931,  1932,  and  1933  than  pay  rolls  in  manu- 
facturing. 

We  quote  from  page  57  on  all  manufacturing  industries: 

At  ho  time  have  pay  rolls  ever  reached  the  level  that  they  had  in  1920.  Even 
in  1929  pay  rolls  were  below  1920  levels  with  production  more  than  one-third 
higher  and  dividends  and  interest  nearly  80  per  cent  higher.  In  the  early  thirties 
pay  rolls  not  only  fell  immediately  but  fell  faster  and  deeper  than  dividends  and 
interest.  Since  1933  they  have  risen  less  quickly  than  dividends  and  interest, 
only  reaching  a  level  of  102.5  in  1937,  which  is  roughly  twice  the  1933  level,  as 
opposed  to  dividends  and  interest  which  were  two  and  one-half  times  their 
1933  level.     Stockholders  in  recent  years  have  been  favored  over  wage  earners. 

This  quoted  paragraph  fails  to  reveal  the  essential  facts  of  the  situation. 
Notice  that  the  author  uses  the  vague  phrase  "in  the  early  thirties."  Thus 
we  are  unable  to  check  his  statement.  But  from  1929  to  1933,  factory  pay 
rolls  declined  by  54.7  per  cent  while  dividends  and  interest  declined  by 
57.4  per  cent.  For  this  period  his  statement  that  pay  rolls  fell  faster  and 
deeper  than  dividends  and  interest  is  not  true.  However,  the  net  income 
of  manufacturing  corporations  declined  from  4,406  millions  in  1929  to  204 
millions  in  1933,  a  decline  of  over  95  per  cent.  Nearly  four  fifths  of  the 
dividends  paid  out  in  1933  were  paid  out  of  accumulated  capital  and  thus 
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depleted  the  assets.  The  total  assets  of  all  manufacturing  corporations  de- 
clined from  69,383  millions  in  1929  to  59,809  millions  in  1933,  a  decline  of 
10,574  millions.  In  1931,  1932,  1933,  and  1934  the  combined  losses  of  all 
manufacturing  corporations  were  734  millions.  In  those  same  four  years, 
factory  pay  rolls  were  22,549  millions. 

It  is  a  well-recognized  fact  that  profits  fluctuate  more  than  production 
or  pay  rolls.  Profits  fell  more  than  pay  rolls  in  the  depression  and  increased 
more  than  pay  rolls  in  the  recovery.  In  1937,  dividends  were  a  very  high 
proportion  of  profits  due  to  the  tax  on  undistributed  profits,  and  in  1933 
most  of  the  dividends  paid  were  not  earned.  The  facts  quoted  by  the 
author  do  not  warrant  the  conclusion  that  in  recent  years  stockholders  have 
been  favored  over  wage  earners. 

On  page  160  there  is  a  table  which  gives  an  index  of  production  for  all 
manufacturing.  In  the  table  which  follows,  this  index  is  compared  with 
a  production  index  for  manufacturing  which  is  given  on  page  90  of 
T.N.E.C.  Monograph  No.  22. 


Monograph  7 

Monograph  22 

Difference 

1923 

101.0 

100.0 

I.O 

1927 

106.0 

113.3 

7.3 

1928 

112.0 

121.2 

9.2 

1929 

119.0 

130.1 

11.1 

1930 

95.0 

107.6 

12.6 

1931 

80.0 

93.7 

13.7 

1932 

63.0 

71.1 

8.1 

1933 

75.0 

81.7 

6.7 

1934 

78.0 

89.1 

11.1 

1935 

90.0 

107.7 

17.7 

1936 

105.0 

127.6 

22.6 

1937 

109.0 

134.4 

25.4 

1938  84.0  103.6  19.6 

1939  129.5 

According  to  Monograph  No.  7,  the  physical  output  of  the  manufacturing 
industries,  from  1923  to  1938,  decreased  by  17  per  cent,  while,  according  to 
Monograph  No.  22,  it  increased  by  3.6  per  cent.  The  whole  concept  of 
physical  output  is  nebulous,  and  all  index  numbers  of  physical  output  are 
suspect. 
From  page  70  of  Monograph  No.  7,  we  quote  this  amazing  statement: 

All  of  the  industries  except  manufacturing  show  a  tendency  to  give  con- 
sumers more  value;  that  is,  to  give  them  the  same  amount  of  product  with  less 
effort.  Only  the  manufacturing  industries  have  by  and  large  commanded  in- 
creased effort  from  consumers. 

We  learn  from  Monograph  No.  22  that,  from  1923  to  1939,  physical  out- 
put per  man  hour  in  manufacturing  increased  by  74.5  per  cent.  From  1923 
to  1937,  the  prices  of  manufactured  goods  declined  by  about  12  per  cent. 
In  the  same  period  the  hourly  earnings  of  factory  workers  increased  by 
21.9  per  cent.  Hence  the  average  hour  of  labor  by  factory  workers  would 
buy  38.5  per  cent  more  manufactured  goods  in  1937  than  in  1923. 
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Let  us  now  follow  the  tortuous  path  by  which  Dr.  Kreps  arrived  at  the 
bizarre  conclusion  quoted  above.     We  quote  from  pages  55  and  56: 

The  data  for  ail  manufacturing  industries  are  summarized  in  Chart  24.  Here 
are  added  together  the  results,  not  only  for  the  17  manufacturing  industries  con- 
tained in  the  sample  of  22  which  were  discussed  in  the  last  chapter,  but  data 
for  all  the  other  manufacturing  industries  employing  in  the  aggregate,  in  the 
period  from  1923-25,  7,738,700  persons.  This  is  the  segment  of  the  economy 
characterized  by  large-scale  production  and  rapid  advances  in  technology.  It  is 
the  segment  typically  controlled  by  the  businessmen  who  form  the  National 
Association  of  Manufacturers.  This  segment  in  1938 — a  mild  depression  year — 
produced  the  same  volume  of  commodities  as  it  did  in  the  mild  postwar  de- 
pression year  of  1919.  Yet  the  number  of  laborers  employed  in  1919  was  nearly 
20  per  cent  larger,  a  matter  of  a  million  and  a  half  persons.  .  .  . 

At  no  time  have  pay  rolls  ever  reached  the  level  that  they  had  in  1920.  Even 
in  1929  pay  rolls  were  below  1920  levels  with  production  more  than  one-third 
higher  and  dividends  and  interest  nearly  80  per  cent  higher.  In  the  early  thirties 
pay  rolls  not  only  fell  immediately  but  fell  faster  and  deeper  than  dividends  and 
interest.  Since  1933  they  have  risen  less  quickly  than  dividends  and  interest, 
only  reaching  a  level  of  102.5  in  1937,  which  is  roughly  twice  the  1933  level,  as 
opposed  to  dividends  and  interest  which  were  two  and  one-half  times  their 
1933  level.     Stockholders  in  recent  years  have  been  favored  over  wage  earners. 

The  index  of  production  on  page  160,  however,  is  not  based  on  all  manu- 
facturing industries,  but  is  based  on  the  Federal  Reserve  Board's  old  index 
of  production. 

This  index  was  so  faulty  that  it  was  revised;  and  in  the  Federal  Reserve 
Bulletin  for  August,  1940,  we  find  that  the  revised  index  includes  many 
products  which  were  not  included  in  the  old  index,  such  as  machinery, 
aircraft,  railroad  cars,  furniture,  chemicals,  glass  containers,  and  several 
others.  For  about  18  additional  products  a  material  revision  was  made  in 
the  new  index.  The  old  index  used  by  Dr.  Kreps  showed  production  to 
be  the  same  in  1938  as  in  1919,  while  the  revised  index  shows  that  indus- 
trial production  in  1938  was  22  per  cent  greater  than  in  1919. 

While  it  is  possible  to  construct  index  numbers  which  show  the  fluctua- 
tions in  the  physical  output  of  homogeneous  products  (wheat,  coal,  steel, 
etc.)  it  is  impossible  to  construct  an  index  showing  the  fluctuations  in  the 
physical  output  of  diverse  products  because  it  is  impossible  to  form  even  a 
mental  image  of  what  is  meant  by  the  physical  output  of  several  diverse 
products.  The  Federal  Reserve  Board  index  really  measures  the  fluctua- 
tions in  the  value  of  the  output  of  many  products,  on  the  assumption  that 
the  value  of  each  separate  item  does  not  change  in  the  period.  There  is 
much  duplication  in  the  Reserve  Board  index.  The  index  includes  iron 
and  steel  as  such,  and  then  duplicates  the  iron  and  steel  by  including  ma- 
chinery, locomotives,  ships,  automobiles,  etc.  Leather  appears  once  as 
"leather"  and  again  as  "shoes."    Lumber  appears  once  as  "lumber"  and 
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again  as  "furniture."  Pulp  appears  as  "pulp"  and  again  in  the  form  of 
"paper."  Many  of  the  tables  in  the  appendix  of  the  monograph  which  pur- 
port to  show  the  fluctuations  in  the  total  wages  of  hired  men  on  farms,  the 
labor  income  of  farmers,  dividends  and  interest,  pay  rolls,  etc.,  are  simply 
approximations  which  are  too  rough  to  yield  trustworthy  conclusions.  Er- 
rors in  the  original  data  cannot  be  exorcised  by  complicated  statistical 
manipulations. 
On  page  70,  the  monograph  condemns  manufacturing  in  these  words: 

No  index  affords  a  better  comparison  of  what  industry  gives  as  opposed  to 
what  it  gets  than  a  comparison  of  production  with  consumer  effort  commanded. 
All  of  the  industries  except  manufacturing  show  a  tendency  to  give  consumers 
more  value;  that  is,  to  give  them  the  same  amount  of  product  with  less  effort. 
Heading  the  list  of  such  industries  is  mining,  which  tended  to  increase  the 
amount  of  product  it  gave  consumers  per  unit  of  exchange  value  by  more  than 
3  per  cent  a  year.  Agriculture  has  likewise  been  "giving  consumers  a  break"  at 
the  rate  of  more  than  2%  per  cent  a  year.  Transportation,  etc.,  likewise  has 
tended  to  become  slightly  cheaper.  Only  the  manufacturing  industries  have,  by 
and  large,  commanded  increased  effort  from  consumers.  In  short,  manufactured 
goods  have  been  able  to  command  relatively  more  of  the  services  of  farmers 
and  of  miners;  that  is,  of  primary  products  throughout  the  period.  This  cor- 
roborates the  finding  which  was  made  by  Dr.  Frederick  C.  Mills  who,  in  his 
book  Economic  Tendencies  in  the  United  States,  has  documented  a  similar  trend 
for  a  variety  of  industries.  The  position  of  the  manufacturing  industries  has 
been  steadily  improved  and  that  of  the  primary  producers  and  consumers  has 
grown  somewhat  worse  throughout  the  period  of  1919-38. 

On  page  69,  the  monograph  gives  these  figures  on  the  increase,  between 
1919  and  1938,  in  the  ratio  of  production  to  "consumer  effort  commanded": 

Mining   3.30 

Agriculture     2.77 

Construction    84 

Transportation  and  other  public  utilities 10 

Manufacturing — .27 

However,  if  the  author  had  used  the  revised  index  of  production,  the  annual 
percentage  gain  in  manufacturing  production  would  have  been  1.26  instead 
of  0.08  (Table  3,  p.  69),  and  the  ratio  in  the  preceding  table  would  have 
been  +.91  instead  of  — .27.  This  change  would  have  put  manufacturing 
in  the  middle  of  the  group  instead  of  at  the  bottom.  Then  the  author 
could  not  have  made  the  statement:  "Only  the  manufacturing  industries 
have,  by  and  large,  commanded  increased  effort  from  consumers." 

On  page  44,  the  monograph  gives  the  ratio  of  production  to  "consumer 
effort  commanded"  for  19  manufacturing  industries,  and  the  arithmetical 
average  for  these  19  is  +1.04.  And  yet,  on  page  69,  it  gives  this  ratio  for 
all  manufacturing  as  — .27.  Peculiar  indeed  that  the  individual  industries 
show  on  the  average  a  gain  in  output  while  the  aggregate  output  of  all 
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shows  a  decline!  The  explanation  may  be  that  for  the  individual  industries 
the  period  used  was  1927  to  1938,  while  for  all  manufacturing  the  period 
was  1919  to  1938.  Why  the  author  used  a  twelve-year  period  for  the  indi- 
vidual industries  and  a  twenty-year  period  for  all  manufacturing  was  not 
explained.  For  dividends  and  interest  a  different  period  (1926  to  1936) 
was  used. 

But  even  if  all  the  data  were  correct,  the  adverse  opinions  of  the  author 
on  the  manufacturing  industries  would  not  be  justified.  The  ratio  of  pro- 
duction to  "consumer  effort  commanded"  is,  according  to  Dr.  Kreps: 

Production 
Value  added  by  manufacture -f- Snyder's  index 

This  can  be  written  in  this  way: 

Production  X  Snyder's  index 
Value  added  by  manufacture 

Assumed  that  Snyder's  index  was  a  proper  one  for  eliminating  price 
changes  (which  it  was  not),  this  formula  becomes: 

Value  of  products 


Value  added  by  manufacture 

Since  the  value  added  by  manufacture  is  the  difference  between  the  value 
of  products  and  the  cost  of  raw  materials  used,  we  can  now  write  the  ratio 
in  this  form: 

Value  of  products 
Value  of  products  —  Value  of  raw  materials  used 

Now  the  author  claims  that  good  social  performance  is  indicated  when 
this  ratio  increases.    This  ratio  could  be  increased  in  several  ways: 

1.  By  substituting  dearer  raw  materials  for  less  expensive  raw  materials 

2.  By  increasing  the  amount  of  raw  materials  used  in  making  a  product 

3.  By  a  price  decline  which  would  be  less  for  raw  materials  than  for  fin- 
ished products 

4.  By  a  price  rise  which  would  be  greater  for  raw  materials  than  for  fin- 
ished products 

5.  By  a  greater  technological  advance  in  manufacturing  than  in  the  pro- 
duction of  raw  materials 

6.  By  lowering  manufacturing  profits  without  any  change  in  the  cost  of 
materials 

7.  By  lowering  hourly  wage  rates  without  changing  the  cost  of  materials 

It  is  obvious  that  some  of  the  things  that  would  cause  this  ratio  to  rise 
would  be  desirable,  others  would  be  undesirable,  and  others  would  be  neu- 
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tral.  We  must  conclude,  then,  that  this  ratio  is  not  a  criterion  for  social 
performance.    In  short,  this  ratio,  like  the  other  criteria,  is  worthless. 

One  o£  the  most  ludicrous  things  in  the  monograph  is  the  attempt  of  the 
author  to  prove  that  Government  outranks  every  other  industry  group  in 
social  performance  (pp.  71-81).  No  figures  are  given  on  the  production  or 
output  of  Government.  It  would,  of  course,  be  impossible  to  add  up  the 
tons  of  mud  dredged  from  harbors,  the  court  decisions,  the  bills  passed  by 
Congress,  the  battleships  built,  the  subsidies  paid  to  farmers,  the  pupils 
instructed,  and  thus  form  index  numbers  of  government  output.  And 
since  we  know  only  how  much  Government  costs,  but  have  no  figures  on 
what  Government  accomplishes,  how  can  we  measure  its  social  perform- 
ance or  efficiency?  The  monograph  gives  these  reasons  for  the  fine  social 
performance  of  Government: 

1.  Growth  in  the  number  of  government  employees 

2.  Gain  in  government  pay  rolls 

3.  Pay  rolls  have  gained  at  a  greater  rate  than  interest  payments  on  the  gov- 
ernment debt 

4.  Pay  rolls  have  grown  at  a  faster  rate  than  taxes 

5.  Taxes  have  increased  at  a  faster  rate  than  interest  payments  on  the  gov- 
ernment debt 

Perhaps  the  taxpayers  can  figure  out  how  these  things  show  that  govern- 
ment is  efficient.  Perhaps  Dr.  Kreps  feels  that  there  must  be  something 
wrong  with  criteria  that  put  government  at  the  top  of  the  list  in  social  per- 
formance, for  on  page  77  we  read: 

The  result  is  surprising  and  indeed  unpalatable,  for  Government  stands  at 
the  top  of  the  list.  Such  a  result  clearly  shows  the  inadequacy  of  the  few  meas- 
urements of  social  performance  which  have  been  utilized  throughout  this  study. 

We  will  now  show  some  of  the  arithmetical  errors  in  this  monograph. 
In  the  table  which  follows  we  will  show  the  page  on  which  the  error  is 
p,  .  found,   the  figure  which  is   given   in   the  monograph, 

.    ..,        ,.  and   then   what   the  figure   is   when   the   arithmetic   is 

done  correctly.     This  list  of  49  errors  in  computation 
is  not  complete,  but  shows  some  of  the  more  glaring  errors. 

Increment 
Page     Industry  Reads  Should  read 

Production 

44     Slaughtering  and  meat  packing   +  -67  —  .67 

69     Construction    —1.45  —2.30 

Employment 

44     Baking  and  confectionery   -|-2.82  -f"l-90 

69-78     Construction    —2.52  —2.90 

78     Government    +1.54  -fl.21 

78     Finance    +1.71  +2.03 

78     Service    +1.50  +1.80 
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Increment 
Page      Industry  Reads  Should  read 

Pay  Rolls 

44     Tobacco   —2.49     ,  —3.49 

44     Coal  mining    —2.69  —3.68 

69-78     Agriculture    —3.03  —1.91 

69-78     Mining     —3.21  —3.88 

69-78     Construction    —2.74  —4.96 

78     Finance    +1.71  +2.39 

78     Service     +1.35  +2.27 

Ratio  of  Employment  to  Production 

44     Baking  and  confectionery   +2.92  +1.95 

44     Knit  goods    —1.07  —1.31 

44     Slaughtering  and  meat  packing   +  .02  +1.36 

44     Metal  mining   —  .93  -}-  .93 

44     Coal  mining   —1.01  +1.01 

69    Construction    —1.07  —  .60 

Ratio  of  Production  to 
Consumer  Effort  Commanded 

44     Baking  and  confectionery   +1.02  +  .84 

44     AutomobUe   +2.55  +1.95 

44     Slaughtering  and  meat  packing   — 1.52  —  .76 

44     Iron  and  steel  —1.70  —2.18 

69     Agriculture    +2.77  +2.04 

69     Construction    +  .84  +1.85 

Ratio  of  Pay  Rolls  to 
Consumer  Funds  Absorbed 

44     Slaughtering  and  meat  packing   +  .86  +  .70 

44     Iron  and  steel   +  -24  —  .62 

69-78     Mining     00  —  .36 

69-78     Construction    —  .02  —  .22 

78     Government    +  .27  +  .02 

78     Finance    +1.74  +2.43 

78     Service +  .61  +1.31 

Ratio  of  Pay  Rolls  to 
Dividends  and  Interest 

44     Woolen  and  worsted  goods    +4.14  +5.10 

44     Railroads,  steam   —  .98  —  .23 

69-78     Agriculture    —1.41  —  .01 

69-78     Manufacturing    -. —2.99  —3.66 

69-78     Mining     —2.70  —3.21 

69-78     Transportation  and  other  public  utilities   — 3.69  — 4.52 

69-78     Construction    —3.66  —7.37 

78     Government    +  .84  +  .53 

78     Finance    -  .95  -2.01 

78     Service    —  .16  —1.44 

Rxttio  of  Consumer  Funds 
Absorbed  to  Dividends  and  Interest 

69-78     Agriculture    —1.40  —  .01 

69-78     Manufacturing     —1.87  —2.54 

69-78     Transportation  and  other  public  utilities    — 3.06  — 3.92 

69-78     Construction    —3.64  -7.15 

78     Finance    —2.69  -4.44 

78     Service    -  .77  -2.75 

In  ratio  o£  employment  to  production,  slaughtering  and  meat  packing 
is  not  in  tenth  position  as  given  in  the  monograph,  but  is  in  fourth  posi- 
tion. Construction  is  in  first  position,  not  in  third;  coal  mining  is  in  sixth 
position,  not  in  fifteenth;  and  metal  mining  is  in  eighth  position,  not  in 
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fourteenth.  Several  other  ranks  are  changed  when  the  computations  are 
made  correctly. 

On  page  83,  Dr.  Kreps  says  of  General  Motors  Corporation:  "In  the  Gen- 
eral Motors  Corporation,  employment  has  increased  faster  than  produc- 
tion." His  analysis  is  faulty  because  the  production  index  omits  all  the 
products  of  this  corporation  other  than  cars  and  trucks,  and  because  his 
employment  figures  include  Fisher  Body  Corporation  employees  after  1926 
but  do  not  include  them  prior  to  1926.  However,  his  observation  is  not 
based  on  the  data  given,  for  an  analysis  of  his  data  shows  that  the  average 
annual  increment  was  18.04  per  cent  for  production  but  only  10.3  per  cent 
for  employment.  He  adds:  "On  the  whole,  consumer  effort  commanded 
has  remained  below  the  level  of  production."  However,  Dr.  Kreps  used 
adjusted  net  sales  as  a  measure  of  consumer  effort  commanded,  and  he  could 
probably  have  made  the  same  statement  for  all  manufacturing  if  he  had 
substituted  adjusted  sales  for  value  added  by  manufacture. 

In  the  same  chapter  on  "social  performance"  of  companies,  he  makes 
several  slurring  remarks  about  the  American  Telephone  and  Telegraph 
Company,  but  condemnation  from  Dr.  Kreps  is  really  praise,  for  accord- 
ing to  him  the  more  efficient  a  corporation  is,  the  lower  it  ranks  in  social 
performance. 

Since  employment  is  equal  to  pay  rolls  divided  by  average  annual  wages 
per  employee,  the  fourth  criterion,  ratio  of  employment  to  production,  could 
be  increased  by  reducing  the  average  annual  pay  per  employee.  The  two 
industries  that  showed  the  greatest  increase  in  annual  pay  per  employee 
therefore  were  given  the  two  lowest  positions  by  this  criterion,  while  the 
two  industries  that  showed  the  greatest  declines  in  annual  pay  per  employee 
were  in  fifth  and  first  positions. 

The  arithmetical  errors  to  which  we  have  referred  are  not  important, 
for  the  criteria  have  no  validity  when  correctly  computed.  They  are  the 
mathematical  counterpart  of  the  errors  in  theory  and  logic  which  permeate 
the  whole  monograph.  We  have  analyzed  the  monograph  at  some  length 
because  it  was  written  by  the  Economic  Adviser  to  the  T.N.E.C.  There 
is  a  tendency  to  accept  as  correct  any  figures  and  statements  which  emanate 
from  the  Government  Printing  Office.  This  review  may  replace  some  of 
this  faith  with  healthy  skepticism. 
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Toward  More  Housing 

THIS  monograph  contains  two  parts,  written  respectively  by  Peter  A. 
Stone,  Chief  of  the  Construction  Analysis  Unit  of  the  WPA,  and  R. 
Harold  Denton,  Economic  Analyst   in   Housing  for  the  Department  of 
Commerce. 
We  quote  first  a  paragraph  from  Part  II  (p.  126;  italics  supplied): 

The  building  industry  is  chiefly  characterized  by  its  lack  of  uniformity  in 
organization  or  type  of  work.  It  is  comprised  of  small,  local  enterprises,  each 
of  which  operates  almost  entirely  independently  of  every  other,  and  no  one  of 
which  predominates  in  determining  the  ultimate  cost  of  a  house.  Labor  is  its 
own  production  manager,  performing  both  planning  and  physical  operations. 
There  is  little  cooperation  between  various  groups  in  the  industry  either  locally 
or  nationally.  Each  is  concerned  only  with  its  own  immediate  advantage,  and 
no  one  has  any  effective  control  over  total  production  costs. 

This  statement  by  Mr.  Denton  illustrates  several  significant  points  about 

this  building-industry  study.    In  the  first  place,  it  points  out  quite  forcibly 

the  paradox  of  including  a  study  of  the  small-house         ,  •    -x  j  a 

,    .,  i.       .    ,  ,      °  -^  ,  ,         Limited  Scope 

buildmg  mdustry,  whose  greatest  shortcommgs  are  al-  f  qt  r1 

leged  to  be  lack  of  organization  and  lack  of  modern 
managerial  capacity,  in  an  "investigation  of  concentration  of  economic 
power."  And,  in  the  second  place,  the  careless  and  misleading  identifica- 
tion of  small-house  building,  in  the  opening  words  of  this  passage,  as  "the 
building  industry"  illustrates  a  strong  tendency  among  journalistic  and 
bureaucratic  reformers  to  minimize  the  outstanding  competence  of  mod- 
ern American  architects,  engineers,  and  builders  in  practically  all  sectors 
of  the  industry  except  cheap  single-family  houses,  and  to  present  the  short- 
comings of  the  house-building  industry  as  those  of  the  building  industry 
as  a  whole. 

While  the  contributions  of  both  Messrs.  Stone  and  Denton  to  this  com- 
bined study  avowedly  concentrate  on  the  subject  of  small-house  building, 
the  rather  conspicuous  lack  of  acknowledgment  of  achievements  in  other 
fields  of  building  and  engineering  work  tends  to  give  a  very  inadequate 
picture  of  the  industry  and  the  remarkable  progress  that  it  has  made..  It 
would  seem  only  fair  that,  when  the  oft-repeated  charges  of  backwardness 
are  made  against  one  department  of  the  industry,  credit  be  given  to  the 
people  who  have  designed  and  assembled  (usually  in  record  time)  such 
structures  as  the  Empire  State  Building,  Rockefeller  Center,  the  Bankers 
Life  Building  in  Des  Moines,  and  the  Golden  Gate  Bridge.    These  struc- 
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tures  and  numerous  others  in  the  United  States  are  wonders  of  the  modern 
world,  unequaled  by  builders  of  any  other  country  or  any  other  time. 

In  spite  of  this  obvious  set  of  facts,  Mr.  Denton  makes  a  rather  astound- 
ing statement  on  page  127,  where  he  says: 

The  answer  to  the  problem  of  wide  diversity  in  organization  of  the  building 
industry  is  the  same  as  to  the  problem  of  high  building  costs,  and  lies  in  the 
nature  of  the  production  process  itself,  which  is  little  different  on  a  project  large 
or  small  or  luhether  the  builder  is  a  small  operator  or  a  large  corporation. 
[Italics  supplied.] 

This  statement  completely  ignores  the  very  complete  assembly-line  proc- 
esses that  are  customarily  worked  out  by  modern  large-scale  contracting 
Overlooking-  organizations,  in  scheduling  deliveries  of  materials  and 

Notahlp  scheduling  operations  of  various  subcontracting  trades, 

Achievements  ^^  order  to  complete  enormous  undertakings  in  record 

time.  The  Empire  State  Building  was  completed  in 
eighteen  months;  many  quite  large  industrial  buildings  are  frequently  com- 
pleted in  three  to  six  months. 

A  fact  quite  frequently  overlooked  is  that  the  oft-criticized  diversity  of 
organization  and  diversification  of  techniques  in  the  building  industry 
are  in  many  ways  a  real  asset  to  the  country.  The  architects  and  engineers 
who  planned  the  Empire  State  Building  also  designed  not  only  Parkches- 
ter,  the  world's  largest  housing  project,  but  also  one  of  the  country's  largest 
off-continent  air  and  naval  bases.  The  builders  of  Empire  State  and  Park- 
chester  completed  in  record  time  several  of  the  largest  army  cantonment 
projects  in  the  1940-1941  defense  program.  Diversity  of  organization  has 
arisen  by  reason  of  diversity  of  construction  needs;  it  provides  a  flexibility 
in  meeting  new  demands  that  a  more  highly  mechanized  mass-production 
industry  cannot  possibly  have.  The  construction  industry  today  is  swing- 
ing into  its  1942  all-out  war  production  program  with  far  greater  ease  than 
was  possible  for  the  automobile  industry. 

Modern  construction  techniques  are  equally  competent  in  the  field  of 
housing,  when  set  to  work  upon  projects  large  enough  to  warrant  their  use. 
This  has  been  shown  in  the  past  in  such  outstanding  housing  developments 
as  Parkchester  in  New  York,  Chatham  Village  in  Pittsburgh,  and  Buck- 
ingham Community  in  Arlington,  Virginia.  In  the  Country  Club  Devel- 
opment of  Kansas  City,  River  Oaks  in  Houston,  and  Roland  Park  in  Bal- 
timore, private  enterprise  has,  in  each  case  over  a  period  of  years,  produced 
residential  communities  of  outstanding  character;  in  all  three  of  them, 
fairly  low-cost  houses  have  been  built  in  recent  years.  Some  of  the  larger 
defense  housing  projects  built  in  1940  employed  to  the  full  the  customary 
assembly-line  methods  of  large-scale  construction  projects  in  the  erection  of 
quantities  of  small  houses;  machinery  was  used  for  excavation,  trench- 
digging  and  grading,  shop-fabrication  for  wall,  floor,  and  roof  units,  and 
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departmentalized  organization  for  various  phases  of  the  job.  These  effec- 
tive procedures  were  not  new  to  the  industry,  though  somewhat  unusual  in 
the  production  of  small  houses  by  reason  of  the  fact  that  relatively  few 
small-house  projects  have  in  the  past  run  into  hundreds  of  units  built  simul- 
taneously. 

By  ignoring  these  well-known  facts  of  the  industry  and  by  preoccupa- 
tion with  the  conventional  list  of  shortcomings  in  the  usual  procedures  in 
small-house  building,  Mr.  Denton  has  permitted  himself  to  be  led  into  some 
inaccurate  statements.  For  example,  on  page  128,  he  says:  "On  both  large 
and  small  the  building  process  is  largely  one  of  brokerage.  .  .  ."  Again,  on 
page  129,  he  says:  "Production  management  as  it  is  understood  in  modern 
manufacturing  industries  is  practically  unknown  in  the  building  industry." 
He  refers  repeatedly  to  the  contractor's  function  as  that  of  broker,  which 
it  sometimes  is;  but  by  constant  repetition  of  this  theme  he  betrays  consid- 
erable lack  of  appreciation  of  the  very  high  managerial  and  technical  com- 
petence of  large  numbers  of  American  builders.  Nowhere,  in  either  Mr. 
Stone's  or  Mr.  Denton's  section  of  the  monograph,  is  adequate  recognition 
given  to  the  recent  growth  of  large  house-building  organizations  or  to 
their  achievements  in  producing  better  single-family  houses  than  ever  before 
at  lower  costs. 

Another  oft-recurring  theme  in  Mr.  Denton's  section  is  the  belief  which 

he  alleges  is  held  throughout  the  industry  that  there  is  in  any  given  period 

only  a  limited  amount  of  construction  work  to  be  done.         p  t  "R  1"  f 

It  is  true  that  this  belief  is  fairly  widespread  and  is  fre-         .    -,         ..  , 

quentlv  the  basis  of  labor's  conflicting  claims  to  iurisdic-        ,  •     -i  4.- 
^      ,    .  ,  .  .       °  ^    .  '  ,         Limitations 

tional  rights  over  certam  operations.    It  is  not  so  much 

potential  demand,  however,  as  effective  demand  conditioned  by  external 
factors,  that  affects  opportunity  in  this  industry.  Limitation  of  potential 
demand  has  frequently  been  an  economic  fact  of  first  importance,  imposed 
by  the  current  inventory  of  existing  buildings  and  by  the  outstanding  mort- 
gage debt  on  existing  buildings.  It  seems  to  this  writer  that  Mr.  Denton 
overlooks  the  importance  of  this  external  factor,  and  perhaps  overempha- 
sizes the  prevalence  in  the  industry  of  the  idea  of  limited  demand. 

If  the  passages  selected  for  criticism  thus  far  in  this  review  are  all  taken 
from  Mr.  Denton's  section  of  the  monograph,  this  is  due  largely  to  the 
differing  natures  of  the  contributions  of  the  two  authors.        "niffprPTitiatinTi 

Mr.  Stone's  Part  I  is  entitled  "Some  Economic  As-        ,    .  p     +<: 

pects  of  Housing,"  and  concerns  itself  in  the  main  with  nfMn-nno-mnh 
a  careful  presentation  of  statistical  data  and  generally 
accepted  facts  about  the  industry.  Mr.  Stone,  formerly  editor  of  a  weekly 
and  later  of  a  monthly  magazine  for  contractors,  and  during  recent  years 
statistician  for  the  NRA  and  the  WPA,  acted  as  co-ordinator  of  construc- 
tion studies  for  the  T.N.E.C.,  and,  as  such,  prepared  the  factual  report  com- 
prising his  section  of  the  monograph.    He  brought  to  this  job  a  sound  prac- 
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tical  knowledge  of  what  goes  on  in  construction  activities  as  well  as  a  com- 
prehensive grasp  of  industry  statistics. 

For  the  most  part  Mr.  Stone's  presentation  is  conscientious,  temperate, 
and  factual.  Only  occasionally  does  he  slip  into  debatable  or  unsupported 
statements,  such  as  the  following: 

Moreover,  many  of  the  raw  materials  of  the  industry  are  concentrated  in  a 
few  hands  with  a  controlled  and  inflexible  pricing  system.  [Page  xvi  of  Sum- 
mary and  Conclusions.] 

Such  projects  [houses  of  $10,000  or  more  built  to  owner's  order]  are  super- 
vised by  architects,  and  the  contractor  who  can  engage  in  this  type  of  work 
generally  has  a  larger  amount  of  capital  and  consequently  greater  purchasing 
ability,  which  gives  him  a  greater  leverage  in  purchasing  materials.  Thus,  it  is 
often  entirely  possible  to  obtain  greater  value  for  the  amount  that  goes  into  the 
high-cost  residence  than  is  the  case  with  the  lower-cost  house.     [Page  35.] 

It  is  the  attempt  to  maintain  the  former  income  on  this  high  valuation  [i.e., 
of  slum  property]  that  causes  more  and  more  crowding  and  eventually  brings 
about  slums.  [Page  96.]  [This  statement  overlooks  the  part  that  is  played  in 
depreciation  of  slum   property   by   overassessments   for   tax   purposes.] 

Mr.  Denton's  Part  II  is  entitled:  "The  Relation  of  Productivity  to  Low- 
Cost  Housing."  More  than  Mr.  Stone's  contribution,  it  tends  toward  point- 
ing out  what  the  housing  industry  ought  to  be.  It  is,  on  the  whole,  a  rea- 
sonable and  temperate  statement,  with  only  such  examples  of  overemphasis 
or  underemphasis  as  have  been  previously  pointed  out.  An  economic  ana- 
lyst in  housing  in  the  Department  of  Commerce,  Mr.  Denton  has  a  broad 
knowledge  of  the  industry  and  has  done  a  conscientious  job  in  writing  his 
section  of  the  report. 

Restraints  and  collusive  practices  in  the  building  field,  which  might  have 

been  presumed  to  be  the  principal  preoccupation  of  the  investigation  of  con- 

■p     4.  •  4.-  centration  of  economic  power,  are  rather  briefly  sum- 

p       ..  marized   by    Mr.    Stone    in    the    following   paragraphs 

(p.  xviii) : 

In  building  activities  proper,  a  number  of  types  of  control  are  apparent.  For 
those  affecting  the  price  of  materials  there  is  also  sufficient  authority  under  the 
antitrust  laws  to  take  whatever  action  seems  necessary.  However,  there  has 
been  a  growing  practice  on  the  part  of  organized  subcontractors  to  continue 
with  labor  to  maintain  local  prices  of  materials  and  installation  work.  Some 
subcontractors,  through  their  so-called  "codes  of  fair  practice,"  have  maintained 
both  uneconomic  practices  and  high  costs.  There  is  a  question  whether  certain 
State  "fair  trade  practice  acts"  have  not  been  conducive  to  this  type  of  restraint, 
and  a  re -examination  of  all  State  fair  trade  practice  acts  might  reveal  an  exten- 
sive influence  in  maintaining  high  costs.  .  .  . 

It  has  also  been  found  that  organized  labor  has  in  some  instances  prevented 
the  adoption  of  new  and  more  economic  methods  adaptable  to  certain  items 
of  construction.     Because  of  the  set-up  of  labor  by  trades,  with  each  trade  at- 
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tempting  to  get  as  much  work  as  possible  for  itself  regardless  of  workers  in 
other  trades,  the  jurisdictional  strike  has  been  influential  in  preventing  the  adop- 
tion of  new  methods.  .  .  .  There  is  also  the  problem  of  subcontractors  who  are 
loath  to  see  the  introduction  of  new  methods  which  would  eliminate  their  type 
of  work.  Groups  of  these  subcontractors  may  be  influential  in  preventing  the 
adoption  of  new  methods.  ... 

There  is  here  a  discreet  omission  of  any  reference  to  the  part  played  by 
the  ill-fated  NRA  in  temporarily  legalizing  and  encouraging  the  restrictive 
practices  here  criticized.  However,  in  another  section  the  NRA  influence 
is  mentioned  in  connection  with  examples  of  alleged  restrictive  practices  of 
material  dealer  organizations. 

Uneconomic  practices  by  subcontractor  organizations  and  labor  unions 
Mr.  Stone  dismisses  as  relatively  unimportant  in  this  somewhat  charitable 
statement  : 

On  the  whole,  however,  the  restraints  that  can  be  reached  by  present  antitrust 
laws  probably  do  not  influence  costs  to  the  extent  that  is  commonly  believed  by 
the  public. 

Waiving  for  the  moment  the  question  of  the  efficacy  of  antitrust  laws 
in  dealing  with  such  practices,  this  statement  is  rather  at  variance  with 
the  opinion  held  by  many  people  in  the  building  industry.  Assistant  At- 
torney General  Arnold  has  succinctly  stated  the  actual  situation  as  follows 
(December  5,  1941) : 

"The  hodcarriers  in  Chicago  have  decided  that  no  house  builder  or 
no  contractor  building  an  office  building  has  the  right  to  use  ready-mixed 
concrete,  lowering  the  quality  of  concrete  and  raising  the  price  of  build- 
ing in  Chicago.  And  the  Supreme  Court  of  the  United  States  has  said 
that  there  is  no  law  which  prevents  their  putting  on  that  kind  of  em- 
bargo. Following  that  decision,  all  over  the  United  States  protective  tar- 
iffs are  being  built  up — boycotts  of  more  efficient  materials,  boycotts  of 
more  eflScient  methods,  the  compeUing  of  independent  businessmen  to 
hire  useless  and  unnecessary  labor,  until  my  economist  friends  tell  me  that 
the  charge  on  American  consumers  is  over  one  billion  dollars.  And  there 
appears  to  be  today  no  law  to  stop  that  sort  of  consumer  exploitation. 
.  .  .  Labor  conspiracies  in  many  large  cities  are  preventing  consumers 
from  having  cheaper  houses,  cheaper  transportation,  and  cheaper  distri- 
bution of  the  necessities  of  life." 

We  can  agree  with  Professor  M.  M.  Bober  of  Lawrence  College  that  in 
the  T.N.E.C.  studies  "there  is  a  disposition  to  tone  down  the  effect  of 
monopolistic  practices  of  labor  on  building  costs"  {American  Economic  Re- 
view, June  1942,  Supplement,  p.  34). 

In  the  very  nature  of  things,  distribution  costs  (which  in  the  case  of 
most  materials  entering  into  small  houses  involve  both  wholesaling  and 
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retailing)  and  installation  costs  represent  far  greater  percentages  of  ulti- 
mate cost  to  home-owners  than  manufacturers'  costs  or  selling  prices.  In 
one  careful  analysis  this  writer  has  seen  that  manufacturers'  profit  on  a 
certain  unit  of  building-material  represented  less  than  1  per  cent  of  the 
final  installed  cost  to  the  home  owner.  Obviously,  collusive  or  restrictive 
practices,  if  any  exist,  in  the  retail  or  installation  phases  of  building  give 
by  far  the  greatest  possibilities  of  inflating  ultimate  building  costs. 

The  T.N.E.C.  hearings  which  were  voluminously  reported  and  presum- 
ably formed  the  basis  of  this  monograph  report  were  apparently  staged  as 
p  ..  a  curtain  raiser  to  the  series  of  prosecutions  of  building- 

,  industry  groups  initiated  by  the  Antitrust  Division  of 

Anft       t  T  fl  ""^^  Department  of  Justice.    It  so  happens  that  quite  a 

number  of  people  in  the  building  industry  approved  this 
program  in  principle,  hoping  that,  in  the  first  place,  it  would  be  conducted 
fairly  without  unnecessary  smearing  of  innocent  people,  and  that,  more 
important,  it  would  be  successful  in  eliminating  recognized  abuses  in  the 
industry. 

The  Department  of  Justice  succeeded  in  a  number  of  cases  in  obtaining 
consent  decrees  involving  the  dissolution  of  organized  bid-depositories.  Its 
efforts  to  break  up  allegedly  monopolistic  practices  against  labor-union 
groups  (in  which  it  disavowed  any  wish  to  restrict  collective  bargaining 
or  any  other  generally  recognized  rights  of  unions)  were  less  successful. 
In  fact  this  phase  of  the  prosecution  program  came  to  an  abrupt  termina- 
tion on  February  3,  1941,  with  the  adverse  decision  of  the  U.  S.  Supreme 
Court  in  the  famous  Hutcheson  case  (JUS.  vs.  Hutcheson  et  al,  312  U.S., 
p.  219),  which  practically  gave  labor  unions  immunity  from  conviction 
under  any  existing  antitrust  legislation. 

Another  very  effective  brake  on  building  industry  progress,  uneconomic 
building  codes,  is  cited  by  both  authors;  again,  this  is  an  evil  well  recog- 
,-r  ■  nized  by  practically  everyone  in  the  building  industry, 

■R   "M*       C  A  ^^^  ^  considerable  majority  of  building  industry  asso- 

ciations and  organizations  would  gladly  assist  in  find- 
ing a  remedy  for  it.  The  impact  of  war  construction,  with  the  extreme 
necessity  of  economizing  in  the  use  of  all  critical  materials,  may  yet  effect 
building-code  reforms — a  field  where  neither  the  Federal  Government  nor 
industry  groups  have  made  much  progress. 

Since  both  authors  have  sincerely  aimed  at  being  completely  realistic, 
they  have  avoided  repetition  of  the  customary  wishful  thinking  and  fanci- 
p    j;  ,    .     ..  ful   prognostications   about   prefabricated   houses.     Mr. 

Stone  briefly  reviews  the  subject  (pp.  108-109)  and  con- 
cludes as  follows:  "On  the  whole,  prefabrication  is  going  through  an  evo- 
lutionary process,  and  the  period  of  such  evolution  has  been  too  short  for 
an  evaluation  of  the  true  significance  of  present  progress."  Writing  when 
he  did,  Mr.  Stone  could  not  foresee  the  rather  sudden  demand  for  prefab- 
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ricated  houses  that  has  been  created  by  defense  housing  needs  of  1941  and 
1942.  With  the  spur  of  Government  buying  of  houses  in  quantities,  some 
50  companies  were  actually  engaged  in  producing  prefabricated  houses  in 
1941,  and  it  is  expected  that  as  many  as  200  may  be  active  in  1942.  De- 
mands of  Federal  housing  agencies  for  demountable  houses,  in  areas  where 
occupancy  by  defense  workers  is  assumed  to  be  temporary,  have  thus  given 
a  great  stimulus  to  prefabrication. 

These  prefabricated  houses  do  contain  some  technical  innovations,  though 
few  of  revolutionary  character.  At  the  same  time,  numbers  of  operative 
builders  using  conventional  procedures  have,  under  the  spur  of  quantity 
production,  streamlined  their  procedures  and  turned  out  with  great  speed 
small  houses  of  excellent  quality  at  very  low  unit  cost.  This  actual  experi- 
ence appears  to  confirm  the  view  that  the  crux  of  the  problem  of  produc- 
ing small  houses  at  low  cost  is  the  question  of  a  quantity  market  which 
will  produce  a  fairly  continuous  flow  of  large  orders  for  houses.  In  other 
words,  the  marketing  problem  is  the  biggest  part  of  the  problem  of  reduc- 
ing housing  costs.  There  is  ample  technical  ingenuity  within  and  without 
the  building  industry  to  guarantee  technical  progress  in  such  measure  as 
existing  and  potential  opportunities  will  permit. 

In  spite  of  the  progress  now  being  made  in  prefabricated  houses,  Mr. 
Stone's  dictum  to  the  effect  that  prefabrication  is  going  through  an  evo- 
lutionary phase  still  holds  true.  It  is  having  a  great  opportunity  to  demon- 
strate its  merits,  and  is  very  likely  to  contribute  technical  advances  of  great 
potentiality  for  general  use  in  building.  However,  the  importance  of  pre- 
fabricated houses  in  postwar  building  programs  will  depend  greatly  upon 
the  prospects  for  continuity  of  quantity  orders. 

With  Mr.  Stone's  conclusions  and  Mr.  Denton's  recommendations  there 
can  be  no  general  disagreement.  Recommended  programs  include  indus- 
trial research,  promotion  of  scientific  management  T?prnTn 
(much  more  of  which  already  exists  in  the  building  in-  m  H  t" 
dustry  than  the  monograph  admits),  standardization, 
investigation  and  prosecution  of  restrictive  practices  (which  reached  a  stale- 
mate on  February  3,  1941),  and  simplification  and  improvement  of  build- 
ing codes.  One  might  wish  that  more  attention  had  been  given  in  these 
studies  to  the  opening  up  of  quantity  markets  (e.g.,  development  of  in- 
centives to  equity  investment  in  rental  housing) ;  that  some  recognition 
had  been  given  to  the  fact  that  private  builders,  with  broadened  markets 
opened  up  by  FHA-insured  mortgage  procedures,  have  made  more  progress 
in  cost  reduction  than  has  been  made  in  subsidized  public  housing;  that 
more  faith  had  been  expressed  in  the  ingenuity  of  American  architects,  en- 
gineers, and  builders  and  their  capacity  for  progress  when  there  is  the  com- 
bined stimulus  of  necessity  plus  opportunity. 
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Taxation  of  Corporate  Enterprise 

THE  authorship  of  this  monograph  is  accredited  to  CHfford  J.  Hynning 
of  the  Department  of  Commerce  in  consultation  with  Professor  Ger- 
hard Cohii  of  the  New  School  for  Social  Research.  The  study  is  limited 
to  the  taxation  of  corporate  enterprise  in  the  fields  of  industry  and  trade. 
It  is  divided  into  eleven  chapters,  of  which  seven  are  exclusively  concerned 
with  Federal  corporate  income  taxation. 

The  remaining  chapters  deal  with  size  and  industrial  aspects  of  the  "cost"  taxes, 
such  as  the  pay-roll  tax,  Federal  excises,  sales  taxes,  the  property  tax,  and  state 
corporate  privilege  taxes.  The  concluding  chapter  summarizes  the  findings  of 
the  inquiry.  .  .  . 

The  principal  sources  of  the  study  have  been  {a)  income-tax  data  of  the  Bureau 
of  Internal  Revenue  and  {b)  data  obtained  by  questionnaires  received  by  the 
Department  of  Commerce  from  800  large  manufacturing  and  mercantile  corpora- 
tions (for  1934-38)  and  by  Dun  and  Bradstreet  from  27,000  small  and  medium- 
sized  business  enterprises  in  manufacturing,  trade,  and  service  (for  1938). 
[Page  3.] 

Despite  the  fact  that  the  monograph  is  amply  fortified  with  statistics 
and  charts,  it  identifies  mere  corporate  "bigness,"  which  in  itself  is  neither 
p  ,  good  nor  bad,  with  various  harmful  practices  such  as 

p  ...  .  monopoly  control,  which  may  be,  but  are  not  neces- 

sarily, associated  with  "bigness."  (C/.  pp.  79,  89,  90, 
119.)  Then,  assuming  corporate  "bigness"  to  be  per  se  harmful,  the  author 
proceeds  to  analyze  federal  business  taxation  from  the  viewpoint  of  seek- 
ing tax  instruments  to  combat  "bigness."  This  type  of  reasoning  ignores 
the  fact  that  the  average  stockholder  in  the  large  corporation  has  a  smaller 
holding  than  the  average  stockholder  in  the  small  corporation;  in  other 
words,  the  big  corporation  is  much  more  apt  to  be  an  instrument  of  wealth- 
spreading. 

In  the  monograph  charts,  the  data  are  frequently  presented  in  terms  of 
separate  industries,  and  by  size  classification  for  each  industry.  The  failure 
to  show  the  number  of  concerns  in  the  several  size-classes  detracts  from 
the  significance  of  this  analysis. 

A  more  significant  matter  is  the  disregard  of  the  deficit  corporations.  The 
author  justifies  this  on  the  grounds  that  corporations  having  no  net  income 
pay  no  taxes,  and  that  the  deficits  of  some  corporations  are  not  offset  against 
the  profits  of  other  corporations.  "The  successful  corporations,"  he  says,  "still 
have  their  profits"  (p.  17). 

120 
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Both  o£  these  points  are  factually  correct  and  for  some  purposes  it  may 
be  proper  to  ignore  deficits.  But  by  using  them  as  guides  in  the  analysis 
of  his  material  the  author  has  missed  one  of  the  most  important  objectives 
that  should  be  aimed  at  in  any  such  study.  This  is  the  relation  of  taxes  to 
the  over-all  solvency  of  the  economic  system.  Professor  Alfred  Marshall 
has  said  that  the  rate  of  profit  should  be  measured,  not  by  a  comparison 
of  the  profits  with  the  capital  of  the  successful  firms,  but  by  a  comparison 
of  profits  with  the  total  capital  that  has  been  sunk  in  industry.  Likewise, 
the  question  of  the  effect  of  the  tax  burden  upon  the  maintenance  of  enter- 
prise as  a  whole  can  be  best  answered  by  expressing  that  burden  in  rela- 
tion to  the  net  profits  of  enterprise  as  a  whole,  which  means  profits  less 
deficits. 

The  treatment  in  this  monograph  is  not  simply  an  objective  presenta- 
tion of  the  assembled  data.  It  is  colored  by  the  author's  own  views,  and 
by  his  marked  inclination  to  approve  everything  that  has  been  done  in 
recent  years,  both  in  the  field  of  corporate  taxation  and  in  the  broader  field 
of  fiscal  policy.  The  absence  of  any  independent  critical  judgment  is  ap- 
parent throughout. 

In  recent  years  there  has  been  a  tremendous  expansion  in  governmental 
expenditure  which  results  in  greatly  increased  taxation.  The  author  of 
the  monograph,  however,  seems  inclined  to  condone  the  excessive  taxa- 
tion, for  he  says  (p.  4) : 

To  speak  of  taxes  as  a  "burden"  without  taking  into  account  the  productive 
use  to  which  government  puts  such  taxes — national  defense,  police  and  fire 
protection,  highways,  schools,  sanitation,  control  of  disease,  relief,  Social  Security, 
to  name  only  a  few — is  obviously  a  distortion  of  fact.  Taxes  are  not  collected 
and  then  dumped  into  the  ocean.  Like  the  sales  of  business,  taxes  are  operating 
income  out  of  which  the  Government  finances  its  manifold  activities. 

In  this  quotation  the  author  seems  to  overlook  the  fact  that  much  of  this 
tax  money  is  spent  on  projects  which  many  taxpayers  believe  are  unnec- 
essary and  wasteful,  and  to  this  extent  such  excessive  taxation  does  consti- 
tute a  burden. 

Again,  the  author  goes  out  of  his  way  to  echo,  approvingly,  criticisms 
that  have  been  made  by  others  against  large  corporations.  Yet  it  is  shown 
in  Chart  XXIII  (p.  85)  that  the  large  corporations  in  practically  every 
branch  of  industry  distribute  a  greater  proportion  of  net  income  after  taxes 
than  do  the  small  corporations.  Throughout,  the  individual  stockholder 
is  not  considered,  per  se,  and  the  corporate  entity  is  dealt  with  as  if  the 
effects  of  the  taxes  discussed  went  no  farther  than  the  artificial  legal  per- 
son by  whom  they  were  paid.  This  approach  has  value  as  a  first  approxi- 
mation; but  too  narrow  consideration  of  the  problem,  such  as  is  found  in 
the  present  study,  leads  to  the  kind  of  wrong  emphasis  that  is  apparent 
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in  the  recent  proposals  to  limit  seriously,  through  taxation,  the  profits  of 
all  corporations. 

In  Chapter  II  (pp.  21-38),  which  deals  chiefly  with  statutory  exemptions 
Exemt)tions  and  '^"^  deductions  from  gross  income,  a  curious  mistake 
Deductions  occurs   in    the   discussion   of   the   effect   of  the   specific 

exemption  of  $3,000  (p.  24;  italics  supplied). 

From  these  data  it  is  apparent  that  the  specific  credit  for  |3,000  operated  to 
reduce  the  statutory  tax  rate  on  manufacturing  corporations  with  assets  under 
$50,000  by  approximately  300  per  cent  (effective  rate  of  3.4  per  cent  as  compared 
with  the  statutory  rate  of  12  per  cent). 

Of  course,  no  reduction  can  actually  be  over  100  per  cent. 

The  discussion  of  deductions  is  a  good  illustration  of  the  futility  of  over- 
elaborate  statistical  analysis.  Deductions  are  characterized  as  a  "matter  of 
legislative  grace,"  since  Congress  has  the  constitutional  right  under  the 
Sixteenth  Amendment  to  tax  corporations  on  gross  incomes.  Accordingly, 
the  several  deductions  are  approached  from  the  standpoint  of  their  respec- 
tive importance  in  keeping  the  taxable  net  income  at  a  minimum.  By 
expressing  them  as  percentages  of  gross  receipts,  it  emerges  that  the  interest 
deduction  benefits  large  more  than  small  companies,  while  that  for  com- 
pensation of  officers  is  more  helpful  to  small  than  to  large  corporations.  In 
short,  we  learn  that  the  ratio  of  primary  expense  items  to  gross  receipts 
declines  with  increasing  size,  while  the  ratio  of  major  overhead  costs  rises 
with  greater  size.  This  might  be  called  statistical  proof  of  the  economically 
obvious. 

The  section  dealing  with  deduction  of  prior  years'  losses  emphasizes  the 
importance  of  this  privilege  for  industries  experiencing  variable  annual 
profits.  Detailed  data  are  available  only  for  the  years  1926-1932.  These 
show  that  deductibility  of  prior  losses  was  a  matter  of  considerable  impor- 
tance to  construction  and  mining  corporations,  and  to  some  branches  of 
manufacturing,  notably  rubber,  textiles,  forest  products,  and  food  and  bev- 
erages. The  privilege  was  of  little  value  to  public  utilities.  It  became  in- 
creasingly useful  to  financial  corporations  as  the  depression  advanced.  In 
general,  small  corporations  tended  to  claim  larger  percentages  of  taxable 
net  income  than  large  corporations,  although  there  were  some  conspicuous 
exceptions  to  this  general  situation. 

The  author  deals  with  consolidated  returns  in  Chapter  III  (pp.  39-52). 
The  chapter  opens  with  a  discussion  of  what  the  author  considers  to  be 
Pn  q  I'd  t  d  ^^^  abuses  of  the  holding  company  and  "pyramidal" 

•o   .  control.    A  study  of  the  statutory  requirements  for  the 

filing  of  consolidated  returns  indicated  progressive  tight- 
ening of  the  conditions  under  which  they  would  be  either  required  or  per- 
mitted. The  monograph's  conclusion  regarding  the  consolidated  return, 
from  the  revenue  standpoint,  is  as  follows  (p.  49) : 
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From  Chart  XII  it  is  apparent  that  prior  to  the  coming  of  the  depression  (1930- 
1931)  consolidated  corporations  reported  the  same  or  larger  taxable  net  incomes 
[i.e.,  than  the  unconsohdated  group]  in  relation  to  gross  incomes.  .  .  . 

With  the  coming  of  the  depression,  however,  the  taxable  net  income  reported 
by  consolidated  companies  declined  relatively  much  more  rapidly  than  the  tax- 
able net  income  reported  by  the  unconsolidated  group. 

Quite  right — in  a  company  with  several  divisions  organized  as  separate 
corporations  it  is  possible  to  offset  losses  of  one  unit  against  the  profits  of 
another,  thus  giving  a  truer  picture  of  what  is  in  economic  reality  only  one 
enterprise.  The  taxable  net  income  of  such  companies  will  decline  more 
in  a  period  of  depression  than  the  income  of  enterprises  which  have  only 
net  profits  and  no  oflfsetting  losses  (since  the  corporations  with  no  profits 
are  not  subject  to  tax) ;  on  the  other  hand,  their  taxable  earnings  may  in- 
crease more  in  periods  of  rising  prosperity.  Moreover,  not  all  holding  com- 
panies are  alike  but  the  monograph  would  treat  them  so. 

The  puzzling  thing  about  the  record  is  the  decline  in  the  number  of  con- 
solidated returns  over  the  period  1928-1933  for  which  details  are  available 
(p.  159).  In  1928,  the  total  number  was  9,300,  of  which  3,237  were  by 
manufacturing  corporations;  in  1933,  the  total  was  7,101,  of  which  2,455 
were  by  manufacturing  corporations.  Corporations  engaged  in  trade  that 
made  consolidated  returns  continued  to  report  a  higher  percentage  of  the 
total  taxable  net  income  of  all  corporations  engaged  in  trade  than  the  pro- 
portion of  the  gross  income  reported  by  them  to  the  total  gross  income  of 
all  corporations  in  this  field.  A  footnote  (p.  49)  points  out  that  the  trade 
group  included  chain  stores  which  were  frequently  accused  of  abuses  under 
the  consolidated  return  privilege. 

It  is  true  that  the  total  number  of  corporate  returns  declined  during  the 
depression;  but,  according  to  the  logic  of  those  who  oppose  the  consoli- 
dated return,  the  emergence  of  losses  in  subsidiary  corporation  operations 
should  have  made  this  type  of  return  a  more,  not  a  less,  valuable  privilege. 
In  one  paragraph  (p.  48)  the  author  suggests  that  the  penalty  tax  on  con- 
solidated returns  in  1932  and  1933  was  a  factor  in  reduction  of  the  number 
except  in  case  of  heavy  losses  by  subsidiaries.  In  the  next  paragraph  this 
tax  differential  is  said  to  have  been  relatively  minor  in  character. 

All  of  the  arguments  that  have  been  advanced  by  the  Treasury  to  sup- 
port the  retention  of  the  consolidated  return  are  brushed  aside  and  a  con- 
clusion adverse  to  this  advice  is  advanced  on  the  following  ground  (p.  52) : 

This  argument  overlooks,  however,  a  very  important  point,  namely,  that  loosely 
knit  combinations  and  merged  or  consolidated  corporations  are  quite  different 
in  nature,  each  from  the  other.  These  differences  are  practically  identical  with 
the  unique  advantages  of  the  holding-company  technique  of  corporate  growth 
which  were  set  forth  at  the  beginning  of  this  chapter.  A  single  phrase  may 
perhaps  sum  up  these  differences — a  common  unit  of  responsibility,  or  the  lack 
of  such  a  unit.     The  merged  or  large  corporation  affords  such  a  common  unit 
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of  responsibility.  The  holding  company  and  its  subsidiaries  do  not  constitute 
any  common  unit  of  responsibility.  In  the  realm  of  contracts  and  torts,  em- 
ployees and  customers,  investors  and  the  general  public,  corporations  are  usually 
allowed  to  define  the  duties  and  liabilities  strictly  in  terms  of  separate  corporate 
entities,  largely  irresf)ective  of  intercorporate  relationships.  By  defining  the 
"real  business  unit"  on  a  consolidated  basis  for  affiliated  companies,  the  Federal 
tax  laws  accepted  a  unit  of  responsibility  which  was  practically  nonexistent  else- 
where in  corporate  relationships. 

But  this  argument  would  actually  penalize  the  operation  of  an  economic 
unit  as  such. 

The  privilege  of  making  consolidated  returns  is  not  monopoly-promoting 
but  a  simple  recognition  of  economic  actuality.  Thus  when  the  allow- 
ance for  consolidated  returns  was  first  enacted  in  1918  the  Finance  Com- 
mittee of  the  Senate  said  (Senate  Report  No.  617,  65th  Congress,  Second 
Session,  p.  9;  Senate  Reports,  Public,  Volume  I): 

"While  the  committee  is  convinced  that  the  consolidated  return  tends 
to  conserve,  not  to  reduce  the  revenue,  the  Committee  recommends  its 
adoption  not  primarily  because  it  operates  to  prevent  evasion  of  taxes  or 
because  of  its  effect  upon  the  revenue,  but  because  the  principle  of  taxing 
as  a  business  unit  what  in  reality  is  a  business  unit  is  sound  and  equitable 
and  convenient  both  to  the  taxpayer  and  to  the  government." 

Inasmuch  as  the  excess  profits  tax  has  been  re-enacted,  a  provision  for 
consolidated  returns  would  again  be  of  benefit  to  the  Government  in  some 
cases. 

It  is  worthy  of  note  that  a  group  made  up  of  some  of  the  most  outstand- 
ing tax  experts  in  the  nation  as  early  as  1915  urged  that  the  consolidated 
return  be  recognized  for  the  purposes  of  the  income  tax  return.  This  rec- 
ommendation was  made  by  the  1915  Committee  on  Federal  Income  Tax 
of  the  National  Tax  Association,  with  the  following  roster  of  distinguished 
names:  Edwin  R.  A.  Seligman,  Chairman,  Thomas  S.  Adams,  Charles  J. 
Bullock,  Alfred  E.  Holcomb,  George  E.  Holmes,  Kossuth  K,  Kennan,  R. 
H.  Montgomery,  A.  C.  Hearick. 

The  section  of  the  report  of  this  committee  dealing  with  the  consolidated 
return  reads  as  follows: 

"The  parent  and  its  subsidiary  corporations  should  be  recognized  as  a 
single  entity  for  purposes  of  the  return  in  cases  where  they  constitute  a 
single  operating  system  or  where,  in  determining  net  income  for  their  own 
purposes,  no  recognition  in  accounting  is  made  of  the  subsidiary  companies 
as  distinct  operating  units;  and  in  all  cases  where  all  the  stock  of  the  sub- 
sidiary company  is  owned  by  the  parent  company,  a  consolidation  of  figures 
should  be  allowed  in  appropriate  cases,  subject  to  the  approval  of  the  de- 
partment." 
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The  American  Institute  of  Accountants,  after  careful  examination  of  the 
business  problems  involved,  declared  in  a  memorandum  of  September  1, 
1938,  to  the  Treasury  Department: 

"When  the  filing  of  consolidated  returns  was  abolished  in  1934,  this  coun- 
try made  a  long  step  away  from  the  path  of  sound  business  practice.  By 
requiring  separate  statements  of  income  from  each  unit  of  the  one  enter- 
prise, nonexistent  'paper'  income  is  often  taxed,  and  the  earnings  of  par- 
ticular units  may  be  distorted  and  incorrectly  presented.  Moreover,  elim- 
ination of  the  consolidated  return,  being  contrary  to  ordinary  business 
practice,  has  unduly  complicated  administration  of  the  income-tax  law 
and  has  placed  additional  burdens  on  corporate  groups  which  follow  the 
consistent  practice  of  preparing  consolidated  financial  statements  for  all 
other  purposes." 

Prohibition  of  consolidated  returns  unfairly  penalizes  subsidiary  relation- 
ships of  manufacturing  companies  formed  either  to  comply  with  state  laws, 
to  facilitate  financing,  to  diversify  operations  for  competitive  reasons,  or  to 
lessen  certain  manufacturing  and  selling  problems. 

Chapter  IV  (pp.  53-65)  deals  with  intercorporate  dividends  and  interest 
on  governmental  securities  as  deductions  in  ascertaining        Tti+q  ^^  no  afp 
taxable  income.    With  respect  to  the  first  of  these  sub-        "nivinpTiH"! 
jects,  the  following  conclusion  is  reached  (p.  56) : 

.  .  .  Intercorporate  affiliation  is  the  consequence  of  the  exercise  of  a  highly 
valuable  privilege — the  right  of  one  corporation  to  own  stock  in  another  corpora- 
tion with  incidental  control  and  resulting  profits — with  which  corporations  have 
been  endowed  by  state  law.  And  such  a  legal  privilege  may  be  appropriately 
taxed." 

Since  the  valuable  privilege  referred  to  is  conferred  by  state  (not  federal) 
law,  one  might  ask  just  how  or  why  it  should  be  appropriate  for  a  federal 
tax  to  be  applied.  The  key  to  the  author's  viewpoint  is  the  prevailing  ad- 
ministration doctrine  that  holding  companies  are  always  and  inevitably 
bad.  He  gives  no  consideration  to  the  case  of  integration  as  a  factor  of  effi- 
cient operation,  or  to  the  case  of  stock  ownership  as  an  investment  and 
not  in  any  sense  as  an  attempt  at  pyramidal  control.  The  burden  of  the 
double  tax  on  corporate  dividends  has  been  the  equivalent  of  an  added  tax, 
on  all  dividends  received  by  corporations,  of  2.3  per  cent  in  1936-1937,  and 
of  3.6  per  cent  in  1940.  The  inference  the  author  makes  from  this  fact  is 
as  follows  (p.  63) : 

.  .  .  The  partial  taxation  of  intercorporate  dividends  may  have  played  a  role, 
among  other  factors,  in  specific  instances  of  the  simplification  of  corporate 
structures  that  have  recently  been  taking  place.  The  effect  of  the  intercorporate 
dividend  tax  has  on  the  whole  been  rather  negligible. 
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Two  pages  are  devoted  to  corporate  investments  in  government  securi- 
ties. The  author  asserts  that  interest  on  such  investments  should  be  subject 
Government  ^^  Federal  taxation,  and  cites  as  a  precedent  that  such 

Securities  income  was  "fully  taxed"  under  the  corporation  excise 

tax  of  1909  with  the  specific  approval  of  the  Supreme 
Court  in  Flint  v.  Stone  Tracy.  As  a  matter  of  history,  the  Act  of  1909  was 
imposed  as  a  "special  excise  tax  with  respect  to  carrying  on  or  doing  busi- 
ness by  such  corporation,  joint-stock  company  or  association,  or  insurance 
company,  equivalent  to  one  per  centum  upon  the  entire  net  income  over 
and  above  five  thousand  dollars  received  by  it  from  all  sources  during  such 
year.  .  .  ."  In  Flint  v.  Stone  Tracy,  Mr.  Justice  Day  described  the  tax  as 
follows  : 

".  .  .  It  is  therefore  apparent,  giving  all  the  words  of  the  statute  effect, 
that  the  tax  is  imposed,  not  upon  the  franchise  of  the  corporation  irrespec- 
tive of  their  use  in  business,  nor  upon  the  property  of  the  corporation,  but 
upon  the  doing  of  corporate  or  insurance  business  and  with  respect  to  the 
carrying  on  thereof,  in  a  sum  equivalent  to  one  per  centum  upon  the  entire 
net  income  over  and  above  $5,000  received  from  all  sources  during  the  year; 
that  is,  when  imposed  in  this  manner  it  is  a  tax  upon  the  doing  of  busi- 
ness with  the  advantages  which  inhere  in  the  peculiarities  of  corporate  or 
joint  stock  organizations  of  the  character  described."  ^ 

The  author  concedes,  but  with  no  enthusiasm,  that  the  exemption  of 
interest  on  public  securities  is  required  by  the  terms  of  issue.  He  holds 
that  it  is  an  open  question  whether  the  interest  saving  through  exemption 
is  greater  or  less  than  the  revenue  loss,  although  reference  to  the  yield  dif- 
ferential between  taxable  and  exempt  Treasury  notes  should  have  been 
strongly  indicative  on  this  point.  His  statistical  analysis  of  corporate  re- 
ceipts of  government  interest  by  industries  yielded  the  following  conclu- 
sion (p.  65) : 

When  the  size  patterns  are  broken  down  by  industries,  however,  it  is  found 
that  the  Government  interest  is  of  great  importance  only  to  the  financial  group 
of  corporations  where  it  equals — if  not  exceeds — the  credit  for  intercorporate 
dividends.  It  was  relatively  of  no  importance  to  other  major  industries  or  to 
the  various  manufacturing  industries. 

By  exempting  Government  interest  from  taxation  under  the  normal  tax  the 
Federal  revenue  acts  have,  by  design  or  not,  encouraged  the  large  financial  cor- 
porations to  acquire  extensive  holdings  in  governmental  securities. 

This  finding,  which  was  already  well  known,  should  have  been  more 
carefully  considered  by  the  Congress  before  enacting  the  surtaxes  on  all 
corporate  income  in  the  Revenue  Act  of  1941,  for  a  principal  ground  on 
which  these  surtaxes  were  imposed  was  the  alleged  need  of  taxing  partially 

1  Flint  V.  Stone  Tracy  Co..  220  U.  S.  107  (1911). 
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exempt  interest.  All  corporations  will  pay  these  surtaxes,  yet  only  the  finan- 
cial corporations  receive  significant  amounts  of  government  interest. 

The  discussion  of  excess  profits  taxation,  in  Chapter  V,  is  limited  to 
the  Act  of  1933.     The  burden  imposed  upon  business  p     „ 

managers  in  balancing  between  the  declared  value  of 
capital  stock  and  the  alternative  excess  profits  tax  is  well  described  in  the 
following  paragraph  (p.  68) : 

The  selection  of  favorable  capitalization  figures  depends  obviously  on  the 
accuracy  with  which  earnings  may  be  forecasted,  a  factor  which  varies  with  the 
economic  skill  of  the  corporate  managers,  the  stability  or  fluctuation  of  corporate 
profits  in  different  industries,  and  the  chance  of  a  particular  corporation  to  make 
profits  in  any  given  year.  If  in  doubt  the  corporate  managers  may  prefer  to 
avoid  or  reduce  a  present  tax  liability  (the  capital  stock  tax)  to  a  contingent 
liability  (the  excess  profits  tax)  if  their  profit  equation  should  turn  out  better 
than  they  expected.  It  must  not  be  overlooked,  however,  that  the  rate  of  the 
excess  profits  tax  is  of  a  very  high-powered  character  compared  to  the  mild  rate 
of  the  capital  stock  tax,  so  that  an  underpayment  of  the  capital  stock  tax  may 
result  in  an  exceedingly  high  excess  profits  tax,  while  an  overpayment  of  the 
capital  stock  will  not  ordinarily  involve  large  amounts. 

Expressing  both  the  capital  stock  tax  and  the  excess  profits  tax  as  percent- 
ages of  corporate  profit,  it  was  found  that  the  former  tax  was  a  fairly  uni- 
form percentage  of  corporate  profit  regardless  of  size,  while  the  latter  tax 
absorbed  a  greater  percentage  of  the  profits  of  small  than  of  large  companies. 
In  1937,  for  example,  the  excess  profits  tax  amounted  to  1.7  per  cent  of  profits 
in  the  case  of  corporations  with  assets  under  $50,000,  while  it  was  less  than 
0.2  per  cent  for  corporations  with  assets  over  $50,000,000. 

Chapter  V  also  deals  with  the  undistributed  profits  tax,  and  provides  inter- 
esting and  valuable  statisticaldata  concerning  it.    It  concludes  (p.  77)  that 

.  .  .  the  undistributed  profits  tax  operated  very  unevenly  in  the  different  size 
and  industrial  classes.  .  .  .  The  magnitude  of  the  undistributed  tax  tends  to 
vary  inversely  with  corporate  size — that  is,  the  larger  the  corporation,  the  smaller 
the  tax,  and  the  smaller  the  corporation,  the  larger  the  tax. 

The  discussion  of  taxes  in  relation  to  volume  of  profits  and  of  profits  and 
taxes  in  relation  to  corporate  size  (Chapter  VI,  pp.  81-86)  is  confused  and 
not  always  consistent.    For  example,  it  is  said  (p.  84,  slightly  abridged) : 

The  magnitude  of  corporate  profits  remaining  after  taxes  and  dividends  varied 
inversely  with  corporate  size,  except  (a)  in  mining,  where  aggregate  cash  divi- 
dends exceeded  total  corporate  profits  in  all  size  classes  except  the  largest,  and 
(b)  in  finance,  where  retained  profits  were  relatively  largest  in  the  medium-sized 
classes.^ 

And  a  little  later  (p.  88) : 

-  With  respect  to  mining,  gross  cash  dividends  represented  in  many  cases  a  partial  depletion 
of  the  capital.     The  author  does  not  take  this  into  account. 
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The  amount  of  profits  retained  after  the  payment  of  dividends  tends  to  vary 
with  the  rate  of  profit — that  is,  the  more  profitable  corporations  tend  to  dis- 
tribute relatively  less  of  their  profits  or  dividends  than  do  the  less  profitable 
corporations. 

The  deduction  from  these  statements  is  that  small  corporations  are  rela- 
tively more  profitable  than  large  corporations.  But  in  an  earlier  chapter  the 
following  occurs  (p.  36)  : 

The  rate  of  return  on  investment  for  those  corporations  which  make  profits 
in  any  given  year  tends  to  be  higher  for  the  smaller  corporations,  but  over  a 
period  of  time  the  larger  corporations  tend  to  have  profits  with  greater  frequency. 
In  other  words,  the  larger  corporations  seldom  suffer  large  losses,  whereas  the 
smaller  corporations  lead  a  very  uneven  career  with  occasional  profits  of  large 
magnitude  and  frequent  intervals  of  losses. 

From  all  of  this  it  is  not  easy  to  decide  just  what  is  meant  by  "more"  or 
"less"  profitable.  The  data  presented  make  it  clear  that  large  corporations 
pay  out  in  dividends  relatively  more  of  their  profits  than  small  corporations, 
regardless  of  the  relation  between  size  and  profitability.  The  small  corpora- 
tion must  plow  back  earnings  in  order  to  grow.  The  undistributed  profits 
tax  therefore  fell  relatively  more  heavily  on  small  than  on  large  corporations. 
The  author's  criticism  of  this  tax,  which  points  toward  the  conclusion  that  it 
approached  the  monopoly  problem  only  indirectly,  is  summed  up  (p.  89)  as 
follows: 

In  the  case  of  the  growing  or  middle-sized  corporations  which  may  not  possess 
easy  access  to  the  capital  market  and  therefore  distribute  less  profits,  it  is  not 
unlikely  that  an  undistributed  profits  tax  may  operate  to  check  "monopolistic 
tendencies."  In  a  word,  an  undistributed  profits  tax  may  not  curb  existing 
monopolies  but  may  constitute  a  check  to  the  growth  of  new  monopolies. 

The  implication  appears  to  be  that  every  large  corporation  may  be  sus- 
pected of  being  a  monopoly.  If  a  tax  on  undistributed  profits  should  pre- 
vent a  small  corporation  from  growing,  it  would  not  only  prevent  this  little 
corporation  from  becoming  a  monopoly,  but  also  from  ever  becoming  large 
enough  to  be  an  efficient  competitor  of  any  monopolistic  corporation  that 
might  already  exist. 

Chart  XXVII,  opposite  page  89,  does  not  fit  the  statistical  data  given  on 
page  186,  and  the  text  discussion  of  the  chart  confuses  the  simple  terms 
"direct"  and  "indirect"  relationship. 

An  interesting  point  is  made  in  Chapter  VIII  (pp.  91-95)  to  the  eflfect  that 
the  Federal  tax  laws  discriminate  in  favor  of  creditor  financing  by  exempting 
interest  payments  from  the  corporate  tax  base.  The  ground  for  this  conten- 
tion is  that  the  corporation  pays  no  tax  on  its  interest  outgo,  whereas  both 
the  corporation  and  the  stockholder  are  taxed  on  the  earnings  distributed  as 
dividends.    This  connects  with  the  current  reports  of  the  reorganization  of 
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corporate  capital  structures  by  substituting  debt  for  equity  capital.  Such  a 
move  is  extremely  shortsighted  and  ill-advised.  Congress  can,  at  any  time, 
limit  or  modify  the  interest  deduction,  and  those  corporations  which  have 
created  substantial  debt  capital  will  be  among  the  first  to  go  through  the 
wringer  in  the  next  depression. 

After  an  examination  of  the  tax  experience  of  several  hundred  large  cor- 
porations, classified  on  the  basis  of  the  ratio  of  equity  to  creditor  capital,  the 
foregoing  generalization  is  modified  by  the  conclusion  that  in  1937  the 
normal  tax,  excess  profits  tax,  and  capital  stock  tax  in  the  aggregate  were 
typically  lighter  on  corporations  having  a  substantial  amount  of  debt,  while 
the  undistributed  profits  tax  tended  to  be  heavier  on  the  same  group  of  cor- 
porations (p.  95). 

In  the  one  case  a  specific  part  of  the  Federal  corporate-income  tax  system 
tended  to  encourage  creditor  financing,  while  another  specific  component  of  the 
tax  system  tended  to  counteract  the  former  tendency.  The  net  result  in  the 
various  manufacturing  industries  was  a  general  tendency  for  the  tax  system  to 
encourage  creditor  financing. 

Chapters  IX  and  X  (pp.  97-114)  deal  with  the  effects  of  pay  roll  taxes, 
federal  excises,  state  sales  taxes,  and  state  and  local  property  taxes.  All  of 
these  except  the  property  tax  are  characterized  as  "vari-  ^,,       _, 

able-cost"  taxes,  since  the  amount  of  tax  is  dependent 
upon  the  volume  of  business  activity.    The  property  tax  is  described  as  a 
"fixed-cost"  tax. 

Pay  roll  taxes  are  compared  with  gross  margin  for  700  large  manufactur- 
ing and  trade  corpofations  in  1937,  and  with  sales  for  23,000  small  and 
medium-sized  manufacturing,  trade,  and  service  concerns  in  1938.  The 
outcome  of  these  comparisons  was  precisely  what  could  have  been  expected. 
It  is  stated  (pp.  99-100)  as  follows: 

The  pay-roll  tax  ratio  to  gross  margin  varies  quite  sharply  with  the  degree 
of  labor  costs.  In  manufacturing  the  variation  in  1937  ranged  from  0.67  to  1.78 
per  cent,  while  in  trade  the  variation  was  from  0.91  to  1.94  per  cent.  In  other 
words,  the  pay-roll  tax  falls  heavier  on  those  firms  where  pay  rolls  are  a  very 
major  cost  item,  while  it  is  lighter  on  firms  that  are  highly  mechanized  (where 
pay  rolls  are  low  with  respect  to  capital  costs).  When  these  figures  are  further 
broken  down  by  size  classes,  the  variations  of  the  pay-roll  tax  with  the  degree 
of  labor  intensity  tend  to  be  greater  in  the  smaller-size  groups  than  in  the  larger- 
size  groups. 

An  equally  obvious  conclusion  is  reached  with  respect  to  the  relation  be- 
tween pay  roll  taxes  and  profitability,  namely,  that  this  tax  is  a  larger  per- 
centage of  gross  margin  in  the  case  of  the  less  profitable  corporations  than 
in  the  case  of  the  more  profitable  corporations. 

Excise  and  sales  taxes  are  dealt  with  in  terms  of  their  relation  to  total 
sales  volume.     Since  there  has  been  an  erratic  selectivity  in  the  levy  of 
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excises,  the  impact  of  such  taxes  has  varied  widely  among  industries.  The 
federal  excises  were  3.01  per  cent  of  all  manufacturing  sales  in  1938;  but 
excluding  alcoholic  beverages,  tobacco  products,  and  petroleum  refining,  this 
ratio  was  only  0.43  per  cent  (Table  IX,  p.  103).  Using  the  experience  of 
362  identical  corporations,  the  ratio  of  both  federal  excises  and  state  sales 
taxes  to 'total  sales  appeared  to  have  declined  from  1934  to  1937  (Table  X, 
pp.  103-104).  With  respect  to  the  proper  business  policy  to  be  pursued  re- 
garding these  taxes,  that  is,  whether  to  absorb  or  shift  them,  the  sensible 
conclusion  is  reached  that  the  effect  on  consumption  must  be  regarded  as 
the  prime  consideration  (p.  107). 

Chapter  X,  dealing  with  state  property  taxes  and  special  taxes  on  capital 
stock,  yields  the  following  conclusion  (p.  114) : 

The  fixed-cost  taxes — the  property  tax  and  state  corporation  taxes  (except 
those  on  income) — are  markedly  regressive  in  at  least  two  senses:  they  are  rela- 
tively heavier  on  small  business  and  lighter  on  big  business  and  they  are  like- 
wise relatively  heavier  on  the  less  profitable  enterprises  and  lighter  on  the  more 
profitable  enterprises. 

The  inability,  and  in  some  cases  the  disinclination,  of  local  assessors  to 
achieve  the  same  relative  accuracy  in  assessing  large  and  small  property 
aggregates  or  units  has  long  been  familiar  to  all  students  of  tax  adminis- 
tration. It  is  not  an  inevitable  result,  under  proper  supervision  of  assess- 
ment practices,  but  it  is  a  widespread  and  generally  accepted  condition 
which  may  be  offset,  in  some  degree  in  some  states,  by  other  taxes.  There 
is  no  way  by  which  a  property  tax,  levied  at  a  uniform  rate,  can  be  pre- 
vented from  being  a  heavier  relative  burden  on  unprosperous  than  on  pros- 
perous business  concerns. 

The  concluding  Chapter  (XI)  does  two  things:  It  summarizes  briefly  the 
findings  of  the  whole  study.  With  this  feature  the  reviewer  has  no  com- 
p       ,     .  plaint.    The  second  thing  found  in  the  final  chapter  is 

the  effort  to  defend  the  use  of  the  taxing  power  to 
achieve  the  "broad  social  and  economic  objectives  that  have  been  demo- 
cratically accepted  by  the  nation"  (p.  115). 

The  sole  viewpoint  here  is  of  emphasis  upon  the  great  power  of  the  tax 
system  as  a  means  of  effectuating  common  objectives  and  of  approval  of 
its  use  to  this  end.  No  recognition  is  given  to  the  dangers  inherent  in  such 
a  policy,  to  the  use  of  taxation  to  achieve  unconstitutional  ends,  or  to  the 
difficulty  of  discriminating,  in  the  general  application  of  taxation,  between 
beneficial  and  harmful  tendencies  or  conditions. 

Thus  it  is  said  that  the  sanctions  of  taxation  "strike  at  the  very  sinews  of 
economic  power — the  payment  of  money"  (p.  115).  Here  we  have  the  real 
animus  of  the  program  to  use  the  taxing  power  for  non-fiscal  ends.  It  is 
to  hamstring  economic  power.  Those  who  talk  so  glibly  about  curbing  or 
impairing  or  destroying  economic  power  by  taxation  (and  the  number  of 
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those  who  talk  so  is  amazing)  reveal  no  realization  of  the  fact  that  economic 
power  means  economic  activity  and  progress  in  all  its  beneficial  aspects  as 
well  as  in  its  possibly  malevolent  aspects.  Chief  Justice  Marshall  said 
the  same  thing  long  ago:  "The  power  to  tax  involves  the  power  to  destroy." 
But  John  Marshall  said  this  as  a  warning  against  the  abuse  of  taxation. 
His  famous  dictum  is  now  regarded  by  many,  on  the  other  hand,  as  a  man- 
date, as  the  call  to  a  holy  taxation  war  against  the  private  enterprise 
system. 


REVIEW   OF    T.N. E.G.    MONOGRAPH    NO.    lO 

Industrial  Concentration  and  Tariffs 

MONOGRAPH  No.  10  was  written  by  Dr.  Clififord  L.  James,  Associate  Pro- 
fessor of  Economics  at  Ohio  State  University,  assisted  by  Edward 
C.  Welsh  and  Gordon  Arneson. 

To  acquaint  the  reader  with  the  plan  of  investigation  and  the  findings 
we  quote  from  pages  5-11  in  Chapter  I: 


PLAN   OF    INVESTIGATION 

Two  methods  were  followed  in  the  investigation.  First,  to  obtain  a  statistical 
analysis  of  the  existing  relationship  between  tariffs  and  monopolistic  elements 
in  domestic  industries,  a  representative  sample  taken  from  the  Census  of  Manu- 
factures, 1937,  was  examined.  The  sample  included  1,807  of  the  products  re- 
ported in  the  census  and  covered  14  of  the  16  industrial  classifications  of  the 
census.  Approximately  100  of  the  350  industries  in  these  classes  were  repre- 
sented. The  total  value  of  the  products  included  in  the  sample  amounted  to 
slightly  more  than  one-half  of  the  total  value  of  all  products  in  the  14  census 
classifications. 

For  each  product,  as  defined  by  the  census,  the  percentage  on  a  value  basis 
supplied  by  the  four  largest  companies  was  calculated  for  the  1,807  products  of 
the  sample.  The  percentages  served  as  indexes  of  industrial  concentration.  On 
the  basis  of  these  indexes  the  products  were  divided  into  three  groups;  that  is, 
the  first  one  included  products  for  which  four  companies  or  less  supplied  75  per 
cent  or  more  of  the  total  output  (value),  etc.  The  groups  are  indicated  in 
Table  1.  Because  of  incomplete  data,  a  few  items  were  placed  in  an  unclassified 
group. 

Table  1. — Sample  of  Industrial  Concentration,  1,807  Products  of  the  Census  of  19V 


i 


Index  of 

Census  products 

concentration 

Number 

Value 

Per  cent 

75  or  more  ' 

840 

526 

402 

39 

$10,156,158,739 

6,803,851,662 

12,298,424,226 

247,258,516 

34.4 

50  to  74  2 

49  or  less  ^ 

Data  incomplete 

23.1 

41.7 

.8 

Total 

1,807 

$29,505,693,143 

100.0 

'  Four  companies  or  less  supplied  75  per  cent  or  more  of  the  total  value  of  each  product. 
^  Four  companies  supplied  from  50  to  74  per  cent  of  the  total  value  of  each  product. 
■*  Four  companies  supplied  49  per  cent  or  less  of  the  total  value  of  each  product. 

Source:  Census  of  Manufactures,  1937.     T.N. E.G.  Industrial  Concentration  Study. 
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All  products  of  the  sample  were  examined  with  regard  to  their  tariff  status 
in  1937.  In  addition,  a  more  detailed  study  of  the  first  group,  namely  the  one 
with  a  concentration  index  of  75  or  more  was  made.  The  special  study  includes 
317  products  and  groups  of  products  with  a  total  value  of  $9,880,797,078  in 
1937  which  contains  about  90  per  cent,  on  a  value  basis,  of  the  products  in  the 
concentration  class  with  an  index  of  75  or  more. 

For  each  product,  or  closely  related  products,  of  the  special  study  a  brief 
schedule  of  essential  information  was  prepared.  First,  it  contained  a  short  state- 
ment with  regard  to  the  description  and  use  of  the  product.  Second,  in  a 
tabular  form  the  status  of  the  industry  in  1937  was  presented,  namely,  the  total 
number  of  companies  and  plants,  the  total  value  of  domestic  production  and 
the  per  cent  supplied  by  the  four  largest  companies,  and  the  tariff  status  of  the 
product  (free,  ad  valorem  rate,  or  equivalent  ad  valorem  rate).  Third,  the  recent 
tariff  treatment  of  the  product  beginning  with  the  act  of  1913  was  indicated. 
Fourth,  if  the  duties  were  specific  or  partly  so,  an  average  ad  valorem  equivalent 
was  calculated  whenever  possible  for  the  years  1934-38,  inclusive.  Fifth,  domestic 
production,  imports,  and  exports  on  a  value  basis  for  the  years  1935  and  1937 
were  indicated.  Sixth,  a  brief  statement  was  included  of  the  factors  which 
probably  accounted  for  the  industrial  concentration  and  of  the  probable  changes 
in  imports  and  domestic  prices  which  would  follow  a  substantial  reduction  or 
removal  of  duties. 

On  the  basis  of  the  information  contained  in  the  schedules  a  statistical  analysis 
was  made  of  the  existing  relationship  between  tariffs  and  monopolistic  elements 
in  domestic  industries.  Using  the  total  value  of  domestic  production  in  1937 
of  all  products  in  the  special  study  as  a  basic  quantity,  percentages  were  cal- 
culated for  several  classifications,  such  as  the  per  cent  of  the  total  which  was  not 
directly  affected  by  tariff  legislation  because  imports  were  free  of  duty;  the  per 
cent  apparently  affected  by  low,  intermediate,  and  high  duties  on  imports;  and 
the  per  cent  affected  by  duties  which  probably  effectively  restricted  imports. 
The  last  classification  indicates  the  coexistence  of  a  high  degree  of  industrial 
concentration  as  described  above,  and  effective  tariff  restriction  of  imports. 

The  second  method  of  investigation  consisted  of  a  historical  survey  of  a  few 
industries  which  showed  a  high  degree  of  industrial  concentration.  Since  the 
products  of  a  given  industry  are  frequently  quite  diverse  with  regard  to  use 
and  conditions  of  sale,  their  relationship  within  an  industry  is  important.  In 
many  instances  the  significance  of  industrial  concentration  and  tariff  treatment 
is  changed  materially  when  the  examination  is  shifted  from  a  product  to  an 
industry  basis.  The  investigation  in  each  case  usually  covered  the  period  since 
1900  and  included  an  examination  of  factors,  such  as  changes  in  tariffs;  changes 
in  domestic  production,  imports,  and  exports;  and  trends  in  concentration.  Al- 
though causal  relationships  are  difficult  to  establish  with  regard  to  the  above 
factors,  this  method  permitted  an  exploration  of  the  conditions,  policies,  and 
practices  which  accompanied  the  development  of  industrial  concentration  in  a 
given  industry  and  provided  a  more  adequate  basis  for  estimating  the  probable 
effects  of  present  tariff  changes.  These  few  cases  supplement  the  analysis  of 
the  first  method  and  indicate  the  possibilities  of  additional  investigation  with 
regard  to  the  products  included  in  the  statistical  sample  of  industrial  concen- 
tration. 
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SUMMARY   OF    FINDINGS 

The  analysis  of  the  sample  of  1,807  products  (Table  2)  indicated  that  many 
duties  on  imports  were  not  highly  restrictive.  Only  a  few  products,  however, 
in  the  sample  were  free  of  duty,  namely,  2.5  per  cent.  Of  the  remainder,  12.2 
per  cent  were  subject  to  duties  of  60  per  cent  or  more  (ad  valorem  or  equivalent); 
36.5  per  cent  were  subject  to  duties  of  30  to  59  per  cent;  and  47.6  per  cent  to 
duties  of  29  per  cent  or  less.  In  these  three  dutiable  groups,  duties  probably 
had  little  or  no  effect  on  imports  for  approximately  half  of  the  total  value  of 
each  group  in  1937.  Duties  seemed  to  be  highly  restrictive  on  imports  for  50 
per  cent  of  the  high-duty  group;  for  7.5  per  cent  of  the  intermediate  duty  group; 
and  for  12.7  per  cent  of  the  low-duty  group.  For  the  remainder  of  each  group 
the  duties  were  probably  moderately  restrictive. 

A  classification  of  the  sample  according  to  the  three  industrial  concentration 
groups  and  the  restrictive  effects  of  duties  (Table  3)  showed  that  there  was  no 
close  connection  between  high  concentration  and  restrictive  tariffs.  In  the  high- 
concentration  group  (75  or  more)  duties  probably  had  little  or  no  effect  on  im- 
ports for  69  per  cent  of  the  group.  On  the  other  hand,  in  the  low-concentration 
group  (49  or  less)  duties  probably  were  not  restrictive  on  imports  for  40  per  cent 
of  the  group.  Stated  differently,  duties  were  restrictive  for  only  31  per  cent  of 
the  high-concentration  group  but  were  restrictive  for  60  per  cent  of  the  low- 
concentration  group.  ■ 

The  special  study  of  the  group  of  317  products,  which  contains  about  90  per 
cent  of  the  products  in  the  high-concentration  class  of  the  sample  of  1,807  prod- 
ucts, examined  in  more  detail  the  relationship  between  high  industrial  concen- 
tration and  tariff  restriction.  It  also  extended  the  analysis  in  order  to  determine, 
not  only  the  coexistence  of  high  concentration  and  restrictive  tariffs,  but  also 
the  coexistence  of  monopolistic  elements  and  restrictive  tariffs,  the  reduction  or 
removal  of  which  would  offset  the  monopolistic  elements  in  domestic  industries. 

The  results  of  the  special  study  conform  in  part  with  those  of  the  large  sample 
(Table  4).     A  slightly  larger  per  cent,  namely,  3.9  as  compared  with  2.5,  were 

Table   4. — Sample  of  High   Industrial  Concentration,  317  Products  Mainly  of  the  Census  of 
1937,  According  to  Duty  Status  in  1937  ^ 

Products 

Duty  status  Value  Per  cent 

60  or  more  2    $1,447,192,185  14.7 

30  to  59  2   2,724,820,707  27.5 

29  or  less  2    5,322,254,820  53.9 

Free 386,529,366  3.9 

Total   $9,880,797,078  100.0 

1  Four  companies  or  less  supplied   75   per  cent  or   more  of  each  product  on  a   value  basis. 

2  Ad  valorem  rate  or  equivalent  in  1937. 

Source:  Census  of  Manufactures,  19317 ;  Foreign  Commerce  and  Navigation  of  the  United  States; 
Temporary  National   Economic  Committee,   Industrial   Concentration   Study. 

free  of  duty.  Since  all  of  the  317  products  have  a  concentration  index  of  75 
or  more,  factors  other  than  the  tariff  which  were  referred  to  previously  account 
for  the  high  concentration  of  the  3,9  per  cent.  Of  the  remainder,  14.7  per  cent 
were  subject  to  duties  of  60  per  cent  or  more  (ad  valorem  or  equivalent);  27.5 
per  cent  were  subject  to  duties  of  30  to  59  per  cent;  and  53.9  per  cent,  to  duties 
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of  29  per  cent  or  less.  Of  these  dutiable  groups,  however,  duties  probably  had 
little  or  no  effect  on  imports  for  65  per  cent  of  the  total  value  (Table  5).    In  a 

Table  5. — Sample  of  High  Industrial  Concentration,  317  Products  Mainly  of  the  Census  of 
1937,  According  to  Effectiveness  of  Tariffs  in  1937 

Domestic  pro- 
Number  of  duction  value 
Probable  effects  of  reduction  or  removal  of  duties       products  in  1937  Percent 
Monopolistic  elements  in  domestic  industries  par- 
tially offset  117                $2,635,190,632  27.7 

Duties   restrictive   but   monopolistic   elements   not 

significant   74  660,572,835  7.0 

Duties  not  restrictive    114  6,198,504,245  65.3 

Free  of  duty    12  386,529,366  3.9 

Total     317  $9,880,797,078  (i) 

1  The  first  3  percentages  are  based  on  the  total  of  dutiable  products,  namely,  $9,494,267,712. 
The  per  cent  free  of  duty  is  based  on  the  total  value  for  all  317  products. 

Source:  Census  of  Manufactures,  1937;  Foreign  Commerce  and  Navigation  of  the  United  States; 
Temporary  National  Economic  Committee,  Industrial  Concentration  Smdy. 

few  cases  the  duties  were  ineffective  because  of  the  international  monopolistic 
character  of  the  industry.  Removal  or  substantial  reduction  of  duties  for  35 
per  cent  of  the  dutiable  products  on  a  value  basis  would  probably  increase  im- 
ports sufficiently  to  have  at  least  a  partial  effect  on  domestic  prices. 

A  high  degree  of  industrial  concentration,  however,  especially  on  a  product 
basis,  is  not  always  of  great  practical  significance.  Some  products  may  be  minor 
items  for  an  industry  and  may  be  produced  by  only  a  few  companies,  with  little 
indication  of  monopolistic  restriction.  Although  removal  or  reduction  of  duties 
in  such  cases  may  be  desirable  and  effective  with  regard  to  domestic  prices,  they 
cannot  be  expected  to  aid  materially  in  offsetting  domestic  monopolistic  prac- 
tices. When  products  which  seemed  to  belong  to  this  group  are  eliminated 
from  the  total  which  was  probably  significantly  affected  by  duties,  the  above 
estimate  of  35  per  cent  was  reduced  to  approximately  28  per  cent.  In  other 
words,  for  28  per  cent  of  the  products  apparently  affected  by  duties  on  imports, 
removal  or  substantial  reduction  of  duties  could  be  reasonably  expected  to  aid 
materially  in  the  restoration  of  competition  in  the  domestic  market. 

The  above  estimates  are,  of  course,  subject  to  error  for  specific  products,  but 
the  errors  may  easily  be  offsetting.  In  calculating  the  28  per  cent,  for  example, 
some  products  may  have  been  included  which  subsequent  experience  would  in- 
dicate should  have  been  excluded  and  vice  versa.  The  estimates,  moreover,  are 
based  largely  on  the  year  1937  and  do  not  include  allowances  for  special  condi- 
tions, such  as  countervailing  duties  on  imports  from  Germany,  informal  quotas 
on  imports  from  Japan,  and  war  conditions  which  are  likely  to  curtail  imports 
from  several  large  exporting  countries. 

The  above  28  per  cent  cannot  be  interpreted  to  mean  that  in  those  cases  tariffs 
were  the  cause  of  the  development  of  monopolistic  elements  in  domestic  indus- 
tries. The  statistical  analysis  of  industrial  concentration  and  tariffs,  as  well  as  the 
supplementary  case  studies  of  industries,  indicate  that  tariffs  may  foster  and 
facilitate  monopolistic  practices,  but  these  practices  may  develop  without  benefit 
of  tariff.  On  the  other  hand,  the  analysis  does  suggest  that  a  significant  number 
of  products  not  included  in  the  special  study  for  which  the  index  of  industrial 
concentration  is  as  low  as  50  per  cent  is  probably  affected  by  monopolistic  ele- 
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ments  which  could  be  partially  offset  by  appropriate  changes  in  duties  on  im- 
ports. Four  of  the  largest  companies,  for  example,  may  supply  only  50  per  cent 
of  the  output  of  a  given  product,  but  the  largest  may  supply  30  per  cent. 
Monopolistic  possibilities  and  practices  are  not  necessarily  confined  to  industries 
which  exhibit  a  high  degree  of  industrial  concentration. 

When  restrictive  tariffs  are  reduced  or  eliminated,  consumers  receive  some 
benefit  regardless  of  the  degree  of  competition  in  the  domestic  industry.  The 
benefit  to  be  derived  is  probably  substantial  in  many  cases.  Two  products,  sugar 
and  rayon  yarn,  were  analyzed  from  the  point  of  view  of  consumers'  cost.  In 
8  recent  years  the  domestic  consumers  have  paid  on  the  average  each  year  about 
$273,633,000  more  for  sugar  because  of  import  restrictions.  Tariff  protection  of 
rayon  yarn  (principal  weights  only)  imposed  in  1937  and  1938  an  additional 
cost  on  the  consumers  of  $139,171,000.  Some  progress  toward  lower  duties  was 
made  in  recent  years  under  the  reciprocal-trade-agreements  program.  Approxi- 
mately 39  per  cent  of  the  products  on  a  value  basis  included  in  the  special  study 
is  affected  by  duty  reductions  and  bindings  in  the  various  trade  agreements. 
Regardless  of  the  method  used,  a  co-ordinated  policy  in  the  use  of  tariffs  and 
in  the  preservation  of  competition  or  regulation  of  monopoly  is  needed  in  order 
to  promote  efficient  production  and  to  assure  that  a  liberal  portion  of  the  fruits 
of  efficiency  will  reach  the  mass  of  consumers.  [For  a  critical  analysis  of  the 
survey  of  1,807  products  see  our  review  of  Monograph  No.  27.] 

Of  course,  there  is  no  way  of  determining  to  what  extent  duties  restrict 
imports;  and  the  classification  of  the  restrictive  effects  of  tariffs  as  insig- 
nificant, moderate,  and  substantial  expresses  simply  the  opinions  of  the  per- 
son who  makes  the  classification.  The  authors  recognize  this  difficulty  by 
the  constant  use  of  the  word  "probably"  when  they  discuss  specific  com- 
modities in  the  appendix.  The  comment  on  page  216  with  reference  to 
nickel  alloys  is  typical  of  many  others:  "Removal  of  the  duty  would  prob- 
ably afFect  only  moderately  the  import-domestic  price  situation."  Some- 
times the  authors  take  a  more  positive  stand,  as  in  this  comment  on  page 
202  on  porcelain  insulators:  "A  substantial  reduction  of  the  duty  would  in- 
crease imports  greatly  and  would  lower  prices  appreciably." 

Many  of  the  conclusions  are  very  much  qualified,  like  the  one  on  page  177 
on  anhydrous  ammonia  (italics  supplied) :  "Removal  of  the  duty  would 
probably  increase  very  moderately  imports  of  this  product  in  cylinders  and 
would  lower  slightly  prices  in  coastal  areas."  The  authors  do  not  disclose 
how  great  a  restriction  would  be  indicated  by  the  words  "moderate"  and 
"substantial."  The  belief  that  tariffs  tend  to  produce  monopolies  would 
seem  to  be  exploded  by  the  figures  in  Table  3,  which  we  give  below: 

Restrictive  Effect  of  Tariffs 
Index  of 

concentration                                    Insignificant  Substantial 

75  or  more    69.14  5.19 

50  to  74   45.74  12.64 

49  or  less   39.63  25.32 
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This  table  would  indicate  that  highly  concentrated  industries  are  less  de- 
pendent on  tariff  protection  than  industries  that  are  less  concentrated.  In 
the  words  of  the  authors:  "Table  3  showed  that  there  was  no  close  connec- 
tion between  high  concentration  and  restrictive  tariffs."  "No  close  connec- 
tion," however,  was  not  the  correct  conclusion.  There  was  a  close  connec- 
tion— the  reverse  of  what  might  be  desired  by  those  who  look  on  tariffs  as 
the  mother  of  trusts. 

While  the  authors  do  not  explore  the  matter,  it  is  possible  that  highly  con- 
centrated industries  have  little  political  power  and  hence  are  unable  to  get 
Congress  to  give  them  tariff  protection  while  diffused  industries  have  more 
votes  and  more  political  power.  For  example,  automobile  manufacturers  are 
so  few  in  number  that  they  would  have  but  little  influence  in  Congress, 
while  the  thousands  of  farmers  who  raise  sugar  beets  and  sugar  cane  might 
have  great  political  influence.  It  is  possible  that  the  concentration  or  lack 
of  concentration  may  determine  the  tariffs.  If  there  is  any  validity  in  this 
speculation,  the  industries  that  were  least  concentrated  would  be  able  to 
secure  the  greatest  tariff  protection.  The  authors  take  notice  of  this  line  of 
reasoning  on  page  24  when  they  suggest  that  the  low  duties  on  agricultural 
implements  are  due  to  the  "political  power  of  farmers." 

In  Chapter  II,  the  authors  analyze  by  industries  the  317  products  which 
showed  a  high  degree  of  concentration.  The  next  table  shows  the  distribu- 
tion of  1937  value  of  production  (of  the  317  products)  according  as  the  effect 
of  the  tariff  (authors'  opinion)  is  insignificant,  moderate,  or  substantial. 

Restrictive  Effect  of  Tariff 
Number  of 

Industry                                                             products       Insignificant        Moderate  Substantial 

Foods   18  34.7  .4  64.9 

Textiles    / 38  2.6  25.5  71.9 

Wood  and  paper  products   16  38.9  30.5  30.6 

Chemicals     49  1 1.0  50.8  38.2 

Rubber  and  leather  products    9  88.6  1.5  11.9 

Stone,  clay,  and  glass  27  49.8  1.7  48.5 

Nonferrous  metals    10  17.7  .5  81.8 

Iron  and  steel  products   27  39.9  4.1  56.0 

Agricultural  and  automotive   machinery.    .    13  99.13  .5  .37 

Machine  tools    28  68.7  14.0  17.3 

Electrical    machinery    46  54.6  6.3  39.1 

Miscellaneous  _i6  863  47  9.0 

Total    317  653  7^0  27.7 

In  the  tables,  the  authors  in  place  of  "insignificant"  use  the  caption:  "Duties 
not  restrictive,  no  effect  on  monopoly."  In  place  of  "moderate,"  they  use 
the  caption:  "Diities  restrictive,  but  monopolistic  elements  not  significant." 
In  place  of  "substantial"  they  use  the  caption:  "Monopolistic  elements  in  do- 
mestic industries  partially  mitigated." 
Chapter  II  closes  with  this  summary  (p.  28) : 

Only  12  products  were  free  of  duty — 3.9  per  cent  of  the  total  value  of  the 
group.     Of  the  remainder,   14.7  per  cent  were  subject  to  duties  of  60  per  cent 
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or  more  ad  valorem  or  equivalent;  27.5  per  cent,  to  duties  of  30  to  59  per  cent; 
and  53.9  per  cent  to  duties  of  29  per  cent  or  less.  Of  these  dutiable  groups, 
however,  duties  probably  had  little  or  no  efifect  on  imports  for  65.3  per  cent 
of  the  total  value.  Although  duties  were  restrictive  for  34.7  per  cent  of  the 
dutiable  products,  removal  or  reduction  of  duties  would  probably  offset  monop- 
olistic elements  in  domestic  industries  for  27.7  per  cent  of  the  dutiable  group. 
The  analysis  indicates  no  close  connection  between  the  height  of  duties  and 
their  restrictive  effects  on  imports.  It  also  indicates  no  close  connection  between 
a  high  degree  of  industrial  concentration  and  restrictive  tariffs.  The  index, 
moreover,  of  high  industrial  concentration  (4  companies  or  less  supply  75  per 
cent  or  more  of  the  output  of  a  given  product),  calculated  on  a  product  basis 
rather  than  an  industry  basis,  is  frequently  of  no  practical  significance  as  an 
indicator  of  monopolistic  elements.  Nevertheless,  the  analysis  does  show  that 
for  a  substantial  portion  of  the  products,  removal  or  reduction  of  restrictions  on 
imports  would  at  least  partially  offset  monopolistic  elements  in  domestic  in- 
dustries. 

Chapter  III  is  devoted  to  a  history  of  the  gypsum  industry.  We  quote  the 
closing  paragraphs  (pp.  41-42)  : 

Apparently  the  present  duty  assists  the  domestic  industry  to  maintain  prices 
and  preserves  the  existing  import-manufacturing  segment  of  the  industry.  With- 
out tariff  protection  the  American-Canadian  companies,  as  well  as  others,  would 
in  time  substantially  increase  their  shipments  of  ground  and  calcined  gypsum  to 
the  United  States.  Without  tariff  protection  a  few  additional  independent  sup- 
pliers would  be  able  to  participate  in  the  domestic  market.  Domestic  competi- 
tion would  probably  become  more  effective  on  a  price  basis,  and  a  considerable 
saving  in  transport  costs  would  be  achieved.  The  duty  on  ground  and  calcined 
gypsum  was  bound  at  the  present  rate  in  the  trade  agreement  with  the  United 
Kingdom. 

The  duty  of  35  per  cent  ad  valorem  on  gypsum  products,  chiefly  building 
materials,  probably  excludes  moderate  amounts  of  imports  of  the  more  common 
types  from  the  seaboard  markets.  Because  of  the  efficiency,  improvements,  and 
patents  of  the  domestic  industry,  the  elimination  of  the  duty  would  probably  not 
increase  greatly  the  amount  of  imports  but  the  increase  might  have  a  very  bene- 
ficial effect  on  the  prices  of  these  products  in  the  seaboard  markets. 

The  duties  on  gypsum  cements,  which  are  equivalent  to  about  30  per  cent  ad 
valorem,  represent  the  greatest  duty  increase  for  gypsum  products  in  the  act 
of  1922  as  compared  with  the  act  of  1913.  The  increase  is  definitely  of  a  pro- 
tective nature  and  probably  excludes  substantial  amounts  of  imports.  The  con- 
trol of  domestic  production  is  highly  concentrated,  and  without  tariff  protection 
competitive  conditions  would  be  improved  especially  in  the  seaboard  markets. 

In  view  of  the  monopolistic  nature  of  the  gypsum  industry,  its  efficiency  of 
production,  the  possible  saving  in  transport  costs,  and  the  probable  lowering  of 
prices,  the  duties  on  gypsum  products  should  be  greatly  reduced  or  eliminated. 
At  the  present  time  the  domestic  industry  has  excess  plant  capacity,  but  that 
condition  is  usually  associated  with  monopolistic  practice.  Increased  competition 
and  lower  prices  would  probably  bring  into  use  some  present  excess  capacity 
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and  would  eliminate  some  excess  capacity  which  is  not  efficiently  operated  or 
advantageously  located. 

Chapter  IV  is  a  history  of  the  flat-glass  industry.  We  quote  the  conclud- 
ing paragraphs  (pp.  55-57) : 

The  flat-glass  industry  of  the  United  States  has  received  tariff  aid  since  1789; 
it  is  no  longer  an  infant.  During  the  last  decade  it  has  become  almost  com- 
pletely mechanized  and  the  domestic  industry  was  a  pioneer  in  many  of  these 
technical  improvements.  Undoubtedly  the  very  substantial  and  prolonged  tariff 
protection  received  in  the  past  provided  in  part  a  basis  for  the  expansion  and 
recent  technical  achievements  of  the  industry.  In  view  of  these  achievements, 
however,  and  in  view  of  the  present  degree  of  industrial  concentration  in  the 
industry,  the  problem  of  future  tariff  policy  is  of  primary  importance.  This 
problem  is  discussed  below  with  reference  to  different  branches  of  the  industry. 

The  plate-glass  industry  of  the  United  States  is  on  an  export  basis.  In  Canada 
and  several  other  foreign  markets  the  United  States  has  displaced  Belgium  as 
the  chief  source  of  supply  for  plate  glass.  Imports  are  relatively  very  small  (less 
than  exports),  are  consumed  in  and  near  the  ports  of  entry,  and  are  used  prin- 
cipally in  the  building  and  furniture  industries.  The  main  domestic  market, 
the  automobile  industry,  is  supplied  by  domestic  producers.  They  have  better 
facilities  for  manufacturing  large  quantities  of  partially  standardized  automo- 
bile sizes  of  plate  glass,  for  transforming  these  into  suitable  shapes  and  dimensions, 
and  for  converting  them  into  laminated  glass.  Proximity  of  the  domestic  pro- 
ducers to  the  automobile  manufacturing  centers  gives  them  an  advantage  in 
transportation  charges  and  also  enables  them  to  render  promptly  services  of  all 
kinds.  Tempered  plate  glass,  a  substitute  for  laminated  glass,  which  is  used 
more  abroad  than  in  the  United  States,  is  a  potential  factor  in  the  import  situa- 
tion because  foreign  producers  have  had  more  experience  with  its  production. 
At  present  tempered  plate  glass  is  not  a  close  substitute  for  laminated  glass  and 
in  view  of  the  recent  improvements  in  laminated  glass  it  is  not  likely  to  become 
an  important  factor  in  the  domestic  market.  If  future  developments  become 
more  favorable  for  tempered  plate  glass,  the  two  large  domestic  manufacturers 
of  plate  glass  and  laminated  glass  would  certainly  be  able  to  overcome  very 
quickly  any  initial  handicap  imposed  by  lack  of  experience.  In  1937,  for 
example,  7,322  square  feet  of  tempered  plate  glass,  valued  at  $6,626,  was  ex- 
ported by  domestic  producers. 

Because  of  the  above  factors  a  substantial  reduction  in  the  duty  on  plate  glass 
and  laminated  glass,  or  even  its  complete  removal,  would  probably  result  in  no 
large  increase  of  imports.  Only  a  very  moderate  increase  has  occurred  under 
the  Belgian  agreement  (reduction  of  about  33%  per  cent).  Any  moderate  in- 
crease would  be  confined  to  coastal  areas  and  would  consist  mainly  of  plate 
glass  for  use  in  the  building  and  furniture  industries.  Prices  of  plate  glass  in 
and  near  the  main  ports  of  entry  would  be  lowered.  Concentration  in  the 
domestic  industry  would  not  be  appreciably  affected. 

The  sheet-glass  industry  is  not  on  an  export  basis.  Usually  about  one-half  of 
the  relatively  small  imports  of  sheet  glass  consists  of  window  glass  (16  to  26 
ounces  per  square  foot)  and  the  remainder  of  a  varying  proportion  of  thin  glass 
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(less  than  16  ounces)  and  heavy  glass  (over  26  ounces  per  square  foot).  Heavy 
sheet  glass  is  a  substitute  for  plate  glass  in  uses  such  as  shelving,  show  windows, 
and  table  tops.  The  thin  sheet  glass  which  is  used  in  the  manufacture  of  photo- 
graphic dry  plates  and  lantern  and  microscopic  slides  is  the  only  type  of  im- 
ported sheet  glass  which  is  sold  in  inland  markets  (Rochester,  N.  Y.,  and  St. 
Louis,  Mo.).  Transportation  charges  on  shipments  of  window  glass  frequently 
amount  to  as  much  as  15  to  25  per  cent  of  the  wholesale  price  (f.o.b.  plant). 
Many  of  the  domestic  plants  are  located  some  distance  inland,  and  transportation 
charges  from  these  plants  to  coastal  markets  usually  exceed  similar  charges  from 
Belgian  plants  to  these  same  markets.  Although  the  specific  duties  on  sheet 
glass  are  moderately  high  in  terms  of  an  average  equivalent  ad  valorem  rate,  a 
substantial  reduction  would  probably  not  increase  greatly  the  volume  of  imports. 
During  the  brief  period  of  the  Czechoslovak  agreement  (a  reduction  of  about 
30  per  cent),  imports  decreased.  Imports  in  recent  years  have  not  exceeded 
6  per  cent  of  domestic  consumption.  With  little  or  no  tariff  protection  any  in- 
crease in  the  imports  of  window  glass  which  could  not  be  stopped  by  the  large 
domestic  manufacturers  because  of  their  agreements,  patent,  and  otherwise,  with 
foreign  producers,  could  be  held  to  a  small  increase  in  the  coastal  areas  by  price 
reductions.  These  price  reductions  would  probably  accentuate  concentration 
in  the  domestic  industry  and  reduce  somewhat  excess  capacity;  but  imports, 
actual  and  potential,  would  be  a  partial  regulator  of  domestic  price. 

The  specific  duties  on  rolled  glass  are  moderate  in  terms  of  an  equivalent 
ad  valorem  rate.  Since  it  is  a  comparatively  heavy  and  inexpensive  glass,  freight 
charges,  both  inland  and  ocean,  have  restricted  imports  to  coastal  areas.  Imports 
are  small  compared  with  domestic  production,  and  are  probably  about  equal 
to  exports. 

Polished  wire  glass,  which  is  produced  mainly  by  the  two  large  manufacturers 
of  rolled  glass,  has  a  rather  limited  market,  namely,  in  the  construction  of  the 
more  expensive  types  of  commercial  and  public  buildings.  Since  imports  in 
recent  years  have  been  nil  or  negligible,  the  equivalent  ad  valorem  rate  has  varied 
greatly  and  has  very  little  significance.  Exports  are  probably  very  small  and 
may  exceed  imports.  Although  the  duty  was  reduced  in  the  Belgian  agreement 
about  33%   per  cent,  imports  showed  no  appreciable  change. 

A  substantial  reduction  in  the  duties  on  these  products  would  probably  not 
increase  imports  appreciably,  would  lower  slightly  prices  in  the  coastal  areas, 
would  reduce  excess  domestic  capacity,  and  would  increase  concentration  in 
the  domestic  industry. 

Imports  of  structural  glass  have  consisted  principally  of  black  and  white  glass 
divided  about  equally  between  thicknesses  of  more  than  and  less  than  one-half 
inch.  Although  the  duty  was  reduced  in  the  Belgian  trade  agreement,  imports 
have  remained  negligible  as  compared  with  domestic  production.  Because  of 
high  transportation  costs  to  inland  markets,  imports  are  consumed  in  and  near 
the  ports  of  entry.  Exports  are  not  separately  reported.  Since  the  two  large 
producers  of  structural  glass  are  also  the  two  largest  producers  in  the  flat-glass 
industry,  a  substantial  reduction  in  the  duty  would  not  affect  the  import  situa- 
tion appreciably  except  with  regard  to  a  slight  lowering  of  prices  in  the  coastal 
areas.  Elimination  of  the  duty  would  increase  the  concentration  in  the  domestic 
industry. 
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Chapter  V  is  devoted  to  the  borates  industry.  The  authors  come  to  these 
conclusions  on  pages  64  and  65: 

The  domestic  borates  industry  is  an  example  of  a  high  degree  of  industrial 
concentration,  but  tariffs  seem  to  be  of  minor  importance  in  its  development. 
Although  the  duties  were  restrictive  during  the  early  period,  they  had  little 
connection  with  the  growth  of  concentration.  Financial  resources  which  were 
international  in  scope  and  the  acquisition  of  excellent  mineral  deposits  were  the 
main  factors  in  the  development  of  concentration. 

The  duties  on  refined  borax  and  boric  acid  have  been  reduced  from  5  cents 
per  pound  in  1890  to  one-eighth  and  1  cent  per  pound,  respectively,  in  the  act 
of  1930.  Since  1913  imports  of  crude  borates  have  been  free  of  duty.  These 
changes  in  duties  reflect  the  shift  of  the  domestic  industry  to  a  very  large  export 
basis.  Apparently  the  duties  no  longer  restrict  imports.  The  domestic  industry, 
however,  is  dominated  by  two  companies,  one  of  which  is  a  subsidiary  of  a  very 
important  British  company  in  the  borax  industry.  Although  removal  of  the 
duties  might  not  have  any  effect  on  the  import-domestic  price  situation,  it  would 
eliminate  the  possibility  of  having  the  leading  producers  use  the  duties  as  a 
partial  aid  in  the  allocation  of  markets. 

The  subject  matter  of  Chapter  VI  is  softwood  lumber  and  the  trade  agree- 
ments.   We  quote  the  summary  on  pages  76  and  77: 

(«)  The  foregoing  analysis  is  an  attempt  to  evaluate  the  immediate  and  direct 
effects  of  the  recent  changes  in  the  treatment  of  softwood  lumber  imports  and 
exports.  Related,  but  remote  and  indirect,  effects  are  not  considered  because  they 
cannot  be  accurately  allocated,  and  consequently  their  consideration  involves  an 
evaluation  of  the  trade-agreements  program  as  a  whole.  The  latter  evaluation 
is  extremely  difficult  to  make  because  other  factors,  such  as  general  business 
fluctuations  and  war  conditions,  affect  trade  as  well  as  tariff  changes.  The 
marked  decline,  for  example,  in  softwood  lumber  imports  in  1932  and  1933 
occurred  when  import  charges  were  increased,  but  economic  conditions  were 
already  on  the  decline.  In  part  the  failure  of  American  softwood  lumber  ex- 
ports to  increase  in  1939  to  countries  other  than  the  United  Kingdom  was  due 
to  war  conditions  in  markets  (e.g.,  China)  which  have  been  supplied  mainly  by 
the  United  States. 

{b)  From  the  tariff  history  of  the  commodity  under  review  emerges  an  im- 
portant feature  of  tariff  development,  namely,  the  tendency  for  moderate  import 
charges  to  become  highly  restrictive  which  in  turn  is  likely  to  provoke  retaliation 
from  other  countries.  A  bargaining  procedure  of  reciprocal  adjustment  is  the 
practical  way  in  which  to  meet  this  problem. 

{c)  With  regard  to  the  immediate  and  direct  effects  of  the  recent  changes  in 
the  treatment  of  softwood  lumber  imports,  they  are  definitely  unfavorable  for 
the  American  industry.  The  triangular  softwood  lumber  trade  balance  in  the 
first  6  months  of  1939  moved  substantially  against  the  United  States  as  compared 
with  Canada.  This  adverse  effect,  however,  is  small  relative  to  the  increase  of 
1,500,000,000  board  feet  in  domestic  shipments.  An  adjustment  of  transporta- 
tion rates  rather  than  tariff  rates  seems  to  be  the  more  appropriate  way  in  which 
to  give  the  domestic  industry  some  immediate  relief.     One  apprehension,  how- 
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ever,  does  not  seem  justified,  namely,  that  the  imports  of  Douglas  fir  and  hem- 
lock will  exceed  the  former  quota  limitations. 

(d)  Only  rough  estimates  can  be  made  on  the  basis  of  the  brief  experience 
under  the  new  trade  agreements  with  regard  to  future  changes  in  the  softwood 
lumber  trade.  The  immediate  reduction,  however,  of  preferential  duties  by  the 
United  Kingdom  probably  is  not  extensive  enough  to  improve  appreciably 
American  exports.  The  reduction  applies  primarily  to  that  portion  of  the  soft- 
wood lumber  trade,  the  higher  grades,  which  the  American  exporters  were 
able  to  supply  prior  to  1939.  If  the  American  excise  tax  on  lumber  were  allowed 
to  expire  in  1941  (war  conditions  excluded)  and  the  provisional  reduction  of 
British  preferential  duties  were  to  become  effective,  probably  no  substantial  in- 
crease in  American  exports  would  take  place.  The  factors  which  prompt  this 
statement  are:  First,  the  proximity  of  the  Baltic  producers  to  the  United  King- 
dom and  the  continuation  of  considerable  preferential  treatment  for  lower  grades 
of  lumber  exported  from  Canada;  secondly,  the  long-run  trend  of  softwood 
lumber  production  in  the  United  States  is  downward,  and  past  levels  could  be 
sustained  only  on  the  basis  of  large  additional  expense  for  forest  maintenance; 
and  thirdly,  foreign  trade  when  once  lost  is  difficult  to  regain. 

(e)  The  elimination,  on  the  other  hand,  of  the  American  excise  tax  on  lumber 
and  the  continuation  of  the  50-cent  duty,  which  are  the  conditions  for  the  intro- 
duction of  the  British  provisional  duties,  would  not  fill  the  American  market 
with  a  log-jam  of  Canadian  softwood  lumber.  Imports  would  probably  not 
exceed  1,000,000,000  board  feet  annually.  This  rough  estimate  is  based  on  the 
following  factors:  First,  Canadian  production  is  not  large  compared  with  the 
production  of  the  United  States,  is  not  unlimited  in  terms  of  potential  lumber 
resources,  and  is  not  exempt  from  a  long-run  downward  trend  similar  to  that 
of  the  United  States;  secondly,  as  long  as  Canadian  producers  retain  some 
preferential  treatment  in  the  United  Kingdom  they  are  not  likely  to  divert  a 
substantial  volume  of  their  export  trade  to  the  United  States  where  American 
competition  would  be  more  effective  than  in  the  United  Kingdom;  and  thirdly, 
as  Canadian  exports  increased  to  the  United  States  they  would  be  met  and 
gradually  stopped  by  lower  prices  of  the  more  efficient  of  the  American  mills. 

(/)  The  market  for  any  commodity  in  a  system  of  free  private  enterprise  is 
not  a  fixed  quota  but  is  subject  to  many  changes.  New  substitutes  may  seriously 
alter  the  amounts  of  a  given  commodity  which  have  been  customarily  sold. 
Equally  important,  if  not  more  so,  are  the  alterations  in  markets  which  are  con- 
nected with  periods  of  general  prosperity  and  depression.  The  statistical  data 
of  the  softwood  lumber  industry  presented  above  reveal  in  a  striking  fashion  the 
latter  type  of  market  changes.  Since  the  building  and  construction  industry 
which  fluctuates  violently  with  changes  in  general  business  conditions  is  the 
main  outlet  for  the  softwood  lumber  industry,  the  market  variations  for  the  latter 
are  not  an  unexpected  fact.  Domestic  producers  and  foreign  producers  are  not 
competing  for  a  share  of  a  fixed  market  in  which  more  for  one  necessarily  means 
less  for  all  others,  but  for  a  share  in  a  market  in  which  more  for  one  may  mean 
more  for  all  others.  To  the  extent,  then,  that  the  trade-agreements  program  now 
and  in  the  future  contributes  to  increased  domestic  and  foreign  trade,  the  Amer- 
ican softwood  lumber  industry  is  likely  to  find  itself  favored  by  the  latter  situa- 
tion. 
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Chapter  VII  seeks  to  show  how  import  restrictions  increase  costs  to  con- 
sumers, using  sugar  and  rayon  yarn  as  examples  (pp.  79-83). 

1.  Problem  of  Estimating  Consumers'  Cost 

Tariffs  which  effectively  restrict  foreign  selling  in  the  domestic  market  add  to 
consumers'  cost  of  living.  Under  such  conditions  domestic  prices,  relative  to 
the  price  of  imports  without  restricdons,  are  higher.  In  some  instances  the  re- 
striction increases  consumers'  cost,  but  the  additional  cost  may  constitute  revenue 
for  the  Federal  Government.  The  import  duties  then  represent  a  type  of  taxa- 
tion on  sales  or  consumption.  If  a  tariff  were  levied  on  coffee,  for  example, 
consumers  would  pay  more  for  coffee,  and  the  additional  payment  would  approxi- 
mately equal  the  revenue  collected  by  the  Government.  Since  there  is  no  domestic 
production  of  coffee,  and  a  tariff  is  not  likely  to  foster  its  cultivation,  domestic 
consumption  would  continue  to  be  supplied  by  imports. 

Restrictive  tariffs  and  quotas,  however,  are  frequendy  imposed  to  protect 
domestic  production.  The  restriction  increases  consumers'  cost,  but  the  addi- 
tional cost  may  contribute  very  little  governmental  revenue.  If  the  protected 
domestic  production  supplies  practically  all  of  the  domestic  consumption,  gov- 
ernmental revenue  from  the  tariff  on  imports  is  negligible.  The  difference  in 
price  between  the  domestic  product  and  the  imported  product,  exclusive  of 
the  duty,  or  between  the  domestic  price  and  the  price  in  a  nonrestricted  market, 
measures  approximately  the  additional  consumers'  cost  which  in  this  case  is 
paid  to  domestic  producers  and  represents  a  form  of  subsidy. 

Any  calculation  of  the  consumers'  cost  of  a  protective  tariff  must  be  a  rough 
estimate.  A  brief  notation  of  several  factors  involved  in  the  calculation  indicates 
its  tentative  character.  The  price  differential  between  domestic  and  imported 
products  is  probably  the  most  satisfactory  approximation.  It  is  based,  however, 
on  the  assumption  that  in  the  absence  of  a  tariff  the  price  of  imports  would 
remain  the  same  and  would  be  the  prevailing  price  throughout  the  domestic 
market.  Because  of  probable  changes  in  costs  of  producing  additional  imports, 
shifts  in  demand,  and  imperfect  marketing  conditions,  the  price  of  imports  would 
not  remain  exactly  at  the  same  level.  The  accuracy,  moreover,  of  the  calculation 
depends  in  part  on  the  similarity  of  the  imported  product  to  the  domestic  product. 
Unless  they  are  homogeneous  or  nearly  so,  the  price  differential  loses  its  signifi- 
cance, as  a  measure  of  consumers'  cost.  In  order  to  meet  the  requirement  of 
homogeneity,  wholesale  prices  are  usually  the  most  satisfactory.  Their  use, 
however,  excludes  the  probable  pyramiding  of  the  wholesale  price  differential 
as  the  product  passes  through  one  or  more  dealers  to  the  final  consumer. 

Because  of  these  difficulties  an  attempt  to  calculate  consumers'  cost  for  most 
of  the  restrictive  duties  mentioned  in  this  study  would  be  futile  and  misleading. 
Only  two  cases  will  be  examined.  The  protection  of  domestic  sugar  production 
is  the  most  suitable  case  for  an  estimate  of  consumers'  cost.  An  analysis  of  the 
sugar  situation,  subject  to  the  above  qualifications,  is  given  below.  It  is  followed 
by  a  brief  examination  of  the  price  differential  for  rayon  yarn. 

2.  Sugar:  Production,  Imports,  and  Exports 

Prior  to  1890  the  duty  on  raw  sugar  was  primarily  a  source  of  Federal  revenue. 
Approximately  85  per  cent  of  domestic  consumption  was  supplied  by  dutiable 
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imports.  During  the  following  five  decades  the  per  cent  of  domestic  consumption 
supplied  by  dutiable  imports  declined  substantially  and  the  duty,  supplemented 
later  by  quotas,  became  highly  protective.  In  1929,  for  example,  about  52  per 
cent  of  domestic  consumption  was  supplied  by  dutiable  imports  which  were 
almost  entirely  from  Cuba.  The  trend  was  more  pronounced  in  1933.  In  that 
year  dutiable  imports  supplied  only  24.5  per  cent  of  domestic  consumption. 

The  quota  system  under  the  Jones-Costigan  Act  (continued  under  the  Sugar 
Act  of  1937)  was  established  in  1934.  Under  this  system  the  domestic  areas, 
continental  and  offshore,  retained  the  gains  made  during  the  period  1929-33; 
the  share  of  the  Philippines  declined;  and  that  of  Cuba  increased.  In  1938 
dutiable  imports  accounted  for  about  29  per  cent  of  domestic  consumption.  This 
percentage  remained  approximately  the  same  in  1939. 

Exports  of  sugar  from  the  United  States  are  negligible.  They  consist  almost 
entirely  of  imported  sugar  refined  in  the  United  States  and  exported  with  benefit 
of  drawback,  or  of  sugar  imported  and  refined  in  bond.  Domestically  produced 
sugar  is  not  exported  because  domestic  prices,  influenced  first  by  the  tariff  and 
later  by  the  quota  system,  have  regularly  been  higher  than  world  sugar  prices. 
United  States  production,  imports,  and  exports,  for  recent  years  are  given  in 
Table  30  which  has  been  compiled  by  the  United  States  Tariff  Commission. 

Table  30. — Sugar:   United  States  Production,  Imports,  and  Exports,  in  Specified  Years, 

1929-39 

(Quantity  in  1,000  short  tons)  ^ 

1929  1931  1933  1937  1938  1939 
Production  in  continental  United  States: 

Beet  sugar    1,018  1,156  1,642  1,288  1,685  1,607 

Cane  sugar 218  184  250  462  583  511 

Total  1,236  1,340  1,892  1,750  2,268  2,118 

Shipments  from  offshore  areas  to  conti- 
nental United  States: 

Hawaii          882  968  1,018  928  892  934 

Puerto  Rico    ...      507  758  762  910  854  918 

Virgin  Islands   3  2        5         8        4        6 

Total  1,393  1,727  1,784  1,845  1,751  1,858 

Total    supply    for    continental    United 

States  of  domestic  origin   2,629         3,067        3,676        5,295         4,019        3,976 

Imports    into    United    States    customs 
area  ^  from: 

Philippines   (free  of  duty)    711  818  1,230  965  952           951 

Cuba  (preferential  duty)    3,650  2,409  1,552  2,089  1,879  1,872 

All  odier  countries    (full   duty) ....  1£  M  48_  143  144  79 

Total  imports 4,377  3,257  2,830  3,197  2,974  2,902 

Exports    from    United    States    customs 

area  2    103  53  50  70  62  125 

^  The  continental  beet-sugar  production  is  reported  as  chiefly  refined  and  the  cane  sugar 
in  equivalent  96°  raw;  the  shipments  from  offshore  areas  and  the  imports  are  in  the  form 
as  imported. 

2  The  customs  area  includes  Hawaii  and  Puerto  Rico  but  their  trade  in  sugar,  except  with 
continental  United  States,  is  insignificant. 

Sources:  Continental  production,  U.  S.  Department  of  Agriculture;  Offshore  shipments,  official 
statistics  of  the  U.  S.  Department  of  Commerce;  Imports  and  exports,  Foreign  Com- 
merce and  Navigation  of  the  United  States. 
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3.  Sugar:  Recent  Duties  and  Quotas 

In  recent  years  until  the  imposition  of  quotas,  the  exclusive  preferential  duty 
on  imports  of  sugar  from  Cuba  accounted  largely  for  the  spread  between  domestic 
prices  and  prices  of  sugar  in  the  world  market.  Cuba  exported  sugar  to  both 
the  New  York  and  London  markets.  Since  imports  of  sugar  from  foreign  coun- 
tries, other  than  Cuba,  were  assessed  a  higher  duty,  Cuba  supplied  practically 
all  the  dutiable  imports  of  sugar.  The  price  of  sugar  in  New  York  exceeded 
the  price  in  London  by  approximately  the  amount  of  the  Cuban  preferential 
duty.  Any  tendency  for  the  difference  in  prices  to  approach  the  amount  of  the 
full-duty  rate,  which  would  have  permitted  increased  dutiable  imports  from  other 
foreign  countries,  was  checked  by  increased  imports  from  Cuba, 

Tariff  rates  on  sugar  since  1913  are  given  in  Table  31.  The  reduction  of 
duties  by  presidential  proclamation,  effective  June  8,  1934,  was  accompanied  by 
the  establishment  of  quotas  (Jones-Costigan  Sugar  Act)  which  limited  imports 
of  sugar  and  sales  of  domestic  sugar  (continental  and  offshore)  in  the  United 
States.  Processing  taxes  and  import  compensating  taxes  were  also  imposed  on 
the  basis  of  one-half  cent  per  pound  for  96°  sugar.  These  taxes  were  discon- 
tinued following  the  decision  of  the  Supreme  Court  on  January  6,  1936,  which 
invalidated  the  processing-tax  provisions  of  the  Agricultural  Adjustment  Act. 
The  quota  system  was  extended  for  the  calendar  year  1937  by  joint  resolution  of 
Congress  (June  19,  1936)  and  until  December  31,  1940,  by  the  Sugar  Act  of 
1937.  The  Sugar  Act,  effective  September  1,  1937,  imposed  an  excise  tax  on 
manufactured  sugar  produced  in  the  United  States  and  an  import  compensating 
tax  on  manufactured  sugar  imported  into  the  United  States.  The  rate  of  tax 
is  the  same  as  the  previous  one,  namely,  one-half  cent  per  pound.  The  taxes 
apply  equally  to  all  sugars  regardless  of  their  source. 

Table  31. — Sugar:   United  States  Tariff  Rates  Since   1913 
(cents  per  pound) 

Rates  of  duty  on  sugar 

testing  96°  by  the 

polariscope 

General 
Rate  on  imports  tariff 

from  Cuba  rate 

Act  of  1913  1.0048  1.256 

Act  of  1921    1.6  2.0 

Act  of  1922   1.7648  2.206 

Act  of  1930   2.0  2.5 

Presidential  proclamation  (effective  June  8,  1934)    1.5  1.875 

Trade  agreement  with  Cuba  (effective  Sept.  3,  1934) 9  1.875 

Presidential  proclamation  (effective  Sept.  12,  1939)    1.5  1.875 

Supplementary  agreement  with  Cuba    (effective  Dec.  27,   1939)       .9  1.875 

Although  the  trade  agreement  with  Cuba  (1934)  reduced  its  preferential  rate 
to  0.9  cent  per  pound,  the  difference  between  prices  of  sugar  in  New  York  and 
London  was  largely  the  result  of  quotas  which  limited  the  supply  in  the  domestic 
market.  The  maintenance  of  the  0.9-cent  preferential  duty  was  made  contingent 
upon  the  continuance  of  a  quota  system.  The  quotas  were  suspended  during 
the  period  September  11,  1939,  to  January  1,  1940,  because  of  the  high  prices 
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which  resulted  from  the  excessive  domestic  purchases  following  the  declaration 
of  war  in  Europe.  During  approximately  the  same  period  (September  12  to 
December  27,  1939)  the  preagreement  preferential  rate  of  1.5  cents  a  pound  was 
imposed  on  sugar  imported  from  Cuba.  By  the  terms  of  the  supplementary 
trade  agreement  with  Cuba  the  rate  of  duty  on  Cuban  sugar  was  again  to  be- 
come 0.9  cent  a  pound  when  and  if  the  President  should  give  public  notice  of 
the  restoration  of  the  quotas.  The  notice  was  given  on  December  27,  1939,  and 
the  0.9-cent  preferential  duty  became  effective. 

4.  Consumers'  Cost  of  Restrictions  on  Sugar  Imports 

The  estimated  cost  to  consumers  in  recent  years  because  of  the  protection  of 
domestic  sugar  production  is  given  in  Table  32.  For  the  8  years  examined,  total 
consumers'  cost  amounted  to  $2,189,062,203.  The  average  annual  cost  was 
1273,632,775.  The  average  annual  cost  for  the  three  pre-quota  years  was  $272,- 
472,349;  for  the  5  years  of  the  quota  system,  $274,329,031.  Since  net  customs 
revenues  were  larger  during  the  pre-quota  period,  the  average  annual  cost  to 
consumers  as  taxpayers  was  less  in  that  period,  namely,  $178,921,349  as  com- 
pared with  $215,983,150  in  the  five  quota  years. 

Although  consumers  paid  the  larger  bill,  a  minor  part  constituted  govern- 
mental revenues.  The  major  portion  of  the  bill  was  an  indirect  subsidy  in  the 
form  of  higher  prices  which  was  paid  to  domestic  producers  of  sugar.  For  the 
years  studied,  the  highest  costs  to  consumers  and  to  consumers  as  taxpayers  were 
incurred  in  1936,  namely,  $345,406,330  and  $309,185,330  respectively.  The 
lowest  cost  to  consumers  was  in  1939,  but  the  lowest  cost  to  consumers  as  tax- 
payers was  in  1929. 

The  authors  close  Chapter  VII  with  this  summary  (p.  89) : 

In  view  of  the  many  intangible  and  immeasurable  factors  in  market  situations, 
it  is  exceedingly  difficult  to  translate  into  dollar  values  the  cost  of  import  re- 
strictions to  consumers.  Because  of  these  obstacles  to  exact  calculations,  only 
two  products  were  examined  for  consumer  cost  estimates.  Even  though  these 
products,  namely  sugar  and  rayon,  were  relatively  quite  suitable  for  such  cal- 
culations, it  was  found  to  be  impossible  to  make  highly  exact  estimates. 

The  estimates  of  the  costs  to  the  consumers  of  the  protection  of  the  domestic 
sugar  and  rayon  industries  do  indicate  that  substantial  burdens  were  levied  on 
the  consumers  thereby.  In  both  instances  the  unit  price  of  the  product  to 
United  States  consumers  is  considerably  higher  than  the  price  of  the  product  as 
offered  at  the  ports  of  entry.  In  addition,  since  both  of  these  domestic  industries 
show  a  high  degree  of  industrial  concentration,  a  substantial  reduction  of  import 
restrictions  would  go  far  in  lessening  the  burden  on  consumers  and  at  the  same 
time  would  promote  competition  in  the  domestic  market.  The  estimates  in  the 
analysis  of  these  two  products  are  sufficiently  exact  to  disclose  the  dual  role  of 
import  restrictions;  namely,  prices  are  higher  to  consumers,  and  competition  is 
less. 

Dr.  James  has  properly  directed  attention  to  the  fact  that  it  is  extremely 
difficult  to  make  even  an  approximate  estimate  of  "the  probable  changes  in 
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imports  and  domestic  prices  which  would  follow  a  substantial  reduction  or 
removal  of  duties." 

Some  question  might  be  raised  as  to  whether  there  are  special  conditions 
in  the  cases  of  sugar  (such  as  the  favoritism  to  Cuban  sugar,  and  the  exist- 
ence of  quotas  as  well  as  tariffs)  and  rayon  (newly  developing  industries 
both  in  the  United  States  and  abroad)  which  certainly  render  it  inadvisable 
to  draw  general  conclusions  as  to  the  relationship  between  tariffs  and  prices 
from  that  existing  in  these  two  cases. 

It  is  possible,  moreover,  that  in  some  cases  the  elimination  of  domestic  pro- 
ducers by  tariff  removal  might  leave  all  production  in  the  hands  of  foreign 
monopolies,  without  any  net  gain  (after  the  elimination  had  been  effected) 
to  American  consumers. 

A  few  years  ago  Congress  asked  the  Tariff  Commission  to  calculate  the 
effect  of  the  tariff  "on  consumer  expenditures."  In  stating  its  inability  to 
comply,  the  Tariff  Commission  in  1936  thus  presented  the  difficulties  in- 
volved : 

"Even  where  accurate  price  comparisons  are  practicable,  the  factors  affect- 
ing prices  here  and  abroad  are  so  numerous  and  so  fluctuating  that  the  de- 
gree of  effectiveness  of  tariff  duties,  so  far  as  it  can  be  estimated  at  all,  can 
be  estimated  only  roughly  and  then  only  after  long  study.  It  would  be 
impracticable  in  any  reasonable  time  to  make  any  worth-while  estimates  as 
to  the  effectiveness  of  the  tariff  on  articles  covered  by  the  resolution,  even  if 
the  entire  staff  of  the  Commission  should  concentrate  upon  this  one  task." 

This  monograph  is  not  so  much  a  presentation  of  economic  theory  on 
tariffs  as  it  is  a  detailed  statistical  study  of  certain  industries  and  certain 
commodities.  Of  course,  all  tariffs  which  are  restrictive  tend  to  reduce  the 
advantages  which  flow  from  the  international  division  of  labor.  But  if  we 
are  to  have  recurrent  wars,  we  should  not  be  too  dependent  on  foreign 
nations  (or  on  distant  territories  under  our  flag)  for  essential  materials. 
The  authors  do  not  allude  to  the  fact  that  domestic  laws  of  a  restrictive 
nature,  as,  for  example,  wheat  quotas,  fair-trade  laws,  laws  limiting  hours 
of  labor,  etc.,  have  an  effect  similar  to  tariffs.  All  restrictive  laws  have  the 
purpose  of  benefiting  a  minority  group  at  the  expense  of  the  whole  society. 
While  the  authors  indicate  the  costs  to  the  American  people  of  laws  to  re- 
strict sugar  imports,  they  do  not  relate  this  subject  to  the  operations  of  the 
Agricultural  Adjustment  Act  which  tends  to  raise  the  cost  of  practically  all 
foods.  We  can  hardly  expect  to  realize  the  benefits  of  economic  freedom 
until  as  a  nation  we  no  longer  tolerate  class  legislation. 

In  Appendix  II  (pp.  101  to  320)  the  authors  give  for  each  of  317  prod- 
ucts the  following  information: 

1.  Description  and  use 

2.  Industrial  concentration  (1937) 
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3.  Recent  tariff  history 

4.  Average  ad  valorem  equivalent 

5.  Domestic  production,  imports,  and  exports 

6.  Industrial  concentration  and  tariff  policy 

The  317  products  show  high  concentration,  4  or  less  companies  producing 
75  per  cent  or  more  of  the  product,  by  value. 

In  paragraph  6,  the  authors  attempt  to  give  the  reasons  for  the  concen- 
tration, and  the  probable  effect  of  removing  the  duty.  The  authors  usually 
give  several  reasons  for  the  concentration.  For  example,  under  passenger 
cars  (p.  245)  the  authors  state: 

Economies  of  large-scale  production,  marketing,  and  servicing  facilities,  estab- 
lishment of  brands,  and  financial  resources  and  integration  largely  account  for 
the  concentration. 

We  show  below  the  number  of  times  that  certain  reasons  were  given  as 
the  cause  of  concentration: 

Specialization    188 

Economies  of  large  scale  production 88 

Size  of  market 85 

Side  line  production    73 

Establishment  of  brands   59 

Patents     46 

Technical  skill   40 

Financial   resources    40 

Integration    26 

Marketing  facilities    25 

Contractual  selling 14 

Production  by  a  few  large  manufacturers   14 

Consolidations     13 

Experimentation   7 

Market  shrinkage 7 

Experience     5 

Localized  in  a  few  areas   5 

Manufacture  by  specification    4 

Technological  changes 2 

Advertising   2 

Quality  of  product    1 

It  is  not  clear  to  the  reviewers  what  the  authors  meant  by  "specialization" 
or  in  what  manner  specialization  was  a  cause  of  concentration.  Does  it 
mean  that  the  producers  make  only  the  one  product?  If  this  is  the  mean- 
ing, we  are  still  in  the  dark  as  to  the  reason  why  there  are  only  a  few  pro- 
ducers. If  it  means  that  the  manufacturers  have  specialized  machines — 
then  that  would  be  the  result  of  concentration  rather  than  the  cause.  Or 
does  it  mean  that  a  manufacturer,  by  specializing  on  one  product,  can  do 
a  superlative  job.?  If  this  is  it,  we  still  may  ask,  why  are  there  so  few  spe- 
cialists ? 

The  second  most  frequently  mentioned  reason  for  concentration  is  "econo- 
mies of  large-scale  production."  Suppose  that  50  firms  are  making  auto- 
mobiles, each  securing  the  same  volume  of  business.  A  few  of  these  firms, 
on  account  of  better  management,  better  engineering,  more  advertising,  or 
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for  some  other  reason,  gain  in  sales  at  the  expense  of  the  other  manufac- 
turers. The  larger  volume  will  enable  these  more  efficient  firms  to  lower 
costs  while  the  smaller  volume  of  the  remaining  firms  will  result  in  higher 
costs.  This  process  continues  until  a  few  highly  efficient  firms  dominate 
the  field.  This  type  of  concentration  gives  the  public  more  value  for  less 
money  and  is  therefore  desirable. 

Size  of  market  ranks  third  as  a  stated  cause  of  concentration.  For 
example,  the  annual  sales  of  rubber  combs  and  fish  glue  is  so  small  that  a 
few  firms  can  produce  the  necessary  supply. 

Side-line  production  ranks  fourth  as  a  stated  cause  of  concentration.  For 
example,  book  matches  are  a  side  line  for  manufacturers  of  other  matches. 

Establishment  of  brands  ranks  fifth  as  a  cause  of  concentration.  This 
reason  is  not  very  logical.  In  certain  fields  (soap,  toothpaste,  automobiles, 
etc.)  nearly  all  products  are  branded.  Those  manufacturers  with  declin- 
ing sales  sell  branded  products  as  well  as  the  manufacturers  with  growing 
sales.  Some  brands  gain  in  acceptance;  other  brands  disappear.  Some 
branded  products  gain  in  sales  because  of  advertising  or  because  of  high 
quality.  Branding  is  necessary  if  the  product  is  to  be  advertised  or  if  a 
satisfied  customer  is  to  be  able  to  buy  the  product  again.  It  seems  that 
advertising  or  good  quality  of  product  should  be  given  credit  for  the  con- 
centration. 

Financial  resources  are  not  a  good  explanation  of  concentration.  Finan- 
cial resources  are  the  result  of  growth  due  to  good  management  and  a  good 
product.  Likewise,  marketing  facilities  are  usually  a  result  rather  than  a 
cause.  Production  by  a  few  large  manufacturers  is  a  silly  reason  for  explain- 
ing why  four  firms  do  most  of  the  manufacturing.  An  important  reason 
why  a  few  firms  secure  a  dominant  position  in  an  industry  is  good  man- 
agement. However,  the  authors  do  not  list  this  personal  factor.  It  is  inter- 
esting to  note  that  in  no  instance  do  they  list  tariffs  as  a  cause  of  concen- 
tration. 

The  reasons  for  concentration  appear  to  be  inadequate  and,  at  best,  are 
merely  opinions.  The  following  quotations  from  the  letter  of  transmittal 
by  Dr.  Theodore  J.  Kreps  would  lead  the  reader  of  the  monograph  to  be- 
lieve that  the  monograph  establishes  some  causal  relationship  between 
tariffs  and  concentration: 

More  than  100  years  ago  Henry  Clay  and  his  followers  called  the  tariff  system 
"the  American  plan."  That  fact  is  frequently  overlooked.  Tariffs  represent 
national  economic  planning  at  work — planning  done  in  a  completely  unco- 
ordinated manner  so  far  as  the  nation  as  a  whole  is  concerned,  planning  carried 
out  by  individual  industries,  each  seeking  its  own  self-interest,  planning  which 
uses  the  coercive  powers  of  government  to  exclude  competition.  Needless  to 
say,  such  planning  is  most  efficiently  done  by  completely  organized  industries. 
For   this   reason   an   eminent   American   businessman,   Mr.    Havemeyer   of   the 
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American  Sugar  Refining  Corporation,  once  called  the  tariff  the  "mother  of  the 
trusts." 

But  "trusts"  are  also  vigorous  proponents  of  the  tariff.  Thus  in  a  considerable 
range  of  enterprise  less  than  half  a  dozen  companies  have  grown  to  such  size 
that  they  produce  two-thirds  to  three-fourths  of  total  output,  yet  by  forceful 
intervention  of  Government  to  the  detriment  of  the  great  masses  of  its  citizens 
they  are  protected  like  infants,  presumably  on  the  ground  that  despite  their 
control  over  the  domestic  market  they  are  not  vigorous  enough  to  hold  their 
own  in  competition  with  foreigners.  For  governments  to  interfere  with  the 
welfare  of  their  citizens  in  behalf  of  monopolies  seems  an  anomaly.  The  study 
undertaken  by  Dr.  James  represents  one  of  the  most  important  fields  calling  for 
painstaking  research. 

However,  in  this  monograph,  as  in  many  others,  the  conclusions  suggested 
in  the  letter  of  transmittal  are  not  substantiated  in  the  monograph.  Dr. 
James  has  apparently  done  a  creditable  and  honest  job  of  analysis,  and  this 
monograph  is  a  valuable  addition  to  the  extensive  literature  on  tariffs  and 
monopolies.  When  Dr.  James  attempted  to  give  the  reasons  for  concen- 
tration and  the  probable  effects  of  tariff  reduction  or  elimination,  he  neces- 
sarily had  no  firmer  foundations  than  beliefs  and  opinions.  He  has,  how- 
ever, produced  statistical  evidence  which  tends  to  show  an  inverse  correla- 
tion between  concentration  and  tariff  protection. 


REVIEW   OF    T.N.E.C.    MONOGRAPH   NO.    I  I 

Bureaucracy  and  Trusteeship  in  Large 
Corporations 

THE  authors  of  this  monograph  are  Marshall  E.  Dimock,  Assistant  Sec- 
retary of  Labor  (on  leave  from  his  position  as  Professor  of  Public  Ad- 
ministration at  the  University  of  Chicago),  and  Howard  K.  Hyde,  Research 
Analyst  and  Consultant  for  the  Temporary  National  Economic  Committee. 

Much  of  the  material  on  which  this  study  is  based  was  secured  during  the 
course  of  a  research  which  the  authors  began  at  the  University  of  Chicago  several 
years  ago.  This  larger  inquiry  has  not  been  completed  nor  the  results  pub- 
lished. .  .  .  The  present  monograph  was  not  contemplated  when  the  original 
research  was  planned  and  the  materials  gathered.     [Authors'  Preface.] 

The  authors  have  apparently  read  all  the  books  of  any  consequence  in 
the  field  of  management.  They  have  also,  they  say,  interviewed  "250  execu- 
tives, high  and  low."  The  monograph  distills  some  of  the  ideas  secured. 
We  have  not,  however,  found  any  fresh  ones.  ("There  is  no  pain  like  the 
pain  o£  a  new  idea,"  we  read  on  page  62,  in  a  discussion  of  habit  and  inertia 
as  causes  of  bureaucracy.) 

The  monograph  is  in  four  parts.  The  first  three  deal  with  corporate 
bureaucracy;  the  fourth  with  trusteeship. 

Part  I  (pp.  1-27)  is  devoted  to  the  nature  and  scope  of  big  business.    Three 

matters,  besides  the  bigness,  are  stressed:  the  extent  of  concentration  in  cer- 

^  .  ,  tain  industries,  the  great  diffusion  of  ownership  among 

„  «  multitudes  of  stockholders,  and  the  consequent  separa- 

,,T>-    T>     •         ..      tion  of  ownership  from  control.    Management  control 
"Big  Business'  i^  -jjC-       ,,• 

and  mdustnal  concentration  are  aided  by  interlockmg 

directorates,  trade  associations,  and  other  tie-ups.     Bureaucracy  results  in 
part  from  these  factors. 

Therefore  Part  II  (pp.  29-67)  studies  the  structural  and  personal  causes 
and  manifestations  of  bureaucracy.  Bureaucracy  is  not  defined,  so  far  as  this 
p  ,  reviewer  could  discover;  but  various  attributes  thereof 

MflTiifp  t  f     <?        ^^^  noted.    Perhaps  defining  it  for  a  government  body 
of  "Rn  pa    r  would  be  carrying  coals  to  Newcastle. 

The  authors  have  found  six  structural  causes  of  bu- 
reaucracy in  large  corporations.  These  are  set  down  in  Chapter  V  (pp. 
36-43)  as  follows,  quoted  from  the  statements  preparatory  to  the  discussion 
of  the  respective  causes: 

154 
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1.  The  separation  of  ownership  and  control  in  the  large  corporations 

2.  The  diffusion  of  authority  in  some  enterprises 

3.  The  formalization  of  interpersonal  relationships 

4.  The  aura  of  institutionalism 

5.  The  often  inadequate  definition  of  scope  of  authority  and  responsibility 
among  various  departments  and  executives 

6.  The  difficulty  of  communication  and  integration  because  of  the  number  of 
hierarchical  and  interdepartmental  divisions,  and  the  separatism  and  in- 
sulation which  exists  among  them 

There  are  also  the  personnel  causes  of  bureaucracy,  which  "are  fully  as 
important."  These  are  the  subject  of  Chapter  VI  (pp.  44-57),  and  are 
treated  under  the  following  headings: 

1.  Ineffective  leadership,  "because  there  are  not  enough  first-class  executives 
to  go  around" 

2.  A  low  level  of  morale  among  employees 

3.  Habit  and  inertia 

4.  "Privitization"  of  functions;  executives'  jealousy  and  self-interest 

5.  The  desire  for  power 

6.  Decline  of  the  prod  of  competition 

Chapters  VII-IX,  in  Part  III  (pp.  69-103),  are  concerned  with  the  mana- 
gerial correctives  of  bureaucracy.    They  are  the  antidotes  of  the  two  pre- 
ceding lists  of  causes  of  the  evils,  including  such  mat-  lur  .  , 
u          •               r  a     u-r       u        u                            Managerial 
ters  as  the  attamment  or  riexibility   through  a  proper             p          .. 

degree  of  decentralization,  better  morale  by  means  of 
merit  promotions  through  the  ranks,  as  well  as  by  higher  pay  for  the  lower 
ranks  of  employees,  periodic  re-examinations  of  methods  and  goals,  and  so 
on.  There  is  no  organization  of  any  size  which  has  not  tried  most  of  them, 
whether  wholeheartedly  or  not.  Take  the  following  paragraph  (pp.  102, 
103)  from  the  concluding  remarks  of  Part  III: 

Finally,  the  ill  effects  of  bureaucracy  cannot  be  overcome  without  the  develop- 
ment and  full  use  of  capable,  progressive  leaders.  Inventive  men  who  can  con- 
ceive and  plan,  who  have  the  ability,  disposition,  and  courage  to  put  bold  plans 
into  effect — to  upset  routine  and  disturb  established  relationships  when  necessary 
— and  who  can  inspire  others  to  unbureaucratic  levels  of  activity,  cannot  be  dis- 
pensed with.  It  is  not  adequate  simply  to  hope  that  such  leadership  will  arise 
of  its  own  accord.  Too  many  potential  leaders  are  deadened  before  they  get 
a  chance,  unless  special  effort  is  directed  toward  their  discovery  and  develop- 
ment. Many  can  be  recruited  from  within  the  concern  itself,  if  merit  rather 
then  seniority  or  pull  is  emphasized  in  promotions.  In  addition,  special  recruit- 
ment from  colleges  and  small  companies  is  necessary  in  order  to  obtain  new 
blood  and  breadth  of  outlook.  But  whatever  the  source,  potential  leaders  should 
be  given  special  training  and  attention  in  order  to  develop  their  capacities  to 
the  full.  Then  they  must  be  advanced  sufficiently  rapidly  to  reach  their  peak 
positions  before  age  overtakes  them.    Finally,  the  incentives  utilized  should  be 
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such  that  leadership  is  developed  as  well  as  rewarded.  Leaders  are  of  such 
value  to  the  success  of  an  enterprise  that  no  element  which  will  contribute  to 
their  fullest  utilization  should  be  ignored. 

Do  the  authors  seriously  think  these  excellent  truisms  are  thought-provoking 

or  novel  ideas? 

In  Part  IV  (pp.  105-135)   the  implications  of  trusteeship  are  discussed — 

trusteeship  toward  investors,  consumers,  labor,  and  the  Government.    Com- 

_,        .  .  petition  no  longer  functions  as  a  protection  for  society 

Requirements         ^   ,   ,  i  ,  ,        /     iao\     a^  c   u 

„m  ,  .  and  the  market,  say  the  authors  (p.  lUo).    Many  or  the 

functions  of  the  market  "have  been  taken  over  by  ad- 
ministrators of  the  giant  corporations.  .  .  .  With  this  protection  substan- 
tially curtailed,  it  is  necessary  that  other  instruments  of  regulation  be  dis- 
covered and  applied."  Managers  must  be  inventive,  not  merely  as  to  pro- 
duction methods  and  means,  but  socially  inventive,  "in  the  realms  of  labor 
relations  and  managerial  methods"  (pp.  109-110).  "The  managers'  desire 
for  security  has  .  .  .  been  largely  satisfied,  at  least  at  the  top  levels"  (p.  110). 
Turnover  is  not  large  there,  salaries  are  comparatively  stable,  and  there  are 
many  bonuses  paid  on  top  salaries. 

On  the  basis  of  some  remarks  by  Professor  John  C.  Baker,  referring  to  a 
small  sample  of  companies  in  a  period  of  a  few  years  of  one  depression,  the 
—  ,.  authors  happily  generalize  on  this  subject  of  executive 

^  ..  compensation.     On  page  113,  for  example,  certain  sta- 

Compensation  .   .       r  t^  i     ,         KA         ■   j       •  i  •     i   • 

tistics  or  Baker  s  on  44  large  mdustrial  companies  brmg 

forth  this  remark  from  the  authors  of  the  monograph:  "Thus,  it  is  obvious 

that  average  executive  salaries  achieve  comfortable  proportions."     Indeed, 

the  authors'  whole  use  of  Baker  is  uncritical  and  superficial. 

"In  general  ...  it  may  be  said  that  the  giant  corporation  substantially  sat- 
isfies the  stockholders'  desire  for  security,"  they  say  on  page  114.  But  higher 
dividends  could  in  some  cases  be  paid  if  "other  expenditures"  were  decreased. 
"It  is  not  necessary,  for  example,  to  pay  large  bonuses  in  addition  to  liberal 
salaries  in  order  to  spur  executives  to  their  full  efTort  and  ingenuity."  Ap- 
parently this  is  the  only  "other"  expenditure  that  should  be  cut;  for  no 
others  are  mentioned. 

Well,  parenthetically,  there's  General  Motors,  for  example,  described  by 
the  Federal  Trade  Commission  in  1939,  on  page  419  of  its  Report  on  Motor 
Vehicle  Industry,  as  follows:  "General  Motors  Corporation  is  often  referred 
to  as  the  world's  most  complicated  and  most  profitable  manufacturing  enter- 
prise. Its  business  is  not  only  big,  it  is  colossal.  .  .  .  General  Motors  has  and 
continues  to  earn  more  money  for  its  owners  than  any  other  manufacturing 
corporation  in  the  history  of  the  world."  Unlike  Topsy,  General  Motors 
hasn't  "jest  growed,"  Now  it  has  a  well-publicized  bonus  plan,  dating  back 
23  years,  by  which  it  has  recently  been  paying  supplemental  compensation 
each  year  to  about  10,000  employees.    After  7  per  cent  is  earned  on  capital 
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employed  in  the  business,  10  per  cent  of  the  remainder  is  turned  over  to  the 
bonus  fund  and  the  other  90  per  cent  retained  for  stockholders.  In  its  report 
for  1940,  General  Motors  tells  us  the  1940  cost  (including  bonuses)  of  its 
"executive  management"— including  184  individuals,  not  just  a  dozen  or 
two,  in  this  group.  This  "colossal"  organization  had  net  sales  of  nearly 
$1,800,000,000  in  1940  (and  followed  this  up  with  nearly  $1,350,000,000  in  the 
first  half  of  1941).  It  had  an  "executive  management  cost"  in  1940  for  these 
184  men  equal  to  3  cents  per  dollar  of  profits  earned  for  stockholders,  or  14 
cents  per  share  of  common  stock,  as  compared  with  $4.32  earned  per  com- 
mon stock.  How  much  of  the  3  cents  (or  the  14  cents)  was  a  "waste  of 
bureaucracy,"  considering  the  results  attained  by  the  managers  for  the  stock- 
holders and  others."^ 

Again,  on  page  115,  the  monograph  informs  us,  using  the  InsuU  case  as 
an  example: 

Excessive  salary  and  bonus  payments,  occasional  dishonesty,  poor  business 
judgment,  and  the  use  of  the  corporation  for  private  ends  are  ways  in  which 
potential  benefits  to  stockholders  are  lost. 

True  enough,  for  large  and  small  corporations  both.  But  the  above  quo- 
tation says  "dishonesty"  is  "occasional,"  implying  at  the  same  time  that 
"excessive  salary  and  bonus  payments"  are  usual,  and  deprive  stockholders 
of  "potential  benefits." 

In  1936  the  National  Association  of  Manufacturers  made  a  study  (unpub- 
Hshed)  of  executive  compensation  (salaries  and  bonuses  combined  of  those 
holding  positions  of  chairman,  president,  vice-president,  treasurer,  and  sec- 
retary) in  694  companies.  The  overall  results  do  not  indicate  "excessive" 
compensation.    Here  are  the  facts: 

(a)  Executive  salaries  were  3  per  cent  of  total  pay  roll. 

(b)  They  were  0.6  per  cent  of  sales. 

(c)  They  were  13  cents  per  share  of  common  stock.  So  the  stockholder 
paid  13  cents  per  share  of  stock  for  executive  supervision  and  direc- 
tion of  the  company — hardly  an  "excessive"  charge. 

(c/)  They  were  10  per  cent  of  dividends.  That  is,  for  each  $1  paid  out  in 
dividends  company  executives  received  10  cents.  If  the  executive 
supervision  was  better  than  other  executives  available  at  the  same 
compensation  would  give,  then  certainly  the  stockholders  lost  no 
"potential  benefit." 

(e)  They  were  $35  per  employee.  In  other  words  the  average  employee 
who  worked  50  weeks  might  in  a  rather  loose  sense  be  said  to  have 
paid  70  cents  a  week  for  executive  supervision— not  an  excessive 
charge  at  all  if  the  executives  were  able  to  obtain  enough  business 
to  provide  more  employment  and  the  prospect  of  higher  earnings. 
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It  may  be  of  interest  in  this  connection  to  compare  the  average  for  all  694 
companies  with  the  corresponding  figures  for  companies  then  represented 
on  the  NAM  Board  of  Directors;  the  comparison  follows: 

Companies  Represented 

Executive  Compensation  as —                 694  Companies  on  NAM  Board 

Per  cent  of  total  pay  roll   3      per  cent  2      per  cent 

Per  cent  of  sales  0.6  per  cent  0.5  per  cent 

Per  share  of  common  stock   13      cents  18      cents 

Per  cent  of  dividends    10      per  cent  6      per  cent 

Annual  per  employee    $35  $31 

Since  allegations  as  to  "excessive  salary  and  bonus  payments"  are  fre- 
quently based  on  reports  of  payments  to  individuals  in  large  companies,  the 
impression  is  frequently  left  with  the  public  that  big  companies  are  "social 
sinners"  in  this  respect.  The  facts  are  that  as  a  whole  neither  large  nor  small 
companies  pay  out  more  compensation  than  is  required  to  obtain  the  execu- 
tive talent  particularly  needed;  that  because  responsibilities  and  judgment 
and  experience  required  are  greater  in  large  companies  than  small  companies 
they  must  pay  more;  that  because  of  their  larger  operations  the  payments 
are  proportionately  much  less  in  large  companies  than  in  small  companies. 
Here  are  some  highlights  from  the  NAM  survey: 


Executive  Salaries 

Number  of 

Employees 

As  per  cent 
of  payroll 

As  per  cent 
of  sales 

Per  share  of 

common 

stock 

Per 
employee 

1-      24 

34% 

7% 

$6 

$439 

25-      49 

21 

6 

5 

282 

50-      99 

16 

5 

3 

217 

100-    249 

12 

2 

1 

146 

250-    499 

8 

2 

0.99 

92 

500-    999 

6 

2 

0.13 

73 

1,000-4,999 

4 

0.9 

0.26 

45 

5,000  and  over 

1 

0.3 

0.09 

19 

Management  trusteeship  is  also  directed  toward  labor.  .  .  . 

We  have  seen  that  the  labor  record  of  the  large  companies  on  the  whole  com- 

Trusteeship  and      P^'^f  favorably  with  that  of  the  small  ones 

Natio-nnl  T-nrnrnp         There  are  indications,  also,  that  management  is  increas- 
ingly aware  of  its  responsibilities  to  labor.  .  .  . 

Despite  such  advances  in  the  building  of  trusteeship,  there  are  large  gaps 
which  remain.  A  full  recognition  of  bargaining  equality  for  labor  is  far  from 
realized.  All  too  often,  labor  is  looked  upon  as  a  commodity.  Workers  are 
not  credited  with  the  same  desires,  needs,  and  feelings  as  managers. 

Following  these  sentences  on  page  116,  there  appears  on  the  opposite  page 
the  chart  giving  the  distribution  of  income  among  families  and  individuals, 
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1935-36,  drawn  up  in  1938  by  the  National  Resources  Committee.  Com- 
ment is  made  on  the  large  number  of  low  incomes.  And  then  comes  this 
amazing  sentence  (p.  117) : 

An  approach  through  new,  direct  legislation  would  probably  not  be  so  useful 
or  productive  as  a  consolidation  of  gains  already  made  and  an  emphasis  upon 
a  more  widespread  attitude  of  trusteeship  on  the  part  of  management. 

Quite  apart  from  any  inaccuracies  in  the  table,  to  introduce  it  at  this  point 
and  to  put  the  whole  problem  of  income  distribution  among  40,000,000  fami- 
lies and  single  individuals  in  this  country,  at  least  by  implication,  primarily 
up  to  the  managers  of  our  large  corporations  would  be  funny  if  it  were  not 
outrageous  economic  writing.  Farmers,  peanut  vendors,  hospital  internes, 
country  school  teachers,  widows  on  small  annuities — all  these  and  many 
others  are  in  the  40  million  besides  business-corporation  employees! 

Once  a  table  like  this  one  of  the  National  Resources  Committee  is  drawn 
up,  it  is  pounced  upon  by  economic  writers  of  a  certain  type  and  used  with 
no  statistical  qualms,  no  qualifications,  no  criticism,  no  desire  to  pursue  the 
subject  further. 

For  years  the  Department  of  Commerce  has  been  publishing  figures  on 
the  national  income.  These  have  been  broken  down  along  various  lines. 
The  National  Resources  figures  are  for  1935-36  and  show  income  received 
by  the  nearly  40,000,000  income-receiving  units  as  $59^  billion.  The  June 
1941  Survey  of  Current  Business  gives  national  income  for  1935  and  1936 
at  $55.8  and  $65.1  billion  respectively.  The  average  for  the  two  years  is 
almost  exactly  |60  billion.  That  is  close  enough  to  $59^  billion  to  work 
with.  Now  let  us  take  the  average  for  the  same  two  years  of  certain  salary 
and. wage  figures: 

Salaries  and  wages  by                                            Billions  Per  cent  of  all 

industrial  divisions                                             of  dollars '  national  income 

All  salaries  and  wages    37.5  62.5% 

Agriculture    66  1.1 

Government    5.2  8.7 

Miscellaneous    1.62  2.7 

Contract  construction    9  1.51 

Service  industries  ^ 4.8  8.0 

Trade    5.7  9.5 

Mining,  manufacturing,  transportation,  com- 
munications, power  and  gas,  and  finance    .18.6  31.0 

1  Includes    churches,     hospitals,     theaters,     hotels,     domestic     service, 
laundries,  beauty  shops,  office  buildings,  trade  associations,  garages,  etc. 

There  are  no  giant  business  corporations  operating  in  agriculture,  gov- 
ernment, miscellaneous,  or  contract  construction,  and  relatively  very  few  in 
the  service  industries.  There  are  some  in  retail  trade.  Most  of  them  are 
found  in  the  omnibus  category  at  the  foot  of  the  above  table.  A  very  sub- 
stantial number  of  employees  in  the  omnibus  category  are  not  on  the  pay 
rolls  of  the  larger  corporations.    It  would  be  surprising  if  the  salaries  and 
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wages  of  our  really  big  corporations — including  the  executive  and  other 
higher  salaries — amounted  to  one  sixth  of  our  national  income.  And  surely 
the  number  of  employees  of  these  corporations  (much  better  paid  than  the 
average)  would  be  far  below  one  sixth  of  the  number  of  the  country's  50-odd 
million  income  receivers.  Yet  Messrs.  Dimock  and  Hyde  unblushingly  in- 
troduce the  table  on  distribution  of  income  into  a  discussion  of  the  trustee- 
ship obligations  of  our  corporate  managers  and  clearly  at  least  permit  the 
reader  to  infer  that  the  sorry  plight  of  many  members  of  our  population  is 
a  function  of  the  wage  policies  of  our  large  corporations. 

Then  there  is  the  relationship  of  business  management  to  the  consumer 
"in  the  responsibilities  and  efl^ectiveness  of  trusteeship"  (p.  118): 

Managers,  rather  than  consumers  acting  through  the  market,  have  assumed 

control  over  prices  and  obviated  competition  in  a  large  sector  of  our  economy. 

_j  -u-Tt  If  consumption  is  the  end   purpose  of  production,  then 

xvGsponsiDility        ,     .  ...       1111  1  111 

J.    n  busmess  policies  should  be  pointed  toward  the  largest  pos- 

tO  COnSllUlGr  or 

sible  consumption  over  a  considerable  period  of  time.  Prices 
should  be  sufficiently  high  to  cover  all  costs,  including  that  of  capital,  but  should 
not  be  substantially  above  this  because  of  consequent  restrictive  effects  upon  con- 
sumption. Wages  likewise  should  be  adequate  to  create  and  maintain  a  mass 
market  for  mass-produced  goods.  Both  investors  and  executives  should  be  paid 
enough  to  elicit  their  best  performance,  and  there  is  little  reason  for  paying  more. 

The  authors  go  on  to  explain  how  government  has  had  to  be  called  in 
to  redress  situations  that  needed  remedying.  They  do  not  tell  us,  however, 
that  all  this  is  as  applicable  to  small  enterprises  as  to  the  giants,  to  profes- 
sional men  as  to  businessmen — in  short,  to  the  economic  man  in  his  function 
as  a  seller. 

The  securing  and  enforcing  of  trusteeship  is  the  topic  of  Chapter  XI 
(pp.  123-130).  Additional  control  over  management  is  necessary,  to  elimi- 
—    n      pTTPTit  ^'^'■^  ^^  ^^"^   ^^  possible   "depressions,   wastes,   losses   to 

-^f  m       t  p  b'  stockholders,  mistreatment  of  labor,  and  discrimination 

against  the  consumer."  But  too  great  a  multitude  of 
rules  and  regulations  will  slow  down  the  machinery  of  management;  our 
system  of  regulation  must  therefore  not  be  too  formal,  rigid,  or  complex, 
the  authors  tell  us. 

First,  the  authors  would  improve  the  directorates  of  corporations.  Among 
other  things,  "the  present  trend  toward  officer  boards  should  be  reversed," 
Aq  tn  Rnarris  '"°  ^°^^^  ^^^  growing  problem  of  the  separation  of  man- 

of  nirprtnr<?  agement    or   control    from   ownership    of   corporations. 

(The  authors  completely  fail  to  prove  that  stockholders 
of  giant  corporations  have  fared  less  well  under  officer-board  management 
than  they  would  have  under  management  that  was  predominantly  from 
the  outside.)  Some  well-directed  deploring  of  this  by  the  T.N.E.C.  was 
suggested  by  the  authors,  before  we  pass  legislation  to  compel  a  corpora- 
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tion  in  interstate  commerce  to  have  a  board  not  more  than  two  thirds  of 
whom  are  "present  or  past  officers  o£  the  company  or  its  affiHates."  Limita- 
tions on  the  number  of  board  memberships  one  person  might  have,  and 
on  interlocking  directorates,  and  on  the  size  of  boards — all  are  pronounced 
desirable.  Directors  should  be  adequately  paid.  Not  very  profound,  this. 
Next,  the  authors  would  increase  corporate  publicity  on  output  and 
sales  and  inventories,  prices,  wages,  and  hours.     And  .    . 

consumers  should  be  given  greater  knowledge  of  quali-  Publicitv 

ties  and  grades  than  at  present.    Furthermore,  in  view 
of  the  need  "to  increase  production,  consumption,  and  employment,"  an 
interesting  suggestion  is  made  (p.  128) : 

It  might  be  required  that  whenever  the  managers  of  a  company  decide  to  de- 
crease employment  or  production  they  present  to  the  Government  their  reasons 
for  such  action  when  they  report  the  change. 

This  is  one  of  the  outstanding  suggestions  to  be  found  in  the  monograph — 
but  not  outstanding  as  to  merit. 
Four  paragraphs  from  pages  127  and  128  deserve  quotation  here: 

First,  extensive  reports  on  production  and  sales,  available  to  everyone  interested, 
would  be  of  assistance  to  managers  in  deciding  on  plant  expansions,  production 
plans,  and  in  the  development  of  new  markets.  Much  of  the  contributions  of 
investors  could  thus  be  saved  and  one  apparent  cause  of  depressions  removed 
through  the  resultant  increase  in  the  accuracy  of  business  judgment.  Thus, 
managers  could  more  readily  discharge  this  phase  of  their  duties  as  trustees. 

Information  of  these  types  would  not  destroy  management's  incentive  to  de- 
velop new  methods  because  trade  secrets  could  be  guarded  and  the  patent  system 
resorted  to.  Nor  does  the  objection  that  it  gives  competitors  an  unfair  advantage 
carry  sufficient  weight.  While  it  is  true  that  the  rivals  of  a  given  company  would 
know  more  about  its  affairs  than  is  now  the  case,  it  is  likewise  true  that  the 
managers  of  that  company  would  know  more  about  the  affairs  of  its  rivals.  The 
advantages  should,  on  the  whole,  more  than  offset  the  drawbacks,  for  all  would 
profit  through  better  business  judgment. 

Publicity  on  wages  and  hours  for  specific  companies  would  be  of  special  value 
to  labor.  Monthly  or  quarterly  reports  on  rates  of  pay  and  hours  of  work  for 
particular  groups  of  employees,  and  the  number  employed  in  each  class,  would 
benefit  labor  in  two  important  ways:  It  would  reveal  employment  opportunities 
and  it  would  shine  the  white  light  of  public  knowledge  upon  the  substandard 
employer.  The  latter  would  serve  greatly  to  increase  the  effectiveness  of  man- 
agerial trusteeship  toward  labor. 

Reports  of  the  types  we  have  mentioned  should  be  blended  with  those  cur- 
rently sent  by  business  to  the  Federal  Government.  The  elimination  of  duplica- 
tion would  go  a  long  way  toward  gaining  better  co-operation  with  business  in 
putting  such  a  program  into  effect.  Moreover,  the  whole  of  the  information 
would  then  be  more  readily  available  and  useful  to  interested  persons. 
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It  probably  cost  the  authors  no  bureaucratic  pains  to  toss  off  ideas  Hke 
these,  whatever  difficulty  there  might  later  be  in  implementing  such  a  pro- 
gram of  publicity.  The  authors  make  no  effort,  at  least  in  this  monograph, 
to  point  out  the  stumbling  blocks  that  would  be  met  in  such  a  program, 
not  the  least  of  which  would  be  the  utterly  wrong  interpretation  that  could 
be  put  on  the  multitudinous  sets  of  figures. 

More  stringent  legislation  supervising  the  activities  of  managers  or  large 
corporations  should  be  held  back,  in  the  authors'  opinion,  until  we  see 
whether  the  above  suggestions  are  fruitful.  One  thing  that  could  be  done 
is  to  see  to  it  that  C.P.A.s  who  audit  corporate  books  "sample  the  accounts 
to  see  that  they  are  in  themselves  correct."  (Presumably  this  is  never  being 
done  now.) 

An  economy  of  abundance  is  our  goal.  An  improved  sense  of  trusteeship 
would  materially  hasten  its  achievement. 

Such  is  this  monograph.  Like  Mr.  Coolidge's  pastor,  it  is  against  sin.  So 
are  we.  Moreover  nobody  really  favors  bureaucracy,  not  even  we  bureau- 
crats in  corporations,  in  government  service,  and  on  college  campuses.  To 
set  out  deliberately  to  write  a  book  in  such  a  way  as  to  give  the  impres- 
sion that — except,  alas,  in  Government! — bureaucracy  is  a  perquisite  and 
monopoly  of  managers  of  large  corporations,  and  would  perhaps  be  an  all 
but  obsolete  concept  if  we  had  no  large  corporations — that  is  meretricious 
indeed.  Of  course  there  is  bureaucracy  in  large  corporations,  plenty  of  it, 
though  it  is  quite  unevenly  divided.  The  smaller  enterprises  also  certainly 
exhibit  all  the  traits  of  it. 

Somehow,  somebody  gets  an  amazing  amount  of  work  done  in  our  large 
corporations.  Our  leading  industrial  units  did  not  become  big  by  being 
bureaucratic.  Even  the  sins  and  crimes  of  our  industrialists  are  unbureau- 
cratic  sins.  People  in  ruts  don't  bother  to  be  aggressive  sinners.  Thurman 
Arnold  never  has  to  hail  a  contented  bureaucrat  to  court  because  he's  a 
bureaucrat.  There  must  be  a  lot  of  something  besides  bureaucracy  in  the 
corporation  whose  executive  is  cited  by  Messrs.  Dimock  and  Hyde  (p.  119) 
as  saying  that  it  is  a  policy  of  his  company  "to  earn  30  per  cent  on  the 
investment.  This  will  be  maintained  at  all  costs."  Even  a  monopolist  dur- 
ing the  last  decade  could  not  afford  the  luxury  of  all-out  bureaucracy  and 
still  make  30  per  cent. 

There  is  not  half  enough  first-class  executive  talent  to  go  around,  the 
authors  tell  us  several  times;  but  this  lack  is  to  be  cured  by  dispensing  with 
incentive  compensation  and  by  such  other  remedies  as  the  authors  suggest. 
Executive  salaries  of  "comfortable  proportions,"  and  bonuses  on  top  of  those, 
evidently  do  not  cause  executive  talent  to  leave  its  hiding  places  under  pro- 
fessors' chairs  and  elsewhere.  Is  this  an  abrogation  of  the  law  of  supply 
and  demand,  or  an  indication  merely  of  lack  of  supply? 
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Of  course  we  want  our  corporate  managers  and  directors  to  have  a  sense 
of  trusteeship  and  a  social  conscience.  But  equally  of  course  that  applies 
as  well  to  small  as  to  large  corporations,  to  the  tiny  sweatshops  at  which 
the  N.RA.  and  the  Wages  and  Hours  Act  aimed,  quite  as  much  as  to  the 
200  largest  corporations  named  in  Berle  and  Means'  The  Modern  Corpora- 
tion and  Private  Property.  But  why  pile  up  truisms?  The  authors  have 
done  enough  of  that  for  us.  And  we  must  remember  after  all  that  the 
T.N.E.C.  was  conducting  an  "investigation  of  concentration  of  economic 
power,"  as  the  cover  and  every  page  of  each  monograph  remind  us.  So 
the  authors  drag  in  the  inevitable  Berle  and  Means  book  and  the  National 
Resources  Committee  statistics  on  income  distribution,  mentioned  earlier, 
as  tie-ups  with  the  leitmotif  of  the  investigation.  The  Gardiner  Means 
study  on  inflexible  administered  prices  is  there,  too,  although  there  is  con- 
siderable statistical  evidence  that  rigid  prices  are  no  more  characteristic  of 
the  output  of  large  producers  than  of  the  output  of  small  ones. 

Because  of  its  title,  the  monograph  received  a  certain  amount  of  pub- 
Ucity  when  it  was  first  issued.  Actually  it  is,  both  in  size  and  in  quality, 
one  of  the  lesser  products  of  the  T.N.E.C.  monograph  mill.  It  will  not 
even  be  as  serviceable  a  college  reference  book  as  some  of  the  others. 


REVIEW   OF    T.N. E.G.    MONOGRAPH    NO.    12 

Profits  J  ProdtLctive  Activities,  and  New  InvestTiient 

THE  reader  of  Monograph  No.  12  will  find  that  he  will  have  difficulty 
in  grasping  the  argument;  that  he  will  read  conclusions  without  the 
conviction  that  the  author  of  the  monograph  really  proved  the  point.  He 
will  have  the  feeling  that  the  author,  Dr.  Martin  Taitel,  Senior  Consulting 
Economist  of  the  WPA,  has  been  leading  him  through  a  fog  which  hides 
and  blurs  the  objects  around  him.  The  difficulty  is  due  in  part  to  the  fact 
that  Dr.  Taitel  is  looking  down  on  our  economy  from  a  great  height  and 
is  dealing  with  huge  aggregates — national  income,  a  capital  pool,  the  cor- 
porate system,  total  savings,  total  investments,  etc.  These  concepts  are  like 
low-lying  clouds  with  no  sharp  outlines. 

The  words  and  phrases  used  in  the  argument  are  not  easily  defined; 
many  of  them  have  no  precise  meanings.  What  is  the  national  income? 
Is  it  the  same  as  total  production?  Is  it  the  sum  of  all  the  potatoes,  clocks, 
shoes,  locomotives,  battleships,  etc.  that  we  produce;  plus  the  performance 
of  operations  and  visits  to  patients  by  surgeons  and  physicians;  plus  the 
law  cases  tried  by  the  lawyers;  plus  the  sermons  preached,  the  telephone 
calls  made,  the  books  and  newspapers  printed;  plus  the  factories  built  and 
repairs  made  on  houses  and  machines;  plus  the  dish  washing  and  floor 
sweeping  done  by  housewives — in  short,  is  it  the  sum  total  of  all  we  do  in 
a  year  in  supplying  our  wants?  Or  is  it  the  aggregate  of  the  sums  of 
money  we  each  receive  during  the  year?  Is  proper  allowance  made  for  the 
things  we  do  for  ourselves?  If  the  wife  sends  the  washing  out,  is  the 
laundry  bill  a  part  of  the  national  income?  If  she  does  the  washing  her- 
self, does  that  make  the  national  income  less?  If  I  give  a  dollar  to  a 
beggar,  does  that  increase  the  national  income?  What  about  money  paid 
for  persons  on  relief?  Are  the  fees  paid  for  the  right  to  work  on  a  war 
project  part  of  the  national  income?  Are  union  dues  part  of  the  national 
income?  Money  receipts  are  not  always  for  work  done;  farmers  received 
money  for  agreeing  to  produce  less.  This  reviewer  is  unable  to  form  a 
clear  concept  of  just  what  is  meant  by  the  national  income.  And  if  we  are 
able  to  form  the  concept,  can  we  measure  it  with  any  exactitude? 

What  do  we  mean  by  investments?  When  a  farmer  buys  a  cow,  is  that 
an  investment?  Suppose  he  buys  a  mowing  machine,  or  builds  a  barn, 
or  lends  money,  or  starts  a  bank  account,  or  buys  shares  of  stock.  Are  these 
investments?  Or  do  investments  refer  only  to  big  outlays  made  by  banks, 
insurance  companies,  and  persons  of  wealth?  Is  there  any  sharp  line 
which   divides   expenditures  for  consumption   from   investments  and  sav- 
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ings?  When  a  person  buys  a  diamond  ring,  is  it  an  investment,  or  is  it 
savings,  or  is  it  consumption? 

Dr.  Taitel  builds  up  an  argument  from  vague  concepts,  generalizations, 
and  words  which  lack  precise  meanings.  This  vagueness  makes  it  diffi- 
cult for  Dr.  Taitel  to  prove  the  truth  of  his  statements  and  conclusions.  His 
conclusions  are  frequently  only  opinions.  In  the  main,  they  do  not  follow 
from  the  statistical  tables  presented. 

The  monograph  contains  16  chapters  and  three  appendices.  The  main 
text  is  preceded,  however,  by  a  Summary  (pp.  xv-xx),  which  will  be  made 
the  main  basis  of  this  review,  with  references  to  the  corresponding 
chapters. 

From  this  Summary  we  quote  the  following  "major  findings"  (pp.  xv- 
xviii) :  . 

1.  Profit  volume. — -Substantial  amounts  of  profits  have  consistently  accrued  to 
corporate  stockholders.    Since  1909  the  corporate  system  has  failed  to  break  even 
in  only  3  years,  and  in  only  2  other  years  was  it  near  the  Mninr 
break-even  level.     During  the  past  3  decades  profits  (after  —.     ,. 
taxes)  of  the  corporate  system  averaged  at  least  3.5  billion 

dollars  annually  and  probably  averaged  in  excess  of  4.5  billions  annually. 

2.  Profit  rates. — Profits  (after  taxes)  accruing  to  stockholders  have  provided  a 
rate  of  return  which,  when  based  upon  the  contemporaneous  book  values  of 
their  equities,  usually  has  been  between  5  and  7  per  cent.  During  the  Great 
Depression  the  rate  was  considerably  below  this  range,  but  losses  in  the  3  loss 
years,  1931  to  1933,  totaled  less  than  5  per  cent  of  net  worth.  And  in  1936  and 
1937,  even  though  there  was  a  wide  underuse  of  resources,  the  profit  rate  was 
only  slightly  below  5  per  cent. 

Profit  rates  based  upon  contemporaneous  book  values  appear  to  be  moderate, 
because  of  the  tendency  for  book  values  to  be  adjusted  to  current  profits;  that  is, 
the  profit  rate  tends  to  be  not  so  much  a  measure  of  profitability  as  of  the  "fair" 
profit  rate  to  which  book  values  of  the  corporate  system  are  adjusted. 

3.  Profit  margins. — Profits  of  the  corporate  system  have  consistently  accounted 
for  a  substantial  part  of  corporate  income  produced.  During  the  New  Era  period, 
for  example,  profits  averaged  15  cents  out  of  every  dollar  of  income  produced. 
There  has  been  no  great  change  in  the  relation  between  corporate  profits  and 
income  produced  relative  to  capacities;  that  is,  about  the  same  profit  margin 
has  been  associated  with  a  given  rate  of  capacity  operation  throughout  the  past 
3  decades. 

Differences  in  profit  margins  as  between  periods  have  been  largely  the  result 
of  differences  in  the  level  of  output  relative  to  capacity.  For  example,  the  dif- 
ference between  the  profit  margins  in  the  1936-37  period  and  in  the  1922-29 
period  is  largely  the  result  of  differences  in  the  rate  of  capacity  utilization. 

Under  existing  conditions,  it  appears  that  the  corporate  system  can  break  even 
with  the  national  income  between  fifty-five  and  sixty  billion  dollars;  reasonably 
full  use  of  resources  would  probably  correspond  to  an  eighty-five  to  ninety- 
billion-dollar  national  income. 

Past  experience  indicates  that,  at  an  eighty-five  to  ninety-billion-dollar  national 
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income,  profits  of  the  corporate  system  would  amount  to  about  ten  billion  dollars. 

4.  Dividends. — Cash  dividends  have  consistently  amounted  to  at  least  50  per 
cent  of  the  reported  profits  of  the  corporate  system.  During  the  past  3  decades, 
the  net  dividend  outgo  has  averaged  in  excess  of  3.2  billion  dollars  annually. 

5.  Concentration  of  dividend  receipts. — There  is  a  high  degree  of  concentra- 
tion of  dividend  receipts.  Most  of  the  net  dividend  outgo  of  the  corporate  sys- 
tem is  received  by  a  small  number  of  individuals.  Over  half  of  the  net  dividend 
outgo  is  received  by  no  more  than  1,000,000  individuals.  But  the  most  striking 
evidence  of  concentration  is  the  fact  that  25,000  individuals  receive  about  35 
per  cent  of  the  net  dividend  outgo  of  the  corporate  system.  And  it  appears  that 
there  has  been  no  substantial  change  in  the  degree  of  concentration  of  dividend 
income  during  the  past  15  or  20  years. 

Differences  in  dividend  income  account  for  the  major  part  of  the  wide  spread 
between  incomes  of  individuals.  For  example,  over  50  per  cent  of  the  difference 
between  the  average  1936  incomes  of  $10,000  and  $100,000  was  due  to  the  dif- 
ference in  average  dividend  income,  while  75  per  cent  of  the  difference  between 
the  average  1936  incomes  of  $500,000  and  $1,000,000  was  due  to  the  difference 
in  average  dividend  income. 

6.  Income  level  of  dividend  recipients. — Most  dividends  are  received  by  indi- 
viduals in  the  middle-  and  high-income  levels.  Between  60  and  75  per  cent  of 
the  net  dividend  outgo  of  the  corporate  system  is  received  by  individuals  with 
incomes  of  5,000  or  more  1935-36  dollars.  And  between  40  and  50  per  cent  is 
received  by  individuals  with  incomes  of  20,000  or  more  1935-36  dollars. 

7.  Savings  out  of  dividends. — There  is  a  high  rate  of  savings  out  of  dividends. 
Well  over  40  per  cent  of  the  dividend  income  received  by  individuals  with  in- 
comes of  5,000  or  more  1935-36  dollars  is  saved.  The  savings  of  such  individuals 
from  dividends  have  ranged  from  around  $700,000,000  in  1932  to  no  less  than 
$2,000,000,000  in  1929  and  have  amounted  to  at  least  25-35  per  cent  of  the  net 
dividend  outgo  of  the  corporate  system.  This  latter  rate  has  been  at  least  twice 
as  large  as  the  rate  of  savings  from  all  privately  originating  income. 

8.  Savings  out  of  profits. — A  large  proportion  of  all  savings  are  made  from 
profit  income.  Savings  out  of  corporate  profits  (retained  profits  plus  savings 
out  of  dividends)  have  accounted  for  at  least  40  per  cent  of  all  private  savings 
in  years  of  fairly  high  activity,  whereas  corporate  profits  have  not  (except  during 
the  World  War  period)  exceeded  ii  per  cent  of  all  privately  originating  income. 
With  declines  in  activity,  the  proportion  of  savings  accounted  for  by  corporate 
profits  declines.  And,  when  corporate  profit  accounts  are  dissaving,  those  dis- 
savings may  exceed  any  savings  in  the  rest  of  the  private  sphere. 

9.  Concentration  of  savings  out  of  corporate  profits. — A  very  large  and  dis- 
proportionate share  of  private  savings  are  made  by  relatively  few  individuals. 
For  example,  probably  more  than  6o  per  cent  of  the  savings  out  of  dividends  have 
been  made  by  individuals  with  incomes  of  20,000  or  more  1935-36  dollars.  The 
consequence  of  the  high  concentration  of  savings  is  a  tendency  for  an  increasing 
concentration  of  available  wealth.  Even  when  the  corporate  equity  accounts  as 
such  are  dissaving,  the  burden  falls  less  heavily  upon  dividend  recipients  in  the 
higher-income  brackets  because  their  very  high  rate  of  savings  enables  them  to 
offset  corporate  losses  to  a  greater  extent  than  can  dividend  recipients  in  the 
middle-  and  low-income  brackets. 
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10.  Net  absorption  of  savings  by  ownership  accounts. — The  equity  accounts 
of  the  corporate  system  usually  do  not  absorb  all  of  the  savings  they  create. 
Only  in  the  rare  periods  characterized  by  relatively  full  use  of  resources  and  a 
high  rate  of  expansion  has  the  volume  of  stock  issues  been  sufficient  to  absorb 
the  savings  out  of  dividends.  In  other  periods,  the  savings  created  but  not  ab- 
sorbed by  corporate  equity  accounts  have  acted  to  increase  the  volume  of  savings 
which  must  be  absorbed  in  other  areas  or  in  other  forms  in  order  to  prevent  de- 
clines in  the  national  income. 

11.  Profit  rates  and  asset-expansion  rates. — Usually  there  is  a  definite  associa- 
tion between  the  profit  rates  and  the  (noncash)  asset-expansion  rates  of  corpora- 
tions carrying  on  similar  activities.  In  the  oil  industry,  companies  with  the 
higher  rates  of  return  (on  invested  capital)  have,  on  the  average,  expanded  their 
assets  at  greater  rates  than  companies  with  the  lower  rates  of  return.  And  the 
relation  between  profit  and  asset-expansion  rates  has  been  more  marked  over  a 
period  of  years  than  in  single  years. 

Production  and  price  controls  appear  to  lower  the  effectiveness  of  the  profit  rate 
in  determining  differential  expansion  rates.  In  the  oil  industry,  the  effect  of  such 
controls,  except  during  periods  of  rapid  industry  expansion  to  new  high  levels  of 
activity,  has  been  to  lower  the  amount  of  difference  in  asset-expansion  rates  as 
between  companies  for  a  given  difference  in  the  rate  of  return. 

12.  Asset-expansion  rates  at  a  given  profit  rate. — A  high  profit  rate  has  not  in 
itself  been  sufficient  to  guarantee  a  high  rate  of  asset  expansion;  and  a  low  profit 
rate  has  not  prevented  rapid  expansions  of  assets.  For  example,  during  the  period 
1927-1938,  the  rate  of  asset  change  for  oil  corporations  with  a  5  per  cent  rate  of 
return  varied  from  an  average  asset  contraction  of  about  1.4  per  cent  in  1932  to 
an  average  asset-expansion  rate  of  4.5  per  cent  in  1937  and  of  almost  6  per  cent  in 
1929.  Consequently,  factors  other  than  the  profit  rate  are  very  important  deter- 
minants of  the  volume  of  asset  expansion. 

The  volume  of  business,  the  relation  of  output  to  capacity,  and  prices  appear  to 
be  the  most  important  factors  determining  the  rate  of  asset  expansion  at  a  given 
rate  of  return.  At  a  given  rate  of  return,  oil  corporations  have  shown  greater 
asset-expansion  rates,  the  greater  the  increase  in  the  volume  of  business  and  the 
higher  the  ratio  of  output  to  capacity.  In  addition  to  their  effects  upon  the 
volume  of  business,  price  changes  have  apparendy  operated  to  change  the  volume 
of  current  assets  in  the  direction  of  a  price  change  and  the  rate  of  introduction 
of  cost-reducing  technologies  in  the  direction  opposite  to  that  of  the  price  change. 

13.  Profit  rates  and  property-expansion  rates. — There  is  a  tendency  for  the 
higher  property  (land,  buildings,  and  equipment) -expansion  rates  to  be  asso- 
ciated with  the  higher  rates  of  return  (on  invested  capital).  This  tendency  while 
only  slight  for  single  years  is  marked  over  a  period  of  years. 

Underlying  conditions  determine  the  closeness  and  even  the  existence  of  the 
relationship  between  property-expansion  and  profit  rates.  In  the  oil  industry  the 
relations  between  rates  of  return  and  property-expansion  rates  have  been  less 
marked  during  periods  in  which  many  companies  have  made  major  expansions 
than  during  other  periods.  The  latter  have  been  periods  either  of  relatively  high 
and  stable  activity  or  of  substantial  underuse  of  capacity.  In  the  steel  industry 
there  has  been  a  definite  positive  relation  between  rates  of  return  and  property- 
expansion  rates  only  during  periods  of  relatively  high  and  expanding  activity.    In 
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other  periods  there  has  been  a  very  strong  tendency  for  the  positive  relation  to 
disappear. 

The  amount  of  difference  in  property-expansion  rates  per  1  point  difference  in 
the  rate  of  return  depends  upon  the  underlying  conditions.  In  the  oil  industry 
the  effectiveness  of  the  profit  rate  in  determining  differential  expansion  rates  has 
been  lower  during  periods  in  which  a  large  amount  of  expansion  was  financed 
from  external  sources  than  in  other  periods;  within  periods  during  which  expan- 
sions have  been  financed  from  internal  sources,  the  amount  of  difference  in 
property-expansion  rates  per  1  point  difference  in  the  rate  of  return  has  been 
higher,  the  greater  the  need  for  new  capacities  and  the  greater  the  need  for  the 
introduction  of  new  technologies.  In  the  steel  industry  the  level  of  output  rela- 
tive to  capacity  has  been  the  major  factor  determining  the  effectiveness  of  the 
profit  rate  with  regard  to  differential  expansion  rates. 

14.  Property-expansion  rates  at  a  given  profit  rate. — High  profit  rates,  in  them- 
selves, are  not  sufficient  to  guarantee  high  rates  of  property  expansion;  similarly, 
low  profit  rates  do  not  necessarily  entail  low  property-expansion  rates.  For 
example,  the  average  annual  rate  of  property  expansion  for  oil  corporations  with 
a  10  per  cent  rate  of  return  has  varied  from  3.6  per  cent  in  the  1932-34  period 
to  8.8  per  cent  in  the  1930-31  period;  in  the  1935-37  period  the  average  rate  was 
6.3  per  cent;  and  in  the  1928-29  period,  4.4  per  cent.  Again,  steel  corporations 
with  a  10  per  cent  rate  of  return  would  have  expanded  their  property  at  an  annual 
rate  of  4.4  per  cent  in  the  1927-29  period  and  2.2  per  cent  in  the  1935-37  period, 
but  would  have  contracted  their  property  at  a  3.2-per  cent  rate  in  the  1933-34 
period.  Consequently,  conditions  other  than  the  profit  rate  are  very  important 
factors  in  determining  the  volume  of  expenditures  on  land,  buildings,  and  equip- 
ment. 

The  rate  of  capacity  operations  and  technology  appear  to  be  the  most  impor- 
tant determinants  of  the  rate  of  property  expansion  at  a  given  profit  rate.  In  both 
the  oil  and  steel  industries,  property-expansion  rates  have  been  higher,  the  greater 
the  rate  of  capacity  utilization  and  the  greater  the  need  for  introducing  new  tech- 
nologies. 

We  will  now  comment  on  these  major  findings,  using  the  author's  num- 
bers for  convenience: 

1.  Profit  volume.    While  the  "corporate  system"  usually  shows  more  profit 

than  loss,  in  every  year  from  1930  to  1938,  the  number  of  corporations  that 

„  .  showed   a    loss  exceeded   the   number   that   showed   a 
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_.    ,.  2.  Front  rates.    It  book  values  are  adjusted  to  snow 
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a  return  or  5  to  7  per  cent,  then  the  rate  or  profit  is  or 

no  importance.    What  is  really  happening  in  the  "corporate  system"  is  pretty 

efifectually  disguised  by  throwing  all  corporations  into  one  pot  and  working 

out  an  average  rate. 

3.  Profit  margins.    According  to  the  table  on  page  30  of  the  monograph, 

in  the  eight  years  following  1929  the  income  produced  by  the  corporate 

system  was  $239,918  millions  while  the  net  profit  of  the  system  was  $73  mil- 
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lions.  For  this  eight-year  period  the  profit  margin  was  less  than  one 
twenty-fifth  of  one  per  cent. 

Dr.  Taitel  admits  on  page  29  that  the  estimates  of  income  produced  by 
the  corporate  system  are  first  approximations  and  crude  estimates.  On  page 
32  the  author  admits  that  profit  margins  were  much  lower  in  1936  and  in 
1937  than  the  margins  secured  in  the  twenties.  He  attributes  these  lower 
profit  margins  mainly  to  the  much  lower  rate  of  capacity  use  in  1936  and 
1937.  But  he  gives  no  figures  on  "capacity"  for  the  different  years.  The 
concept  of  capacity  is  vague  and  indefinite. 

While  we  might  show  capacity  by  years  for  certain  industries,  it  would 
be  practically  impossible  to  determine  the  capacity  of  the  corporate  system — 
or  even  to  know  what  is  meant  by  the  capacity  of  the  corporate  system. 

We  show  below  from  Table  IV  (p.  30)  the  estimates  for  certain  years, 
and  the  reader  will  note  that  while  the  income  produced  was  about  the 
same  in  each  year,  the  profit  margins  varied  greatly. 


Income  produced 

year 

in  millions 

Profit  margin 

1937 

$39,456 

9.81% 

1930 

39,054 

3.50 

1924 

39,715 

12.58 

1919 

38,042 

16.58 

Lower  profit  margins  in  recent  years  are  probably  the  result  of  higher 
taxes,  governmental  regulations  and  restrictions,  the  drive  for  unionization 
of  labor,  and  other  factors. 

4.  Dividends.  On  page  49  there  is  a  table  which  shows  the  per  cent  of 
dividend  outgo  received  by  income  taxpayers  with  net  incomes  of  $5,000 
and  over.    We  give  below  these  percentages  for  certain  years. 


1916 

83.92% 

1917 

87.54 

1918 

81.41 

1926 

80.67 

1927 

78.95 

1928 

77.62 

1935 

61.97 

1936 

54.96 

1937 

57.55 

According  to  this  table,  the  proportion  of  stocks  owned  by  persons  with 
an  income  of  over  $5,000  a  year  is  declining. 

While  the  author  states  on  page  51  that  "there  has  been  a  high  degree  of 
concentration  of  dividends,"  the  table  on  page  49  indicates  that  this  concen- 
tration is  growing  less. 

5.  Concentration  of  dividend  receipts.  We  are  at  a  loss  to  know  why  the 
author  states  (p.  xvi) : 

And  it  appears  that  there  has  been  no  substantial  change  in  the  degree  of  con- 
centration of  dividend  income  during  the  past  15  or  20  years. 
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On  page  48  there  is  a  chart  which  shows  a  great  increase  in  the  per  cent 
of  dividends  received  which  were  not  reported  by  income  taxpayers  and  a 
great  increase  in  the  per  cent  of  the  dividend  outgo  since  1926  received  by 
persons  with  a  net  income  of  less  than  $5,000. 

On  page  49  there  is  a  table  which  shows  that  while  the  number  of  in- 
come taxpayers  has  increased  greatly  in  recent  years,  the  per  cent  of  divi- 
dend receipts  going  to  these  taxpayers  has  declined.  We  quote  some  of  the 
figures  from  Table  VII  on  page  49: 

Number  of  Per  cent  of  dividends 


income  taxpayers 

received  by 

Year 

{thousands) 

income  taxpayers 

1927 

4,102 

89.30 

1928 

4,071 

84.22 

1929 

4,044 

80.70 

1935 

4,575 

76.36 

1936 

5,413 

67.50 

1937 

6,350 

n.n 

While  in  Chapter  VI  the  concentration  of  dividends  is  emphasized  in 
about  every  possible  way,  an  attempt  is  made  to  explain  away  the  apparent 
decline  in  concentration.    On  pages  56-57  we  are  told: 

At  first  sight,  the  figures  in  Table  XI  seem  to  indicate  long-term  changes  in  the 
relative  volume  of  dividends  going  to  individuals  at  various  income  levels,  with 
the  proportion  going  to  the  "under  $5,000"  level  gradually  increasing  since  1920. 
Yet  a  closer  examination  of  the  data  indicates  such  a  conclusion  to  be  of  extremely 
doubtful  validity.  In  fact,  the  more  appropriate  conclusion  seems  to  be  that  there 
has  been  no  marked  change  in  the  relative  distribution  of  dividends  according  to 
the  income  level  of  recipients  during  the  past  two  decades. 

Figures  in  Table  XI  for  the  "unclassified"  category  only  show  a  largely  spurious 
relative  growth.  Under  this  category  are  included,  not  only  dividends  received 
by  individuals  estimated  to  fall  below  the  $5,000  income  level,  but  also  dividends 
received  {a)  by  nonprofit  institutions  and  other  corporations  not  required  to  file 
tax  returns,  {b)  by  income  taxpayers  estimated  to  fall  above  the  $5,000  income 
level,  but  not  reported  as  such,  and  (c)  by  non-income-taxpayers  falling  above  the 
$5,000  income  level.  While  exact  figures  are  not  available,  it  is  known  that  the 
scope  of  nonprofit  institutions  has  increased  over  the  period. 

Since  the  concentration  of  wealth  and  income  is  the  dragon  that  Dr. 
Taitel  would  like  to  slay,  he  is  obviously  disturbed  by  evidence  which  indi- 
cates that  this  concentration  is  becoming  less.  While  Dr.  Taitel  is  peeved 
by  the  "concentration  of  dividends,"  he  does  not  ask  himself  about  the 
derivation  or  identification  of  this  concentration  of  dividends. 

Though  it  may  be  true  that  dividends  in  a  given  year  or  in  a  small  num- 
ber of  years  largely  flow  to  a  comparatively  restricted  number  of  individuals, 
it  is  by  no  means  true  that,  over  a  protracted  period  of  time,  this  restricted 
group  is  composed  of  the  identical  individuals  or  even  of  the  same  family 
groups.  For  example,  what  proportion  of  the  flow  of  dividends  in  1900, 
which  was  presumably  concentrated  among  a  small  number  of  individuals. 
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went  to  Henry  Ford,  Alfred  P.  Sloan,  Walter  Chrysler,  and  most  of  the 
others  who  for  themselves  or  for  their  families  now  receive  large  dividend 
payments?  It  is  the  exception  and  not  the  rule  in  the  United  States  that 
possessors  of  important  wealth  and  large  income,  whether  received  from 
personal  efforts  or  from  property,  have  been  beneficiaries  of  such  wealth 
or  income  over  substantial  periods  of  time.  This  is  one  of  the  principal 
reasons  why  the  economy  of  the  United  States  has  been  dynamic. 

With  comparatively  few  exceptions,  beneficiaries  of  large  dividend  re- 
ceipts have  acquired  that  position  by  making  an  outstanding  contribution 
to  the  economy,  and  it  would  be  no  serious  statistical  problem  to  demon- 
strate that  the  public  at  large  has  benefited  many  times  as  much  as  the 
owners  of  the  concentrated  flow  of  dividends  which  is  under  discussion. 
Only  occasionally  an  individual  is  able  to  devise  an  invention,  organize  a 
method  of  production,  co-ordinate  a  system  of  distribution,  or  otherwise 
change  the  scheme  of  things  in  a  fundamental  fashion  which  represents 
obvious  technological  improvement.  There  may  be  a  few  shriveled  souls 
who  begrudge  the  financial  reward  which  these  outstanding  persons  attain. 
However,  we  should  welcome  the  appearance  of  such  persons,  because  from 
a  selfish  point  of  view  they  cannot  benefit  themselves  unless  they  also 
benefit  us.  In  short,  if  they  do  not  make  it  worth  while  for  us  to  buy  their 
products  or  services,  they  cannot,  by  definition,  prosper  at  our  expense.  Yet 
if  we  do  find  it  worth  while  to  buy  their  products  or  services,  it  can  be 
for  no  other  reason  than  that,  in  our  judgment,  we  are  better  off  than  be- 
fore, even  after  these  ogres  exact  their  pound  of  flesh. 

Can  Dr.  Taitel  explain  how  the  beneficiaries  of  the  concentration  of  divi- 
dends bring  about  this  state  of  affairs  without  rendering  a  service  to  the 
economy  as  a  whole  which  must  be  calculated  in  even  far  greater  magni- 
tudes.? And  would  it  not  be  well  for  him  to  give  passing  notice  at  least 
to  the  shifting  personnel  in  the  ranks  of  the  large  dividend  receivers,  and 
perhaps  cast  a  passing  glance  toward  the  activities  of  the  collector  of  income 
and  estate  taxes.'' 

If  these  considerations  have  validity.  Dr.  Taitel  would  have  to  support  his 
proposition,  not  only  by  showing  the  concentration  of  dividend  payments, 
but  by  offering  proof  which  is  convincing  to  persons  with  competence  in 
the  field  of  economics  and  statistics  that  the  economy  would  be  benefited 
by  a  different  distribution  of  dividends  or  would  show  greater  prosperity 
under  an  economic  system  that  would  automatically  result  in  smaller  aggre- 
gate payments.  In  backward  countries,  dividend  distributions  are  small  but 
poverty  is  great. 

6.  Income  level  of  dividend  recipients.  It  is  natural  that  most  stocks 
should  be  owned  by  persons  with  enough  industry,  prudence,  and  intelli- 
gence to  be  able  to  command  an  income  above  the  average. 

7-9.  Savings  out  of  dividends  and  profits.  It  is,  of  course,  impossible  to 
determine  the  "savings  out  of  dividends"  as  all  incomes  are  in  effect  blended 
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and  cannot  be  analyzed  as  to  their  contribution  to  saving.    While  this  diffi- 
culty is  mentioned  on  page  62,  the  author  appears  to  proceed  thereafter 
without  let  or  hindrance. 
We  quote  from  page  70: 

In  good  times  and  bad,  the  corporate  equity  accounts  create  a  tendency  for  an 
increasing  concentration  of  the  available  wealth.  This  tendency  arises  because 
the  bulk  of  the  savings  out  of  corporate  profits,  which  account  for  a  very  large 
and  disproportionate  share  of  private  savings,  is  made  by  relatively  few  indi- 
viduals. 

In  "good  and  bad  times"  means  practically  all  the  time.  In  order  to  have 
"corporate  equity  accounts"  we  require  corporations.  If  wealth  were  suffi- 
ciently concentrated,  corporations  would  be  unnecessary,  for  very  wealthy 
individuals  could  own  and  operate  large  enterprises.  The  very  existence  of 
corporations  is  proof  of  the  lack  of  concentration  of  wealth,  thereby  making 
it  necessary  for  many  individuals  (often  100,000  or  more)  to  pool  their  re- 
sources in  order  to  build  an  enterprise  large  enough  to  operate  efficiently. 
So  we  find  that  the  lack  of  concentration  of  wealth  which  makes  it  neces- 
sary to  form  corporations  creates  "a  tendency  for  an  increasing  concentra- 
tion of  the  available  wealth."  The  use  of  the  word  "disproportionate"  indi- 
cates that  the  author  believes  corporate  profits  and  the  resulting  savings  are 
too  large  and  that  he  has  in  mind  some  norm  of  profit  levels  which  he  fails 
to  disclose. 

While  Dr.  Taitel  is  displeased  with  the  existing  pattern  of  wealth  and 
income  distribution,  he  failed,  at  any  place  in  the  monograph,  to  reveal  the 
income  distribution  which  he  considers  desirable.  The  essence  of  his  argu- 
ment quoted  above  is  that  an  unequal  distribution  of  wealth  and  income 
(whatever  the  sources  of  income)  tends  to  create  still  greater  inequality. 
Now  it  is  a  curious  fact  that  neither  this  monograph  nor  any  of  the  others 
give  any  proof  that  wealth  and  income  are  becoming  more  concentrated, 
although  the  "Concentration  of  Economic  Power"  appears  at  the  top  of 
every  page  of  every  monograph.  Studies  by  Carl  Snyder  show  that  the 
concentration  of  wealth  is  about  the  same  in  all  countries  and  at  all  times. 

Very  few  competent  economists  believe  that  "the  rich  are  getting  richer 
and  the  poor  are  getting  poorer."  People  who  receive  large  incomes  often 
assume  great  risks  and  often  sustain  great  losses.  Losses,  death,  income 
taxes,  and  estate  taxes  apparently  thwart  any  "tendency  to  concentration" 
such  as  Dr.  Taitel  attributes,  without  proof,  to  corporations. 

10.  Net  absorption  of  savings  by  ownership  accounts.  Chapter  VIII  be- 
gins with  this  paragraph  (p.  73)  : 

Testimony  before  the  committee  has  shown  the  necessity  for  a  volume  of  invest- 
ment equal  to  the  savings  made  out  of  a  given  national  income,  if  that  national 
income  is  to  be  maintained.     With  fixed  habits  of  saving,  the  national  income 
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will  decline  when  investment  declines  and  rise  when  investment  rises;  under  these 
conditions  it  is  the  national  income  and  savings  which  adjust  to  the  volume  of 
investment  and  not  vice  versa.  With  fixed  investment  tendencies,  the  national 
income  will  decline  with  a  rise  in  the  propensity  to  save  and  rise  with  a  decline 
in  the  propensity  to  save;  it  is  under  these  conditions  that  the  national  income  and 
volume  of  investment  might  be  said  to  adjust  to  the  volume  of  savings.  But  even 
here  the  mechanism  of  adjustment  is  not  through  the  change  in  the  volume  of 
consumption  impinging  upon  the  volume  of  investment  and  the  volume  of  invest- 
ment, in  turn,  upon  the  national  income.  Thus,  particularly  since  savings  habits 
are  only  subject  to  slow  change,  the  volumes  of  savings  and  of  national  income, 
as  a  practical  matter,  adjust  themselves  to  the  volume  of  investment  and  not  vice 
versa.    This  is  for  the  economy  as  a  whole. 

The  foregoing  paragraph  seems  to  us  to  be  a  meaningless  concatenation 
of  words.  Its  purpose  is  obviously  to  place  the  responsibility  for  depres- 
sions on  people  of  wealth.  In  the  first  sentence,  the  author  ignores  two  fac- 
tors that  upset  his  neat  statement: 

(1)  Prices  may  be  changing. 

(2)  New  construction  can  be  financed  by  credit  creation  as  well  as  out 
of  savings. 

By  "saving"  Dr.  Taitel  seems  to  mean  the  hoarding  of  money,  for  he 
says  in  the  paragraph  quoted  above: 

With  fixed  investment  tendencies,  the  national  income  will  decline  with  a  rise 
in  the  propensity  to  save. 

But  if  all  savings  were  invested  in  productive  enterprises,  this  should 
cause  no  decline  in  national  income.  Is  not  surplus  income  invested  in  a 
productive  enterprise  saved  just  as  truly  as  if  the  money  were  kept  in  a 
mattress  ? 

If  more  money  is  spent  for  strawberries,  then  more  strawberries  (with  no 
price  changes)  will  be  sold,  and  we  can  say  that  the  quantity  of  strawberries 
sold  adjusted  itself  to  the  money  spent  for  them.  But  we  can  equally  well 
say  that  the  money  passed  over  the  counter  for  strawberries  adjusted  itself 
to  the  amount  of  strawberries  purchased.  Now  in  these  sentences  substi- 
tute "investment"  for  money  and  substitute  "national  income"  for  straw- 
berries and  we  have  Dr.  Taitel's  argument.  His  argument  is  tautology  and 
nonsense.  Of  course,  when  more  money  is  spent  (invested)  in  durable 
goods,  then  more  durable  goods  will  be  built;  and  we  can  say  with  equal 
logic,  when  more  durable  goods  are  built,  then  more  money  will  be  spent 
for  durable  goods.  And  when  more  durable  goods  are  built,  the  national 
income  will  probably  rise.  But  this  kind  of  argument  does  not  isolate  the 
causal  factor,  and  the  assumption  by  Dr.  Taitel  that  he  has  done  this  is 
purely  gratuitous,  without  any  support  from  facts  or  logic. 
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11-14.  Property-expansion  rates  at  a  given  profit  rate.  We  come  now  to 
an  interesting  part  of  this  monograph,  elaborated  in  Parts  III  and  IV  (pp. 
83-123).  Dr.  Taitel  wishes  to  prove  that  it  is  the  concentration  of  wealth 
which  slows  down  investments  and  causes  business  depression.  Everyone 
knows  that  investments  are  made  for  the  purpose  of  securing  gains.  If  a 
manufacturer  builds  a  factory  or  buys  new  machines,  if  a  merchant  enlarges 
his  stock  of  goods,  if  a  farmer  buys  more  land,  if  a  railroad  buys  more  equip- 
ment— all  these  acquisitions  are  made  for  the  purpose  of  making  profits  or 
reducing  losses.  Certainly  no  one  but  a  moron  or  a  philanthropist  would 
invest  in  any  enterprise  unless  he  expected  to  make  a  profit  by  the  move. 
This  proposition  that  investments  are  made  in  the  expectation  of  gain  is 
universally  believed  by  all  persons.  When  investments  increase  it  is  because 
people  believe  that  the  prospects  for  profits  are  good;  and  when  people  be- 
lieve that  the  prospects  for  profits  are  not  good,  investments  decline.  It  is 
the  expectation  of  profits,  or  the  profit  motive,  that  determines  what  invest- 
ments will  be  made  and  when  they  will  be  made.  Now  it  is  necessary  for 
Dr.  Taitel  to  destroy  this  belief  in  the  profit  motive,  in  order  to  clear  the 
ground  for  his  thesis  that  it  is  the  concentration  of  wealth  which  paralyzes 
the  urge  to  invest,  rather  than  the  fear  of  loss. 

From  pages  83  to  123  there  is  a  labored,  tortuous,  and  futile  attempt 
to  discredit  the  profit  motive.  Some  of  the  statistical  data  used  in  this  charge 
on  the  windmill  are  given  in  Appendix  II  (pp.  153-174). 

The  author  shows  for  each  of  25  different  oil  companies,  for  each  year 
from  1927  to  1938  inclusive,  the  per  cent  expansion  in  non-cash  assets  and 
the  per  cent  return  on  the  invested  capital.  Then  for  each  year  from  1927 
through  1938  he  gives  a  scatter  diagram,  each  dot  representing  a  company, 
the  abscissae  being  the  return  on  invested  capital  and  the  ordinates  being 
the  per  cent  change  in  non-cash  assets.  An  inspection  of  these  12  diagrams 
shows  an  extraordinarily  low  correlation.  Only  by  a  great  stretch  of  the 
imagination  could  anyone  conclude  that  the  dots  had  any  tendency  to  cluster 
about  a  trend  line.  However,  undaunted  by  the  almost  random  distribu- 
tion of  the  dots,  trend  lines  are  drawn  by  the  method  of  least  squares,  and 
from  these  trend  lines  figures  are  given  on  page  90  which  purport  to  show 
for  each  year,  1927  to  1938,  the  average  per  cent  change  in  assets  which 
will  result  when  the  rate  of  return  on  investment  is  0  per  cent,  5  per  cent, 
and  10  per  cent. 

Then  these  figures,  based  on  the  questionable  trend  lines,  are  used  as  the 
basis  of  this  statement  on  page  94: 

High  profit  rates,  in  and  of  themselves,  have  not  been  sufficient  guaranties  of 
high  rates  of  asset  expansion.  Similarly,  low  profit  rates,  in  and  of  themselves, 
have  not  placed  rigid  curbs  upon  rates  of  asset  expansion.  This  is  shown  by  the 
fact  that  the  amount  of  asset  expansion  which  has  occurred,  on  the  average,  at 
a  given  rate  of  return  has  been  different  for  different  years  during  the  period 
1927  to  1938.    The  average  rate  of  asset  expansion  at  a  10  per  cent  rate  of  return 
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has  varied  from  no  more  than  1  per  cent  in  1932  to  over  9  per  cent  in  1937  and 
over  10  per  cent  in  1929. 

In  establishing  the  trend  line  for  1929,  the  author  discarded  the  dots  for 
9  of  the  25  companies,  and  in  1931  he  discarded  8  of  the  25.  The  discarded 
dots  were  too  far  away  from  the  trend  lines!  But  even  if  the  statistical  pro- 
cedures were  sound,  Dr.  Taitel  is  only  knocking  down  a  straw  man.  For 
investments  in  plant  expansion  are  not  based  on  present  rates  of  profit  but 
on  expectations  of  what  profits  will  be  in  the  juture.  A  man  who  is  smart 
enough  to  accumulate  money  to  invest  is  also  smart  enough  to  base  his  in- 
vestments on  probable  future  profits  and  not  on  present  or  past  profits. 

What  competent  student  ever  claimed  that  high  profit  rates  are  sufficient 
to  guarantee  high  rates  of  property  expansion?  Why  all  the  charts  and 
tables  to  establish  what  everyone  admits.?  But  a  guaranty,  or  even  a  reason- 
able assurance,  of  high  profits  in  the  future  will  open  the  purses  of  investors 
and  bring  expansion. 

The  author  analyzes  17  steel  companies  in  the  manner  we  have  described; 
but  this  part  of  the  monograph  is  an  excursion  in  futility — an  attempt  either 
to  prove  the  obvious  or  else  to  prove  something  which  is  not  so. 

We  now  quote  the  part  of  the  author's  Summary  under  the  heading 
"Major  Implications"  (pp.  xviii-xx)  : 

1.  Important  effects  of  profit  income. — The  most  important  effects  of  profit 
income  are  those  with  respect  to  its  influence  upon  the  flow  of  funds.  For  the 
character  and  the  level  of  output  are  determined  by  the  «   . 

way  in  which  funds  flow  through  the  economy.     Chart  20  Tmr*!*     t* 

(p.  128)  presents  the  most  fundamental  aspects  of  the  flow 
of  funds  in  simplified  diagrammatic  form. 

2.  Availability  of  funds. — Expansion  of  the  national  income  may  be  limited 
by  the  exhaustion  of  the  possibilities  for  credit  expansion.  However,  the  evidence 
indicates  that  at  no  time  since  the  inception  of  the  Federal  Reserve  System  in  1913 
has  expansion  been  limited  by  shortages  of  funds. 

A  decline  in  the  national  income  cannot  result  from  a  shortage  of  funds  in  the 
capital  pool.  For  gross  savings  always  provide  a  volume  of  funds  sufficient  to 
finance  the  capital  expenditures  necessary  to  absorb  those  savings  and  so  to  main- 
tain the  level  of  the  national  income. 

3.  The  importance  of  profits. — The  importance  of  profits  lies  in  the  fact  that 
the  recipients  of  profits  play  the  dominant  role  in  determining  the  level  of  the 
national  income.  This  is  a  consequence  of  the  fact  that  the  recipients  of  profits 
own  or  control  the  bulk  of  the  accumulated  capital  and  current  savings  as  well 
as  the  major  share  of  the  funds  currently  set  aside  for  capital  replacement — 
depreciation,  depletion,  and  amortization. 

What,  then,  deters  the  recipients  of  profit  income  from  always  expending  from 
the  capital  pool  in  their  control  a  volume  of  funds  sufficient  to  expand  or  to  main- 
tain the  national  income? 

The  findings  of  this  study  show  that  the  answer  to  this  question  lies  neither 
in  the  amount  of  profit  income  nor  in  the  rate  of  return  on  capital.    Factors  other 
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than  the  amount  or  the  rate  of  profit  have  been  the  major  determinants  of  the 
level  of  capital  expenditures  of  groups  of  companies  in  the  same  industry,  and, 
hence,  of  business  as  a  whole.  Of  these  other  factors,  the  most  important  have 
been  the  level  of  output  in  relation  to  capacity  and  the  pressure  upon  business  for 
the  introduction  of  available  new  technologies. 

Hence  the  fundamental  question  can  be  rephrased  to  read:  What  has  restricted 
the  volume  of  output  and  the  rate  of  introduction  of  new  technologies  so  that 
all  too  frequently  they  have  been  inadequate  to  draw  forth  the  volume  of  capital 
expenditures  required  to  expand  or  to  maintain  the  national  income.? 

4.  The  importance  of  the  concentration  of  income  and  wealth. — Concentration 
of  income  and  wealth  is  the  most  important  single  factor  leading  to  a  volume  of 
capital  expenditures  inadequate  for  the  maintenance  and  expansion  of  the  national 
income.  The  importance  of  concentration  lies  not  in  the  fact  that  it  leads  to  a 
high  rate  of  savings.  Rather  the  importance  of  concentration  lies  in  the  fact  that 
savings  are  made  by  individuals  and  groups  who  do  not  or  will  not  themselves 
consume  the  output  of  the  capital  goods  which  their  savings  can  create.  Conse- 
quently, if  a  decline  in  the  national  income  is  to  be  avoided,  such  savings  must 
be  invested  in  facilities  destined  either  (1)  to  increase  the  consumption  levels  of 
others,  or  (2)  to  take  business  away  from  existing  facilities.  The  question,  then, 
is:  What  prevents  current  and  accumulated  savings  from  being  used  in  these 
ways.? 

5.  Concentration  and  shortages  of  consumer  purchasing  power. — In  order  that 
the  large  volume  of  savings  concentrated  in  the  hands  of  individuals  with  high 
incomes  be  translated  into  capital  expenditures,  it  is  necessary  that  consumers  ob- 
tain income  sufficient  to  purchase  the  output  of  the  expanded  facilities.  For 
capital  expenditures  will  not  be  made  unless  the  output  of  existing  facilities  can 
be  sold. 

A  constant  volume  of  capital  expenditures  cannot  provide  consumers  with  a 
volume  of  the  means  of  payment  sufficient  to  purchase  the  expanding  output  of 
an  expanding  capital  plant.  While  such  volumes  of  expenditures  increase  pro- 
ductive capacity,  they  do  not  automatically  provide  for  an  increase  in  the  means 
of  payment  to  the  consumers  of  the  product.  The  consequence  of  this  is  that  the 
level  of  the  national  income  cannot  be  maintained  unless  (1)  means  of  payment 
from  sources  other  than  the  production  of  capital  goods  accrue  to  consumers  or 
(2)  prices  decline  so  that  the  means  of  payment  derived  from  total  current  pro- 
duction are  sufficient  to  pay  for  an  increased  output.  But  these  have  not  always 
been  of  sufficient  magnitude  to  prevent  declines  in  the  national  income.  And,- 
sooner  or  later,  a  constant  volume  of  capital  expenditures  proves  inadequate  to 
sustain  itself,  and,  hence,  to  sustain  the  national  income. 

Thus,  under  actual  operating  conditions,  the  volume  of  capital  expenditures 
must  continuously  increase  if  the  national  income  is  not  to  decline.  And  the  evi- 
dence indicates  that  the  rate  of  increase  must  be  substantial.  This  means  that 
the  national  income  must  rise  at  a  fairly  rapid  rate  or  decline.  There  are  no  inter- 
mediate positions. 

Downward  price  movements  may,  of  course,  lower  the  rate  of  increase  in  capital 
expenditures  required  to  prevent  declines  in  activity.  But  in  past  periods  of 
expanding  activity  prices  have  usually  increased.  Consequently,  it  has  only  been 
during  periods  in  which  very  unusual  factors,  such  as  war,  a  high  level  of  gold 
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production,  or  a  highly  favorable  foreign-trade  balance,  have  been  operative  that 
the  national  income  has  attained  high  levels. 

It  appears  that  the  expansions  which  do  get  started  under  existing  and  recent 
income,  savings,  and  investment  circumstances  must  sooner  or  later  come  to  a 
halt.  For  under  such  circumstances  the  increase  in  output  of  existing  and  new 
productive  plant  seems  to  outstrip  the  increase  in  consumer  purchasing  power, 
unless  an  adequate  compensatory  program  intervenes. 

Whether  full  use  of  resources  will  be  attained  under  existing  conditions  before 
an  expansion  ends  seems  to  depend  upon  special  factors  such  as  favorable  foreign 
trade  balances  and  domestic  production  of  monetary  metals.  In  the  absence  of 
such  special  factors  or  of  an  adequate  compensatory  program,  even  a  reasonably 
close  approximation  to  a  full  use  of  resources  may  not  be  attained,  let  alone  main- 
tained for  any  long  period. 

6.  Further  effects  of  concentration. — An  increase  in  the  degree  of  concentra- 
tion of  income  and  wealth  raises  the  volume  of  capital  expenditures  required  to 
prevent  declines  in  the  national  income.  This  results  from  the  fact  that  the 
volume  of  savings  is  less  when  losses  and  profits  accrue  to  different  groups  than 
when  they  accrue  to  the  same  groups,  even  though  profits  net  of  losses  are  the 
same  in  both  instances. 

Not  only  does  an  increase  in  concentration  raise  the  volume  of  capital  expendi 
tures  required  to  prevent  declines  in  activity,  but  it  also  lowers  the  outlets  for  such 
expenditures.  This  latter  is  a  consequence  of  the  fact  that  concentration  limits 
the  extent  to  which  capital  expenditures  can  or  will  be  made  for  capital  goods 
to  take  business  away  from  existing  facilities. 

How  these  "implications"  are  arrived  at  is  explained  more  fully  in  Part  V 
of  the  monograph  (pp.  127-136),  which  the  portion  of  the  Summary  quoted 
above  is  intended  to  summarize.  In  reviewing  the  last  half  of  the  intro- 
ductory Summary,  therefore,  we  review  Part  V  also. 

On  page  128  there  is  a  chart  portraying  a  closed  system  in  which  no  allow- 
ance is  made  for  the  problems  of  production  and  in  which  distribution  is 

not  in  accord  with  productivity  or  functional  services.  -,     r. .  - 

,       .     K    .         r         •  r  Profit  Income 

It  portrays  the  circulation  or  a  given  sum  or  money  ,  -,, 

which  is  put  into  the  slot  at  the  beginning  of  the  fiscal  „  ^      ..   , 

•  J       J  £   L     J-  u        J  of  Capital 

period  and  comes  out  or  the  dispenser  at  the  end. 

More  specifically,  the  system  represents  a  fiscal  period,  and  not  a  con- 
tinuous flow.  The  fiscal  period  is  started  with  an  assumed  "gross  national 
income."  Why  is  this  income  what  it  is.^^  Whence  does  it  come?  There  is 
here  assumed  without  explanation  a  whole  process  of  production,  involving 
the  problems  of  motivating  individual  producers  in  their  various  economic 
functions.  It  is  then  assumed  that  this  gross  national  income  must  all  be 
spent,  including  investment  with  spending  for  consumption.  (Consump- 
tion covers  nondurable  goods.  Investment  covers  durable  goods,  including 
such  consumer  goods  as  residences  and  automobiles.)  Any  of  the  gross  na- 
tional income  conjured  up  to  start  the  fiscal  period  which  does  not  come 
out  as  gross  national  income  at  the  end  of  the  period  is  assumed  to  have  been 
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diverted  into  a  "capital  pool"  which  is  the  result  of  "gross  savings."  The 
author's  analysis  of  the  statistics  concerning  corporate  dividends  is  based 
upon  the  assumption  that  the  dividends  represent  a  controlling  factor  in  the 
diversion  of  savings  into  places  or  forms  that  prevent  them  from  building 
up  purchasing  power  in  proportion  to  production. 

Such  a  concept  of  a  closed  system  which  makes  the  national  income  equal 
to  the  national  outgo,  and  assumes  production  and  consumption  to  be  equal, 
is  probably  possible  only  by  ignoring  the  importance  of  the  psychology  of 
human  motivation  and  the  technology  of  production,  substituting  assumed 
sums  of  money  for  supplies  of  goods.  This  is  logically  possible  only  when 
money  is  taken  to  mean  fiat  currency,  and  the  theory  points  toward  a  con- 
dition of  "managed  currency"  supported  by  a  managed  economy. 

The  idea  of  control  through  the  national  money  income  is  far  from  new. 
Something  of  the  sort  was  in  the  mind  of  John  Law.  This  early  Scotch 
financier  undertook  to  relieve  the  debt-burdened  economy  of  Louis  XV. 
One  of  his  chief  maxims  was  that  "wealth  depends  upon  commerce,  and 
commerce  depends  upon  circulation." 

Just  so  the  author  of  the  monograph  under  review  says  (p.  xviii) : 

For  the  character  and  the  level  of  output  are  determined  by  the  way  in  which 
funds  flow  through  the  economy. 

To  some,  however,  it  will  seem  more  true  to  say  that  the  way  in  which 
funds  flow  through  the  economy  is  determined  by  the  character  and  level 
of  output. 

The  emphasis  of  money  income  is  always  dangerous,  since  it  tends  to  con- 
ceal the  real  income,  without  which  money  income  is  of  no  avail.  It  tends 
p  .  ,  to  take  the  value  of  money  for  granted.    Such  an  em- 

p  .      y        ,  phasis  is  characteristic  of  the  monograph.    The  "national 

T  J  income"  is  a  money  income — a  matter  of  "capital  ex- 

penditures,"  "flow  of  funds,"  etc.  It  depends  on  "means 
of  payment."  It  has  "attained  high  levels"  only  when  there  have  been  such 
factors  as  war,  large  gold  production,  or  a  favorable  balance  of  trade.  It  is 
determined  by  the  flow  of  funds  through  the  economy. 

Accordingly,  in  the  discussion,  prices  and  variations  in  the  purchasing 
power  of  money  are  virtually  dismissed  from  consideration  by  assuming 
that  they  run  parallel  with  "activity"  (p.  xx).  In  fact,  physical  activity  is 
used  as  virtually  synonymous  with  the  national  money  income  at  this  point. 

This  treatment  goes  along  with  the  all-too-common  tendency  in  theory 
to  deal  with  the  price  of  one  commodity  on  the  assumption  that  the  prices 
of  all  other  commodities  are  fixed — an  impossible  assumption.  In  fact, 
throughout  the  monograph  there  is  a  frequent  assumption  of  interrelations 
between  national  income  and  physical  output  which  could  not  be  set  up 
with  any  plausibility  except  on  the  assumption  that  prices  paid  for  goods 
remain  unchanged.    In  other  words,  either  prices  are  denied  significance  as 
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determinants  of  business  activity,  or  the  price  factor  is  dismissed  from  con- 
sideration. This  is  common  in  the  reasoning  of  those  who  set  up  "full  use 
of  resources"  as  a  criterion  of  economic  success.  The  full  use  of  resources 
is  a  technological  or  physical  concept  which  ignores  market  value  and  re- 
jects the  criterion  of  profits. 

Thus  we  have  the  anomaly  of  measuring  one  of  the  main,  if  not  the  main, 
elements  in  an  equation  in  terms  of  money,  while  other  elements  are  ex- 
pressed in  terms  of  heterogeneous  physical  products  or  man-hours.  It  can 
hardly  be  said  that  the  national  income  equals  the  value  of  the  national 
production  unless  it  is  assumed  first  that  all  the  income  received  by  pro- 
ducers is  spent  during  the  fiscal  period  in  the  purchase  of  all  products,  the 
whole  process  going  on  at  fixed  prices. 

Such  is  the  assumption  that  underlies  the  theory  which  governs  the  inter- 
pretation of  the  statistics  in  this  monograph.  It  is  opposed  to  the  whole 
approach  of  the  equilibrium  economics  which  finds  in  individual  utilities 
and  disutilities  the  basis  for  economic  choices  in  consumption  and  produc- 
tion. This  economics  reasons  that  money  exchanges  for  goods  at  various 
rates  (not  that  it  equals  goods),  and  these  varying  exchange  ratios  are  prices 
(not  that  prices  are  constants  and  represent  quantities  of  goods).  It  holds 
that  prices  have  to  be  determined  in  free  markets  in  order  to  attain  equi- 
librium and  the  maximum  net  real  income  in  society.  It  recognizes  that 
a  large  total  money  income  may  bring  a  declining  real  income  and  lower 
standards  of  living,  as  is  likely  to  be  the  experience  of  the  country  before 
World  War  II  ends.  In  these  respects  the  "price  economics"  of  the  mono- 
graph is  subject  to  fundamental  criticism. 

One  illustration  is  found  in  the  case  of  the  concept  of  capital.  Plant  and 
equipment  are  occasionally  referred  to.  Always,  however,  they  are  meas- 
ured in  terms  of  money,  even  when  so-called  technological  changes  are 
under  consideration.  But  money  measure  of  capital  implies  the  existence  of 
values  or  prices.  What  prices?  There  is  no  provision  in  this  discussion  for 
rewards  (prices  of  services)  to  the  producers  of  capital  goods.  The  costs  of 
saving  and  waiting  are  not  referred  to.  Thus  there  is  no  adequate  basis  for 
a  determination  of  value  of  capital  or  assurance  that  any  interest  will  be  re- 
ceived by  any  saver.  To  treat  capital  as  "funds"  or  as  a  quantity  of  value  is 
to  take  for  granted  and  assume  its  productivity  in  terms  of  sales  and  net 
revenue. 

The  emphasis  of  funds  is  associated  with  the  idea  that  the  only  limit  to 
the  national  income  which  need  be  considered  is  the  possibility  that  credit 
expansion  may  reach  a  maximum  beyond  which  further      my.    ar*     •*  i 
expansion    may    become    impossible.        Exhaustion    or      p     i"  a  a 

credit"  is  the  only  limitation  to  the  possible  expansion 
of  national  income  referred  to  in  the  monograph.     Thus  it  is  concluded 
that  a  decline  in  national  income  can  not  result  from  a  real  shortage  of  funds 
in  the  capital  pool,  but  only  from  a  high  degree  of  concentration  of  income 
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and  wealth  (p.  134).    The  reason  for  this  conclusion  is  illuminating.    It  is 
as  follows  (pp.  xviii  and  129)  : 

For  gross  savings  always  provide  a  volume  of  funds  sufficient  to  finance  the 
capital  expenditures  necessary  to  absorb  those  savings  and  so  to  maintain  the 
level  of  the  national  income. 

This  statement  shows  the  questionable  assumption  that  the  replacement 
of  capital  and  the  volume  of  savings  from  current  income  can  both  be  taken 
for  granted,  regardless  of  the  kind  of  money  or  currency  used,  the  discrimi- 
nation in  tax  policies,  and  general  economic  uncertainty.  This  aspect  of  the 
matter  will  be  taken  up  later.  Here  the  point  is  to  emphasize  the  fact  that 
the  "capital  pool"  is  held  by  the  author  of  the  monograph  to  be  potentially 
inexhaustible  for  two  reasons:  (1)  The  capital  in  the  pool  is  thought  of  as 
being  a  fund  of  dollars,  and  those  dollars  are  assumed  to  be  essentially 
credit;  (2)  the  credit  in  turn  is  assumed  to  be  government  debt,  in  the  last 
analysis.  Thus  it  is  stated  on  page  134  that  sooner  or  later  the  increase  in 
capital  expenditures  requires  increased  debt,  resulting  from  the  necessity  of 
monetizing  assets.  This  process  can  be  adequately  carried  out  only  by  the 
Government. 

The  reasoning  runs  on  to  the  eflfect  that  government  credit  is  inexhaustible 
and  therefore  must  be  invoked  for  the  purpose  of  securing  "full  use  of  re- 
sources" and  sustained  for  rising  national  income.  It  is  assumed  that  there 
must  be  an  expansion  in  capital  expenditures  in  excess  of  previous  gross  sav- 
ings. These  might  be  secured  partly  from  previously  hoarded  currency 
(through  dishoarding)  or  partly  through  monetization  of  assets,  which  is 
called  "credit  creation."  The  first  of  these  two  presents  only  minor  possi- 
bilities. Therefore  the  chief  reliance  is  upon  the  creation  of  credit  through 
monetization  of  assets.  It  is  stated  on  page  129  that  "the  financial  barriers 
of  expansion,  if  they  exist  at  all,  result  from  an  inability  to  monetize  a  suffi- 
cient volume  of  assets."  Plainly  it  is  the  idea  that  equilibrium  can  never  be 
maintained  in  the  absence  of  "an  adequate  compensatory  program,"  and 
such  a  program  can  be  provided  only  by  the  State. 

This  is  a  clear-cut  case  of  totalitarianism  in  which  the  credit  of  the  sov- 
ereign is  made  the  basis  of  currency,  on  the  assumption  that  the  sovereign 
can  make  his  subjects  use  his  debt  or  lOUs  in  lieu  of  money. 

Both  the  foregoing  points,  namely,  the  assumption  of  totals  without  ex- 
planation and  the  expression  of  those  totals  as  amounts  of  money  the  value 
or  purchasing  power  of  which  is  assumed,  are  illustrated  by  the  treatment 
of  income,  investment,  saving,  and  consumption  found  in  this  monograph. 

When  the  existence  of  the  whole  is  assumed,  the  next  step  is  apt  to  be 
that  the  existence  of  the  parts  is  taken  for  granted — the  whole  could  not 
exist  without  them.  Then  the  reasoning  goes  on  to  assume  that  the  parts 
can  be  varied  at  will  without  any  adequate  explanation  of  their  interrela- 
tions.   If  one  goes  up,  the  other  must  go  down,  because  it  is  merely  some- 
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thing  that  is  left  from  an  assumed  whole.  Or  the  parts  need  not  be  checked 
by  the  requirement  that  they  should  total  up  to  the  whole,  since  the  latter 
is  assumed  as  a  sort  of  absolute. 

This  type  of  procedure  is  apparent  in  the  monograph  in  the  treatment  of 
the  national  income.    The  gross  income  is  assumed  to  start  with.    This  inci- 
dentally means  an  assumption  of  the  products  and  the    t^.   .  .         « 
^    .         1      •        r         1        ■       1  Division  of 

process  or  production,  tor  otherwise  the  gross  income    „  j.-        i  x 
^,,,      ^      .'„  .*         ...        National  Income 

would  be  meaningless.     Even  citizens  in  a  totalitarian    ^         .       •,.,.   j 
°  Oversimplified 

state  can  not  eat  money. 

As  the  next  step  in  the  reasoning,  the  author  assumes  "consumption." 
A  part  of  the  gross  money  income  goes  into  the  hands  of  consumers,  and 
this  is  taken  to  mean  the  same  thing  as  consumption.  Clearly  some  standard 
of  living,  in  terms  of  goods  actually  consumed,  is  taken  for  granted. 

Then  the  balance  of  the  gross  income  is  called  "gross  saving."  This  is 
the  gross  income  minus  the  income  for  consumption,  the  latter  really  being 
spent  for  nondurable  goods.  The  gross  saving  is  assumed  to  come  out  at 
the  end  of  the  fiscal  period  in  the  shape  of  an  assumed  replacement  of 
capital  goods  and  investment  in  new  capital,  with  a  small  allowance  for 
consumption.  It  will  be  noted  that  replacement  is  assumed  to  occur  auto- 
matically, it  being  taken  for  granted  that  enough  of  gross  savings  is  devoted 
to  replacement  to  insure  at  least  the  maintenance  of  the  existing  plant  and 
equipment. 

Thus  it  is  clear  that  several  assumptions  are  made  which  beg  important 
questions  in  economic  life. 

The  point  to  be  emphasized  here,  however,  is  that  not  all  of  the  gross 
income  of  the  nation  which  is  not  consumed  (really  not  spent  for  non- 
durable goods)  represents  "saving"  in  the  shape  of  capital  replacement  or 
new  capital.  It  is  a  mistake  to  say  that  all  nonconsumption  represents  in- 
vestment and  replacement,  and  reasoning  based  upon  such  an  assumption 
is  inadequate  to  cover  the  facts. 

The  following  are  among  the  other  elements  in  the  whole  which  have  to 
be  dealt  with  in  real  hfe:  There  are  reserves  which  real  men  require  for 
contingencies — for  the  proverbial  rainy  day.  There  is  a  vast  volume  of  loans 
for  consumer  goods.  There  is  a  good  deal  of  risk-taking  in  actual  life. 
These  things  are  necessary  in  a  world  full  of  uncertainties.  Moreover  in 
the  actual  world  many  durable  goods  are  consumers'  goods,  while  many 
nondurable  goods  are  producers'  or  capital  goods. 

To  attempt  to  correlate  "consumption"  with  nondurable  goods,  and  to 
ignore  the  special  significance  of  capital  goods  used  for  the  production  of 
things  which  have  exchange  value,  is  a  vicious  case  of  cross-classification. 

To  illustrate  the  foregoing  directly  from  the  monograph  in  question,  take 
the  treatment  of  the  interrelations  among  income,  saving,  and  investment, 
remembering  that  production  and  consumption  are  involved  though  kept 
in  the  background  (page  73).    First,  it  is  argued  that,  with  a  given  income. 
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investment  must  equal  savings.  Then  the  argument  goes  on  to  state  that, 
with  fixed  habits  of  saving,  changes  in  investment  will  govern  changes 
in  income.  This  makes  investment  equal  the  total  volume  of  spending, 
or  not-saving,  a  procedure  which  deprives  investment  of  its  significance 
as  the  use  of  funds  in  maintaining  or  adding  to  productive  plant  and  equip- 
ment (capital  goods).  Finally,  the  argument  proceeds  to  the  conclusion 
that,  with  investment  fixed,  changes  in  saving  govern  changes  in  income, 
a  conclusion  which,  of  course,  is  not  stronger  than  the  preceding  assump- 
tions. This  last  way  of  putting  the  matter  could  be  true  if  all  income  were 
represented  by  either  saving  or  investment,  so  that  an  increase  in  savings 
would  necessarily  mean  a  decrease  in  investment.  In  other  words,  its  truth 
would  require  that  spending  and  investment  be  considered  as  the  same  thing. 

The  argument  is  elaborated  by  explaining  that  really  what  it  means  is 
that  changes  in  "consumption"  (in  "not-saving")  affect  investment,  and 
then  investment  affects  income.  Thus  investment  is  made  the  villain  in  the 
plot,  and  we  are  reminded  that  out  of  profits  is  assumed  to  come  the  bulk 
of  savings  (not-spending),  and  out  of  savings  come  the  capital  expendi- 
tures which  determine  the  level  of  the  national  income. 

All  this  sort  of  reasoning  based  upon  assumptions  is  accompanied  by  the 
notion  that  spending  is  the  same  as  consumption,  and  that  the  goods  avail- 
able for  the  spender  to  buy  for  his  consumption  will  somehow  always  be 
forthcoming.  Incidentally,  this  optimistic  assumption  covers  capital  goods, 
which  are  supposed  to  be  replaced  without  much  regard  to  interest  rates  and 
profits. 

There  is  in  all  this  a  sort  of  wages-fund  idea  such  as  characterized  the 
erroneous  Classical  Economics  of  the  first  half  of  the  19th  century.  It  was 
then  assumed  that  there  existed  a  "wages  fund"  which  was  predestined  for 
the  payment  of  labor.  The  existence  of  this  fund  was  hardly  explained, 
but  upon  its  amount  was  assumed  to  depend  the  subsistence  of  labor.  The 
argument  was  made  that  laborers  should  not  strike  for  higher  wages,  since 
if  one  labor  organization  succeeded  in  its  demands  on  the  fixed  total  fund 
it  would  be  taking  away  from  some  other  labor  group. 

One  of  the  main  theses  of  the  monograph  is  that  increasing  concentra- 
tion of  "the  available  wealth"  is  caused  by  concentration  of  savings  made 
-.    _^.   , ,      J  out  of  corporation  dividends  (p.  xvi).    The  evidence  for 

^  .      .  this  thesis  requires  some  consideration. 

Concentrate  ^.      .        ^  ,  ,11  1  1  •  1 

^    ,.,ff  First  It  may  be  noted  that  the  author  assumes  a  high 

rate  of  saving  out  of  dividends,  and  makes  this  high  rate 

itself  an  important  factor  in  his  argument.    He  states  (pp.  xvi,  63)  that  over 

40  per  cent  of  the  dividends  received  by  persons  having  incomes  upwards  of 

$5,000  was  saved  for  the  period  1935-36,  and  that  25  to  35  per  cent  of  the 

net  dividends  paid  by  corporations  are  saved.    These  statements  are  assumed 

to  justify  the  conclusion  that  dividends  are  associated  with  a  higher  rate 

of  saving  than  the  total  of  all  private  income. 
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Probably,  however,  the  main  point  is  that  dividends  cause  the  widest  dif- 
ference among  the  incomes  of  individuals.  It  is  stated  that  over  half  the 
difference  between  the  1936  average  incomes  of  $10,000  and  $100,000  was 
due  to  differences  in  dividends  received.  Then  the  argument  follows  that 
over  half  the  net  dividend  outgo  of  corporations  is  received  by  not  over  a 
million  individuals,  and  that  25,000  individuals  received  about  35  per  cent 
of  all  dividends.  Finally,  we  come  to  the  statement  that  dividends  are 
mostly  received  by  people  having  medium  and  high  incomes,  60  to  75  per 
cent  of  all  dividends  being  received  by  individuals  having  incomes  of  $5,000 
and  up. 

All  this  line  of  statistical  analysis  is  designed  to  illustrate  and  support  the 
contention  that  the  increasing  concentration  of  wealth  is  caused  by  the  con- 
centration of  savings  out  of  corporation  profits,  and  that  such  savings  do 
not  and  cannot  under  private  property  be  made  to  provide  sufficient  con- 
sumption to  consume  the  output  of  capital  goods. 

But  we  may  ask  why  it  is  that  over  half  the  dividends  are  received  by 
people  having  incomes  of  over  $5,000  a  year.  Is  this  phenomenon  a  cause 
or  a  result?  Why  do  we  find  that  people  whose  total  incomes  show  great 
differences  also  show  great  differences  in  dividend  income?  To  one  whose 
mind  is  not  made  up  in  advance,  it  might  occur  that  people  buy  stocks  be- 
cause they  have  wealth,  and  then  they  get  dividends  because  they  buy 
stocks.  It  might  occur  to  one  that  wealthy  people  are  on  the  whole  careful 
and  shrewd  people,  and  that  on  that  account  they  are  able  to  participate 
successfully  in  the  management  of  investments  in  stocks  and  play  their  part 
as  stockholders  effectively. 

Certainly  there  is,  in  all  this  array  of  data  designed  to  show  that  poor 
people  do  not  as  a  rule  own  stocks  or  receive  dividends  while  rich  people 
do,  not  a  shred  of  real  evidence  that  the  ownership  or  receipt  of  dividends 
is  the  cause  of  concentration  of  wealth. 

The  monograph  is  so  full  of  circular  reasoning  and  the  statement  of 

truisms  in  lieu  of  reasoning  that  it  may  almost  be  said  to  be  based  upon 

them.     For  illustration,  take  the  following  case,  which  p     «. 

is  not  the  worst  or  most  obvious  one:  H  A     pt 

A  definite  relation  is  stated  to  exist  between  the  profit  ■« 

T    •      u         J  Expansion 

rate   and   the  rate  or   asset    expansion.     It  is   observed 

(p.  xvii)  that  production  and  price  controls  "appear  to  lower  the  effective- 
ness of  the  profit  rate  in  determining  differential  expansion  rates."  But 
the  idea  appears  to  be  that  these  are  merely  exceptional  or  counteracting 
forces  "during  the  years  of  low  activity"  (p.  98). 

At  another  point,  however,  we  are  told  that  a  high  profit  rate  is  not  "in 
itself"  enough  to  "guarantee"  a  high  rate  of  asset  expansion.  The  signifi- 
cance of  such  a  statement  seems  to  be  that  while  it  would  be  logical  enough 
to  expect  profit  rates  to  guarantee  direct  movements  of  asset  expansion,  they 
need  some  help! 
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Accordingly  it  is  with  some  surprise  that  one  reads  elsewhere  that  factors 
other  than  profit  rates  are  "very  important  determinants"  of  asset  expansion. 
The  most  important  factors  determining  the  rate  of  expansion,  at  least  when 
profit  rates  remain  unchanged,  are  stated  to  be  the  volume  of  business,  the 
percentage  of  capacity  used,  and  price  movements. 

Finally,  one  is  asked  to  believe  (p.  xvii)  that  "underlying  conditions  de- 
termine the  closeness  and  even  the  existence  of  the  relationship  between 
property  expansion  and  profit  rates,"  In  short,  it  is  not  the  profit  rate,  but 
underlying  conditions  such  as  those  mentioned  in  the  preceding  paragraph, 
which  determine  asset  expansion. 

To  show  how  superficial  the  reasoning  is,  these  so-called  "underlying  con- 
ditions" are  as  follows:  Number  of  companies  making  major  expansions; 
"a  large  amount  of  expansion"  (p.  xviii) ;  high  and  stable  activity;  under- 
use  of  capacity;  financing  from  external  sources;  and  need  of  new  capacity 
and  technologies.  In  other  words,  the  underlying  conditions  which  deter- 
mine property  expansion  and  profit  rates  are  pretty  much  the  property  expan- 
sion and  profit  rates  themselves. 

Not  unnaturally,  therefore,  we  find  the  conclusion  drawn  from  this  chain 
of  circular  and  truistic  word-mongering  to  be  anything  but  illuminating. 
We  are  told  (p.  xviii)  that  "consequently,  conditions  other  than  the  profit 
rate  are  very  important  factors  in  determining  the  volume  of  expenditures 
on  land,  buildings,  and  equipment."  The  gist  of  it  is  that  there  are  logically 
three  separate  factors  involved  in  this  matter  of  profits  and  business  activity: 
The  profit  rate,  the  percentage  of  capacity  operated,  and  technological  con- 
ditions such  as  the  need  of  introducing  new  technique.  The  thought  arises, 
so  what? 

Another  illustration  of  this  sort  of  logic  occurs  in  the  argument  that  profits 
govern  the  concentration  in  saving,  and  that  the  concentration  of  saving 
p  .     ..  governs  national  income,  causing  it  to  decline.    But  we 

o  -o     rj.         ,  are  told  that  it  is  not  the  amount  of  profits  or  even  the 

of  Profits  and  ^        ^        i  •  ,    •     ,  r    i  i  i       ^r^i 

Nationallncome    '^^^  ""^  P'°^^'  '"'^^'^^  ''  '^^  '^^^  °^  '^.^  trouble.    The 
trouble  lies  in  concentration  as  such — in  the  receipt  of 

profits  by  a  few.    This  refrain  runs  through  the  monograph. 

Thus  at  times  it  seems  to  the  author  that  profits  themselves  are  un- 
necessary and  bad;  and  that  they  represent  private  ownership  of  the  instru- 
ments of  production,  which  is  bad.  At  other  times,  moreover,  it  seems  that 
savings  as  such  are  bad.  But  in  contrast  with  this  approach  we  are  told  at 
still  other  points  that  the  profit  yield  seems  to  stimulate  investment,  and 
that  it  is  not  profits  as  such  which  are  bad,  but  the  concentration  therein. 

And  all  the  time  it  is  to  be  remembered  that  the  author  leaves  us  entirely 
in  the  dark  as  to  whether  he  means  by  what  he  calls  "profits"  the  pure 
profits  of  enterprise  or  interest  on  funds  or  both. 

Attention  is  called  to  the  following  case.  First,  it  is  assumed  that  the 
bulk  of  "investment  funds"  come  from  current  income,  replacement  funds, 
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and  "accumulated  capital."  Such  investment  funds  are  said  to  "constitute 
a  single  pool  owned  or  controlled  by  the  recipients  of  profit  income"  (p.  131). 

It  is  next  assumed  that  the  level  of  the  national  income  depends  upon  the 
volume  of  expenditures  from  this  profits-dominated  "pool." 

Now  watch  the  reasoning  closely.  The  two  foregoing  assumptions  having 
been  made,  there  is  now  set  forth  a  "conclusion"  as  follows:  The  level  of 
national  income  is  therefore  "largely  dependent"  upon  what  the  recipients 
of  profit  income  do,  not  only  with  their  profit  income,  but  also  with  their 
accumulated  capital  "and  other  income"!  A  moment's  re-examination  of 
this  false  syllogism  shows  that  what  is  done  is  to  make  two  assumptions  and 
then  restate  the  second  assumption  in  somewhat  different  language  and  call 
it  a  conclusion.  To  say  that  (1)  the  level  of  national  income  depends  upon 
the  spending  of  profit-recipients,  and  then  to  conclude  that  therefore  (2)  the 
level  of  the  national  income  is  largely  dependent  upon  what  the  profit  re- 
cipients do  with  their  income,  is  truly  not  a  startling  feat,  except  possibly  a 
feat  of  confusing  the  reader. 

Characteristically,  too,  the  words  "largely  dependent"  and  the  introduc- 
tion of  the  idea  of  "other  income"  serve  to  make  the  alleged  conclusion 
somewhat  inconclusive. 

Incidentally,  a  touch  of  the  old  wages-fund  idea  is  again  seen  in  the  idea 
of  a  pool  of  investment  funds,  and  the  trouble  with  the  wages-fund  logic 
as  usual  appears  in  the  questions:  what  part  of  the  total  capital  pool  comes 
from  dividends,  what  part  from  other  profits,  what  part  from  interest,  what 
part  from  "accumulated  capital,"  and  what  part  from  "other  income"? 

Again,  it  is  stated  that  profits  affect  the  flow  of  funds;  that  the  flow  of 
funds  determines  output;  and  that  output  affects  profits.  Thus  it  seems 
that  to  a  considerable  extent  profits  are  affected  by  profits. 

Again,  on  page  75,  we  find  the  following  thought: 

Only  in  rare  periods  characterized  by  relatively  full  use  of  capacity  and  a  high 
rate  of  expansion  has  the  demand  for  new  equity  capital  by  the  corporate  system 
been  sufficient  to  absorb  all  the  savings  created  by  the  equity  accounts.  [The 
years  1912,  1919,  1928,  and  1929  are  presented  as  illustrations.] 

But  what  causes  the  "full  use  of  capacity"  and  the  "expansion".?  What 
caused  business  activity  to  rise  in  1919  and  1929.?  Clearly  that  cause  was 
not  the  absorption  of  savings;  for  if  the  absorption  of  savings  had  been  the 
cause,  such  years  as  those  mentioned  would  never  have  been  followed  by 
recession  and  depression.  If  the  author  of  the  monograph  under  review 
desires  to  find  out  what  causes  depressions  such  as  followed  1919  and  1929, 
he  should  seek  the  causes  of  the  full  use  of  capacity  and  the  high  rate  of 
expansion  which  characterized  those  years.  Certainly  it  would  be  fully  as 
logical  to  conclude  that  there  was  overspending  and  undersaving  in  1929, 
and  that  these  conditions  had  something  to  do  with  the  following  recession. 
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Finally,  one  may  conclude  the  examination  o£  these  evidences  of  bias  and 
question-begging  with  a  reference  to  the  statement  found  on  page  27: 

There  is  every  indication  that,  given  an  adequate  volume  of  business,  the 
profitability  of  the  corporate  system  would  be  as  great  as  it  has  ever  been. 

p    ^^       J  The  criticism  of  this  sort  of  statement  does  not  lie  so 

^  ,  T'  A  rnuch  in  the  use  of  the  word  "adequate,"  although  it 

m       .,      ^  is  bad  enough  to  throw  in  such  meaningless,  question- 

begging  words  in  this  sort  of  argument.  Nor  is  the 
vagueness  of  the  idea  of  "profitability"  the  point,  although  one  would  sup- 
pose that  a  monograph  in  which  distinction  is  made  between  "profit  volume," 
"profit  rates,"  and  "profit  margins"  would  hesitate  to  use  the  word  "profita- 
bility" without  exegesis. 

The  chief  weakness  in  the  statement  is  that  the  idea  of  "volume  of  busi- 
ness" is  so  related  to  the  idea  of  profits,  both  in  the  author's  reasoning  and 
in  fact,  as  to  make  it  hardly  possible  to  treat  the  two  as  independent  variables. 

Moreover,  it  is  to  be  doubted  that  the  conclusion  drawn  is  a  true  one.  Cer- 
tainly there  is  no  evidence  running  counter  to  the  thought  that  a  volume  of 
business  compatible  with  "profitability"  cannot  be  expected  under  conditions 
in  which  the  government  of  a  nation  adopts  policies  so  inimical  to  investment 
and  enterprise  that  investors  and  enterprisers  cannot  or  will  not  function 
freely. 

In  the  statement  that  the  level  of  national  income  depends  upon  the  volume 

of  expenditures  from  the  capital  pool  the  author  exposes  the  major  fallacy  in 

„,  „  „  his  whole  argument.     Money  plays  a  vital  role  in  our 

n  n  economy,  but  is  not  the  only  causal  factor.    While  the 

as  Cause  of  n         r  •in 

T,     •  A   i-    -i.     now  or  money  may  measure  economic  activity,  this  now 

Business  Activity  .  .  ^       {  ,     .  J 

IS  a  concomitant  of  business  activity  more  than  a  cause. 

What  industry  does  not  ofler  evidence?  Henry  Ford  had  a  burning  de- 
sire to  manufacture  automobiles.  To  make  his  dream  come  true,  he  had  to 
borrow  capital.  After  some  difficulty,  he  was  able  to  raise  $28,000.  Now  in 
this  case,  the  primary  cause  which  started  the  great  Ford  industries  was  not 
the  desire  of  certain  owners  of  capital  to  invest  $28,000.  The  cause  was 
Ford's  desire  to  make  automobiles. 

The  basically  secondary  role  of  money  is  illustrated  in  our  present  war 
effort.  The  limiting  factor  is  not  our  ability  to  print  government  bonds  nor 
the  willingness  of  Congress  to  make  appropriations.  The  limiting  factors 
are  largely  physical — not  solely  monetary.  The  cause  of  the  great  business 
activity  is  our  desire  to  have  weapons  to  use  against  our  enemies,  and  one  of 
the  results  is  a  large  flow  of  money  to  persons  engaged  in  making  the 
weapons.  It  is  true  that  when  the  owners  of  liquid  funds  reduce  the  loans 
for  capital  expenditures  the  national  income  falls.  It  is  also  true  that  when 
the  blood  stops  flowing  through  the  arteries  the  heart  stops  beating.  But 
that  does  not  prove  that  the  flow  of  the  blood  causes  the  heart  to  beat.    It  is 
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the  beat  of  the  heart  that  causes  the  blood  to  flow,  just  as  it  is  the  demand 
for  houses,  automobiles,  and  other  articles  of  long  life  that  causes  the  build- 
ing of  additional  machines  and  factories  which  results  in  a  greater  flow  of 
funds  into  the  capital  goods  industries. 

In  the  twenties  we  built  a  large  number  of  houses,  for  construction  had 
been  halted  in  the  war  and  many  people  were  migrating  to  the  cities.  Auto- 
mobile usage  was  growing  and  people  who  had  cars  could  move  into  sub- 
urban areas.  This  movement  required  new  sewers,  new  telephone  lines,  and 
new  roads.  But  new  inventions,  new  habits,  and  wars  do  not  proceed  grad- 
ually.   They  are  like  a  series  of  explosions. 

Periods  of  excessive  and  abnormal  output  will  inevitably  be  followed  by 
periods  of  lessened  activity.  If  we  are  to  eliminate  depressions,  we  must  pre- 
vent the  booms.  We  are  exhorted  to  work  for  full  employment  and  a  high 
national  income.  What  does  this  mean?  Does  it  mean  that  everyone  is  to 
work  long  hours,  at  a  feverish  pace,  seven  days  a  week?  That  the  building 
of  roads,  houses,  automobiles,  factories,  machinery  is  to  proceed  in  an  ever- 
rising  spiral  without  regard  to  our  needs?  These  high-sounding  objectives 
need  to  be  clarified.  Many  people  do  not  like  to  labor.  They  prefer  to  live 
a  life  of  indolence  and  leisure.  Many  are  unwilling  to  make  the  exertions 
necessary  for  a  high  standard  of  living.  Many  who  are  industrious  lack  in- 
telligence, prudence,  and  foresight.  They  attempt  jobs  which  are  beyond 
their  capacities.  They  make  foolish  investments  and  waste  capital.  Some 
people  live  on  poor  and  rocky  soil  where  nature  is  niggardly.  Some  are  held 
down  by  sickness,  by  large  families,  by  bad  luck. 

A  man  who  intends  to  make  a  capital  expenditure  may  be  prevented  by 
many  reasons.  He  may  fear  that  the  Government  will  take  most  of  his 
profits  by  taxation  and  thus  confiscate  his  capital.  He  may  fear  that  labor 
unions  will  make  exorbitant  demands  and  wreck  his  business.  He  may  fear 
that  the  demand  for  his  product  will  decline,  or  that  existing  facilities  are 
sufficient,  or  that  prices  will  soon  decline.  If  we  were  all  slaves  under  a  few 
overseers,  we  might  get  full  employment  and  a  high  national  income.  But 
this  is  not  sufficient.  We  also  want  freedom,  justice,  liberty.  We  want  to  be 
sure  that  the  man  who  produces  something  can  own  and  enjoy  the  fruits 
of  his  labor.  Society  is  complicated,  and  we  cannot  blame  all  our  ills  on 
just  the  owners  of  capital  or  the  recipients  of  corporate  dividends. 

If  Dr.  Taitel  argues  that  the  hope  of  future  profits  does  not  determine  the 
direction  and  extent  of  capital  expenditures,  he  may  as  well  argue  that 
flowers  have  no  attraction  for  bees. 

We  note  that  the  heading  of  Chapter  XVI  is  "Implications"  rather  than 

"Conclusions."    The  theses  enunciated  in  Chapter  XVI  do  not  follow  from 

the  facts  presented  in  the  first  130  pages  of  the  mono-  P     H     f 

graph.    The  author  feels  that  a  barrier  to  progress  is  the  „       .. 

?ii  iL  1  r  £  *s  Creating: 

tact  that  the  people  who  put  up  the  money  tor  new  tac-  p        imTitinTi 

tories  do  not  consume  the  products  of  those  factories 


188     FACT  AND  FANCY  IN  THE  T.N.E.C.  MONOGRAPHS 

and  that  the  other  people  do  not  have  enough  income  to  buy  the  products 
of  the  new  factories.  Dr.  Taitel  attempts  to  put  Hfe  into  the  dead  horse 
that  consumption  is  unable  to  keep  pace  with  production. 

One  would  think  that  an  economic  explorer  would  find  long  rows  of 
unsold  automobiles  on  the  roads  leading  out  of  Detroit,  that  he  would  dis- 
cover caches  of  unsold  medicines  in  obscure  places,  that  he  would  find  heaps 
of  new  freight  cars,  dynamos,  and  farm  implements  in  various  vacant  places, 
and  that  in  general  we  are  suffocated  by  production  which  cannot  be  ab- 
sorbed. The  fact  that  mere  observation  is  all  that  is  needed  to  demonstrate 
that  such  is  not  the  case  apparently  escapes  these  students.  They  are  too 
busy  in  assuring  us  that  new  capital  is  leading  us  to  destruction  to  look 
around  and  observe  that  it  is  filling  the  country  with  those  articles  which 
the  public  seems  to  desire,  since  this  same  public  is  wilHng  to  work  for  their 
production,  to  buy  the  proceeds  of  such  production,  and  to  do  both  so  effec- 
tively that,  when  Government  keeps  out  of  the  picture,  surpluses  in  any  real 
sense  simply  do  not  accumulate. 

A  workman  is  awakened  in  the  morning  by  an  alarm  clock  built  by  a 
corporation;  he  shaves  with  a  razor  made  by  a  corporation,  and  washes 
with  soap  made  by  a  corporation.  He  puts  on  clothing  made  by  several 
corporations,  reads  the  morning  paper  published  by  a  corporation,  and  eats 
a  breakfast  made  up  largely  of  corporation-produced  foods  and  drinks.  He 
drives  to  work  in  a  corporation-made  automobile  and  buys  gasoline  refined 
and  sold  by  a  corporation.  At  night  he  smokes  tobacco  made  by  a  cor- 
poration and  listens  to  a  corporation-sponsored  program  from  a  corporation- 
made  radio  or  takes  his  wife  to  a  movie  produced  by  a  corporation.  If  he 
dies  he  is  buried  in  a  corporation-made  casket  and  his  widow  receives  death 
benefits  from  an  insurance  corporation. 

Whence  comes  this  nonsense  that  the  masses  of  people  do  not  or  cannot 
buy  the  products  and  services  produced  by  the  corporations  owned  by  the 
stockholders,  some  of  whom  receive  dividends? 

Suppose  the  Government  owned  all  of  the  corporations.  Would  we  then 
say  that  the  system  would  be  paralyzed  because  the  government  personnel 
would  be  unable  to  buy  the  corporation-made  products?  If  the  Govern- 
ment owned  the  corporations,  the  money  for  expansion  would  be  taken  from 
the  people  in  taxes  rather  than  in  profits  and  dividends.  Would  we  say 
then  that  consumers  could  not  buy  the  products  of  industry  because  their 
purchasing  power  was  so  depleted  by  taxes?  Basically  and  apart  from 
purely  temporary  stimulating  factors,  purchasing  power,  so  called,  is  gen- 
erated by  production.  If  an  automobile  is  sold  for  $1,000,  this  amount  has 
already  been  paid  out  to  dealers,  salesmen,  factory  workers,  officials,  rail- 
roads, tax-collecting  agencies;  and  some  of  this  money  was  paid  out  in  divi- 
dends.   The  disbursements  are  sufficient  to  pay  for  the  automobile. 

The  author  states  that  expenditures  for  an  expanding  capital  plant  do  not 
automatically  provide  an  increase  in  the  means  of  payment  for  the  con- 
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sumers  of  the  product  (p.  xix).  This  is  nonsense.  Suppose  a  capitaUst 
spends  $500,000  for  a  new  factory.  Most  of  this  money  is  spent,  directly 
and  indirectly,  as  wages  and  salaries.  But  the  laborers  do  not  expect  to  buy 
the  factory  or  any  part  of  it.  Hence,  purchasing  power  has  expanded  at  a 
faster  rate  than  the  output  of  consumer  goods.  Later  on,  when  the  factory 
begins  to  operate,  wages  and  other  payments  for  transportation  and  selling 
are  spent  before  the  finished  products  reach  the  market. 

The  only  ultimate  injury  which  dividend  recipients  can  inflict  on  society 
is  in  extravagant  and  ostentatious  consumption.  The  savings  of  dividend 
recipients,  if  invested  in  productive  enterprise,  benefit  the  masses  of  the 
people.  Only  a  small  fraction  of  the  population  have  the  capacity  to  manage 
capital  directly.  Thus  much  capital,  or  at  least  its  immediate  control,  tends 
to  gravitate  into  the  possession  of  the  few  people  who  know  how  to  man- 
age it. 

Perhaps  the  most  valuable  part  of  this  monograph  consists  in  the  exten- 
sive tables  covering  data  which  have  not  heretofore  been  put  in  tabular  form. 
The  implications  of  the  theoretical  part  of  the  monograph  proceed  along 
lines  developed  by  Hobson,  Keynes,  and  others  and  raise  economic  theo- 
ries which  have  not  been  proved  by  the  author.  We  believe  we  have  indi- 
cated in  a  general  way  the  vagueness  and  unsoundness  of  much  of  this  argu- 
ment which  has  been  quite  fashionable  with  certain  economists  in  recent 
years. 
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Relative  Efficiency  of  Large,  Medium-sized,  and 

Small  Business 

THIS  Study  was  made  under  the  direction  o£  the  Federal  Trade  Commis- 
sion, and  is  largely  based  on  material  derived  from  its  previous  inves- 
tigations. It  was  submitted  by  Willis  J.  Ballinger,  Economic  Adviser  to 
the  Trade  Commission,  but  Mr.  Kemper  Simpson  has  subsequently  claimed 
credit  for  having  directed  the  inquiry.  The  monograph  consists  primarily 
of  an  attempt  to  measure  the  comparative  efficiency  of  large,  medium-sized, 
and  small  corporations  in  each  of  18  industries  by  a  study  of  their  costs  of 
production  and  their  rates  of  return  on  invested  capital.  The  body  of  the 
monograph  is  supplemented  by  nearly  300  pages  of  appendices.  These 
include  detailed  studies  of  the  Pennsylvania-Dixie  Cement  merger  and  the 
Bethlehem  Steel  merger;  articles  by  Professors  Myron  W.  Watkins  of  New 
York  University  and  Frank  A.  Fetter  of  Princeton  University;  and  four 
statistical  appendices. 
The  Commission's  conclusion   (p.  10)   is: 

The  results  of  the  total  tests  reveal  that  the  largest  companies  made,  on  the 
whole,  a  very  poor  showing.  .  .  .  Certain  efficient  medium-sized  units — and  in 
some  industries  certain  efficient  small  units — generally  made  the  best  showing. 

This  conclusion  should  be  examined  from  four  points  of  view:  the  ade- 
quacy of  the  tests;  the  adequacy  of  the  samples  studied;  the  appropriateness 
of  the  definitions  of  large,  medium,  and  small;  and  the  soundness  of  the 
statistical  analysis. 

Costs  of  production,  if  measurable  and  comparable,  are  one  good  test  of 

efficiency.     But  they  must  be  measured  against  some  standard,  and  with 

.  ,  allowances  for  special  conditions.    It  may  be  that  in  a 

Adequacy  .    ,  .\   ,  ,-    ,  ,  1  1    i  •  , 

-J  m    X  given  mdustry  all  the  concerns  studied  have  unduly  high 

costs,  or  admirably  low  costs,  so  that  a  mere  comparison 
between  concerns  is  inadequate.  A  high  or  low  rank  within  an  industry 
may  be  a  measure  of  a  concern's  efficiency,  or  it  may  be  a  reflection  of  the 
efficiency  of  its  competitors.  Or  it  may  be  that  there  are  slight  differences 
in  the  nature  of  the  product  of  competing  producers,  or  that  high  costs 
are  caused  by  a  liberal  labor  policy  in  one  concern  and  low  costs  by  a 
harsher  labor  policy  in  another.  Other  reasons  for  profit  differences  may 
be  differences  in  necessary  natural  resources,  patents,  local  taxation,  cus- 
tomers' income,  or  (in  comparisons  over  short  periods)  differences  in  ac- 
counting methods. 
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Neither  costs  nor  profits  in  any  one  year  can  be  taken  as  proof  of  effi- 
ciency.   The  average  over  a  period  of  years  is  better,  but  still  not  conclu 
sive,  because  it  may  conceal  a  trend.    For  example,  in  the  automobile  in- 
dustry, Nash,  a  small  company,  was  from  1927  to  1932  the  most  profitable, 
but  from  1933  to  1937  was  the  least  profitable  of  the  seven  companies  studied. 

As  for  the  adequacy  of  the  samples,  they  doubtless  appeared  adequate 
to  the  Commission,  but  other  students  may  have  their  doubts.  They  rep- 
resented at  the  outside  only  18  industries,  and  rarely  in-  .  - 

auGQURCV 

eluded  all  of  the  companies  operating  in  a  given  Indus-  „  „         , 

try.    They  referred  to  scattered  periods  running  back  to 

1910.     In  most  cases  they  referred  to  single  years.     They  rarely  included 

companies  that  have  since  gone  out  of  business  because  of  poor  profits,  and 

rarely  had  an  adequate  representation  of  really  small  companies. 

In  the  classification  of  large  and  medium-sized  the  monograph  sometimes 

counted  companies  as  medium-sized  that  would   generally  be  considered 

large    (for    example,    Chrysler    Corporation,    Jones    &  p,       .„       . 

Laughlm  Steel  Corporation,  Republic  Iron  &  bteei  Co.,  ,.  ^ 

x/  CI        .  T-  u  V-      T  1     J  c     1  r-      All-  of  Companies 

Youngstown  Sheet  &  1  ube  Co.,  Inland  Steel  Co.,  Alhs- 

Chalmers  Mfg.  Co.,  Borden  Co.,  Union  Carbide  and  Carbon  Corp.,  Allied 
Chemical  &  Dye  Corp.). 

Whether  or  not  the  samples  were  adequate  and  the  classifications  correct, 
the  analysis  of  the  tests  as  summarized  on  pp.  12-14  leaves  much  to  be  de- 
sired.    Perhaps  the  best  way  to  show  this  is  to  quote  A-nalv«5ic! 
paragraph  by  paragraph  the  greater  part  of  this  short  « Tp<?t<! 
chapter,  called  "Results  of  the  Tests,"  with  comments  on 
each  of  the  sections  of  it  as  we  go  along. 

INDIVIDUAL    COMPANY-COST    TESTS 

In  but  1  of  the  59  individual  company-cost  tests  did  the  largest  company  have 
the  lowest  cost. 

In  21  of  these  59  tests,  a  company  classified  as  medium-sized  had  the  lowest 
cost. 

In  37  of  these  59  tests,  a  company  classified  as  small  had  the  lowest  cost. 

Of  particular  significance  is  the  fact  that  in  these  59  tests,  on  the  average,  over 
one  third  of  the  companies  in  every  array  had  costs  lower  than  that  of  the  largest 
company. 

It  is  impossible  to  identify  absolutely  the  59  tests  from  the  text  tables.  Ap- 
parently at  least  24  of  them  were  in  the  farm  machinery  industry,  at  least  11 
in  the  sugar  industry,  and  8  in  the  flour  industry,  with  3  in  pig  iron,  3  in 
milk  distribution,  and  3  in  baking.  There  seem  to  have  been  only  14 
industries  represented.  Such  a  sampling  is  plainly  not  representative  of  in- 
dustry in  general,  especially  since  most  of  the  test  tabulations  refer  only  to 
some  one  year,  and  that  year  in  some  cases  was  as  remote  as  1913. 

In  1.7  per  cent  of  the  tests  a  large  company  had  the  lowest  cost,  in  35.6 
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per  cent  a  medium  company,  in  62.7  per  cent  a  small  company.  No  state- 
ment is  made  as  to  the  relative  number  of  times  large,  medium,  and  small 
companies  appeared  in  the  tests.    There  is  thus  no  basis  for  comparison. 

If  costs  had  no  relation  to  size,  and  if  the  largest  company  had  average 
costs,  about  one  half  of  the  companies  in  the  array  would  have  had  lower 
costs  than  that  of  the  largest  company.  If  only  one  third  had  lower  costs, 
large  size  appears  to  have  given  a  slight  advantage;  i.e.,  the  largest  com- 
panies would  appear  to  have  had  lower  than  average  costs,  although  not 
necessarily  on  account  of  their  size. 

TESTS   FOR   GROUPS    OF   COMPANIES 

In  only  1  of  the  11  tests  derived  from  the  tables  showing  average  cost  of  com- 
panies, grouped  according  to  size,  did  the  group  containing  the  largest  companies 
have  the  lowest  average  cost  shown  for  any  group. 

In  10  of  the  11  tests  the  group  containing  companies  generally  classified  as 
medium-sized  had  the  lowest  average  cost  shown  for  any  group. 

The  tests  are  not  identified,  nor  the  industries  to  which  they  refer.  Ap- 
parently four  of  them  referred  to  crude  oil  production,  two  to  milk  distribu- 
tion, two  to  flour  milling,  one  to  butter,  and  one  to  canned  milk.  Moreover, 
the  significance  of  the  conclusions  depends  on  the  definition  of  large  com- 
panies and  the  relative  number  of  companies  falling  in  that  group. 

INDIVIDUAL   PLANT-COST   TESTS 

In  the  53  individual  plant-cost  tests,  the  largest  plant  had  the  lowest  cost  in 
only  2  tests. 

A  large  plant,  although  not  the  largest,  had  the  lowest  cost  in  4  tests. 

In  21  of  the  53  tests,  plants  classified  as  medium-sized  had  the  lowest  cost. 

In  26  of  the  53  tests,  plants  classified  as  small  had  the  lowest  costs. 

In  these  53  tests,  over  one  third  of  the  plants  in  each  cost  array  had  on  the 
average  lower  costs  than  that  of  the  largest  plant. 

The  number  of  industries  represented  is  not  stated.  Only  seven  or  pos- 
sibly eight  can  be  identified  from  the  text.  The  four  tests  in  the  pig  iron 
industry  are  based  on  cost  figures  for  1910 

The  largest  plant  had  the  lowest  cost  in  3.8  per  cent  of  the  tests.  Although 
it  is  impossible  to  ascertain  completely  from  the  published  data  what  tests 
were  included  in  this  compilation,  it  seems  very  unlikely  that  the  largest 
plants  numbered  as  much  as  3.8  per  cent  of  the  total  of  plants  included  in 
the  tests.  This  evidence  points  to  a  slight  superiority  for  the  largest  plants. 
If  only  one  third  of  the  plants  had  lower  costs  than  the  largest,  the  largest 
plant  almost  certainly  had  lower  than  average  costs. 

TESTS    FOR   GROUPS   OF   PLANTS 

In  every  one  of  the  five  tests  for  groups  of  plants,  the  group  containing  the 
plants  classified  as  medium-sized  had  the  lowest  average  cost  shown  for  any  group. 
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Apparently  these  tests  were  confined  to  flour  milling  and  baking;  at  least 
no  other  tables  in  the  text  seem  to  be  adapted  to  them.  If  Table  62  (flour- 
milling)  is  examined  it  will  be  found  that  in  1928  the  largest-sized  group 
had  the  lowest  costs.  In  baking,  some  of  the  medium-sized,  low-cost  plants 
belonged  to  the  largest  baking  companies. 

TESTS   BASED  ON   TABLE   OF   RATES   OF  RETURN   ON   INVESTED   CAPITAL   EARNED 
BY   INDIVIDUAL  COMPANIES 

In  the  84  tests  made  for  the  rates  of  return  on  invested  capital  earned  by  indi- 
vidual companies  in  18  industries,  the  largest  company  showed  the  highest  rate 
of  return  only  12  times. 

In  2  of  the  84  tests,  a  large  company,  although  not  the  largest,  showed  the 
highest  rate  of  return. 

In  57  of  the  84  tests,  a  company  classified  as  medium-sized  showed  the  highest 
rate  of  return. 

In  13  of  the  tests,  a  company  classified  as  small  showed  the  highest  rate  of 
return. 

On  the  average,  about  one  third  of  the  total  number  of  companies  in  each  test 
showed  higher  rates  of  return  than  the  largest  company. 

There  is  no  summary  table  of  rates  in  the  volume,  but  there  are  21  tables 
for  13  single  industries.  These  could  be  counted  as  84  tests  only  if  each 
single  year  is  regarded  as  a  separate  test.  Since  it  is  well  known  that  the 
earnings  of  small  companies  fluctuate  more  than  those  of  large  ones,  to  take 
each  year  separately  gives  the  small  companies  a  better  chance  to  show  the 
highest  rates  of  profit  than  to  take  the  average  of  several  years. 

The  largest  company  made  the  largest  profits  in  14.3  per  cent  of  the  tests. 
But  the  largest  companies  were  certainly  a  much  smaller  proportion  than 
14.3  per  cent  of  all  the  companies  appearing  in  the  tests. 

Large  companies,  including  the  largest,  made  the  largest  profits  in  16.7 
per  cent  of  the  tests.  But  large  companies  appear  to  have  amounted  to  nearly 
that  same  per  cent  of  the  total  tested. 

Medium-sized  companies  showed  the  largest  return  in  67.9  per  cent  of  the 
tests.  But  many  of  the  companies  classified  as  medium-sized  were  large, 
judged  by  ordinary  standards.  At  least  seven  of  them  had  gross  assets  in 
excess  of  $100,000,000. 

Small  companies  showed  the  largest  return  in  15.4  per  cent  of  the  tests. 
But  they  almost  certainly  amounted  to  a  larger  per  cent  of  the  total  tested. 

The  tests  do  not  indicate  that  the  size  of  largest  companies  had  any  per- 
ceptible influence  on  their  profitability  as  compared  with  other  companies  in 
the  same  industries.  Since  only  one  third  of  the  companies  tested  showed 
higher  rates  of  return  than  the  largest,  it  follows  that  the  largest  made  higher 
than  average  rates,  but  not  necessarily  higher  than  the  rates  made  by  other 
large  or  medium-sized  companies.  Companies  classed  as  small  did  not  make 
the  highest  profits  so  often  as  might  have  been  expected  under  the  laws  of 
chance. 


194     FACT  AND  FANCY  IN  THE  T.N.E.C.  MONOGRAPHS 

TESTS   BASED   ON   TABLES   OF   RATES   OF   RETURN    EARNED   ON    INVESTED   CAPITAL 
BY   GROUPS   OF    COMPANIES 

In  a  total  of  21  tests  of  rates  of  return  on  invested  capital  earned  by  companies 
grouped  as  large,  medium-sized,  or  small,  the  group  containing  the  largest  com- 
panies had  the  lowest  average  costs  in  3  tests. 

In  14  of  the  21  tests,  the  group  containing  the  companies  classified  as  medium- 
sized  had  the  lowest  average  cost. 

In  4  of  the  21  tests,  the  group  containing  companies  classified  as  small  in  size 
had  the  lowest  average  cost. 

The  number  of  companies  covered  in  the  tables  showing  rates  of  return  on 
invested  capital  was  not  so  complete  as  the  Commission  would  have  wished. 
This  applies  especially  to  the  small  companies. 

The  sources  for  these  data — chiefly  reports  of  the  Federal  Trade  Commission 
and  publications  of  the  Securities  and  Exchange  Commission — covered  for  the 
most  part  only  large  and  medium-sized  companies.  Financial  data  on  small  com- 
panies, adequate  for  the  purpose  at  hand,  are  hard  to  find  even  in  the  most  com- 
prehensive industrial  manuals. 

The  last  paragraph  quoted  is  a  strong  criticism  of  all  of  the  Commission's 
tests.  The  21  tests  here  specifically  referred  to  apparently  cover  only  the 
flour-milling  and  milk-canning  industries.  But  the  text  is  confused;  the 
heading  is  about  rates  of  return,  and  the  discussion  is  about  average  costs. 

SUMMARY 

In  the  233  combined  tests,  large  size,  whether  represented  by  a  corporation,  a 
plant,  a  group  of  corporations,  or  a  group  of  plants,  showed  the  lowest  cost  or 
the  highest  rate  of  return  on  invested  capital  in  only  25  tests.  In  these  combined 
tests,  medium  size  made  the  best  showing  in  128  tests  and  small  size  in  80  tests. 
Thus,  large  size  was  most  efficient,  as  efficiency  is  here  measured,  in  approximately 
11  per  cent  of  the  total  tests;  medium  size  was  most  efficient  in  approximately  55 
per  cent  of  the  tests;  and  small  size  was  most  efficient  in  approximately  34  per 
cent  of  the  tests. 

That  large  size  was  most  efficient  in  11  per  cent  of  the  total  tests  means 
nothing  unless  we  know  what  proportion  of  the  companies  tested  was  classi- 
fied as  large  size.  The  high  showing  of  so-called  medium-sized  corporations 
must  also  be  checked  against  the  proportion  so  classified.  Likewise,  the 
actual  size  of  these  corporations,  as  well  as  their  place  in  their  industries, 
must  be  considered. 

There  is  some  evidence  in  the  material  presented  by  the  Commission  that 

small  companies  in  the  industries  studied  have  higher  costs  and  lower  profits 

«■  .  (taking  good  and  bad  years  together)    than  medium- 

-,   .,       ,,  sized  or  large  corporations.    The  evidence  also  tends  to 
Rather  than  ,.             i  ^.   i-  T      r       ,                    m    c   i 
„.      _.  .         .  disprove  the  beliefs  referred  to  on  page  lU  or  the  mono- 
Size  Determiiies  r  o 
„a.  .  graph  that  "large  size  insures  efficiency  in  business,"  and 

that  "average  costs  of  large-sized  businesses  were  neces- 
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sarily  lower  than  the  average  costs  of  medium-sized  or  small  businesses." 
But  such  beliefs  needed  no  disproof.  No  serious  student  of  business  could 
maintain  that  size  necessarily  brings  about  low  costs  or  high  profits.  Effi- 
ciency in  management  is  essential,  and  in  some  cases  an  efficient  manage- 
ment can  achieve  better  results  with  a  large  plant  or  a  large  company  than 
with  a  small  one.  In  other  cases  perhaps  not.  There  is  no  support  in  the 
statistics  presented  for  the  Commission's  conclusion  that  "the  largest  com- 
panies made,  on  the  whole,  a  very  poor  showing." 

Here  is  the  two-headed  problem  posed  by  the  Commission  to  students 
of  our  economy  (p.  132) : 

If  very  large  corporations  are  actually  less  efficient  than  medium-sized  or  small 
corporations  in  American  business,  and  if,  in  addition,  the  large  size  of  such  cor- 
porations enables  them  to  suppress  competition  and  thereby  to  frustrate  the  greater 
efficiency  of  medium-sized  or  small  business,  this  size  is  indefensible  from  the 
standpoint  of  a  sound  and  progressive  capitalist  system.  Under  such  conditions 
the  effect  of  large  size  in  business  is  to  protect,  conserve,  and  perpetuate  ineffi- 
ciency in  business  and  to  destroy  capitalism. 

There  must  be  something  about  some  industries  or  the  men  in  them 
which  keeps  the  largest  corporations  from  frustrating  the  greater  efficiency 
of  smaller  ones.     Take  this  passage  on  page  94: 

Chrysler,  which  is  considerably  smaller  and  far  less  integrated  than  Ford  or 
General  Motors,  has  made  better  profit  margins  on  its  Plymouths  than  Ford  or 
General  Motors  have  made  on  their  comparable  automobiles  (Fords  and  Chev- 
rolets)  during  most  of  the  years  since  the  depression.  Chrysler,  furthermore, 
had  a  higher  rate  of  return  on  its  invested  capital  than  Ford  or  General  Motors. 

A  similar  situation  is  found  in  the  steel  industry,  where  the  size  of  U.  S. 
Steel  and  Bethlehem  has  not  prevented  National  and  Inland  from  making 
higher  profits  for  many  years. 

Mr.  Ballinger  has  quite  consistently  in  T.N.E.C.  hearings  been  a  champion 
and  protagonist  of  the  automobile  industry  as  a  highly  competitive  busi- 
ness. Perhaps  he  would  not  agree  that  the  steel  industry  is  highly  competi- 
tive. But  in  both  of  these  industries  the  concern  that  some  years  ago  pro- 
duced more  than  half  of  the  output  now  produces  considerably  less  than 
half. 

The  truth  is  of  course  that  the  automobile  and  steel  companies  just  men- 
tioned are  all  large  enough  to  be  efficient,  and  how  efficient  they  may  be 
is  a  function  of  management,  not  size.  Size  brings  difficulties  as  well  as 
advantages.  Some  industrialists  have  in  past  years  complained  about  the 
difficulties  (as  quoted  on  pp.  130,  131),  but  recognition  of  them  has  in  some 
cases  led  to  the  devising  of  means  to  overcome  them. 

A  paragraph  that  deserves  quoting  is  as  follows  (p.  119) : 

Critics  of  excessive  size  in  business  who  view  this  kind  of  industrial  phenomena 
often  ask,  "Can  one  man,  acting  as  president  of  either  of  these  corporations,  pos- 
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sess  the  capacity  to  know  enough  about  such  numerous  and  diverse  businesses  to 
effectively  administer  them  from  the  standpoint  of  eliminating  waste,  promoting 
efficiency  and  technical  progress  in  all  of  them  at  the  same  time?" 

Such  a  conception  of  the  function  of  a  corporation  president  is  charmingly 
naive.  The  strength  of  a  corporation  does  not  reside  in  the  technical  knowl- 
edge of  one  man,  but  in  an  organization  of  executives  and  subordinates  who 
are  acquainted  by  training  and  experience  with  the  technical  and  administra- 
tion problems  that  arise.  The  president's  job  is  to  formulate  general  policies, 
to  appoint  men  to  the  positions  for  which  they  are  qualified,  to  stimulate 
loyalty,  to  reward  efficiency  and  punish  inefficiency,  and  to  give  his  subordi- 
nates as  much  freedom  in  details  as  they  are  capable  of  using.  The  larger 
the  concern  the  larger  the  organization,  and  the  greater  the  possibility 
(though  not  the  certainty)  that  each  job  will  be  assigned  to  a  man  qualified 
to  do  it  well. 

We  will  now  supplement  the  general  observations  already  given  with 
more  detailed  information  so  that  the  reader  may  realize  the  unscientific, 
unscholarly,  and  prejudiced  nature  of  this  monograph.  On  page  22,  cost  fig- 
ures are  given  for  102  cement  plants,  each  plant  being  classified  as  large, 
medium,  or  small.  The  average  costs  shown  for  each  group  are  indicated 
below : 

Number  of  Average  cost 

plants  per  barrel 

Large    10  $1,170 

Medium    40  1.173 

Small 52  1.461 

The  obvious  conclusion  from  these  figures  would  be  that  the  largest  plants 
had  the  lowest  average  costs  and  the  small  plants  had  the  highest  average 
costs. 
But  these  are  comments  of  the  Federal  Trade  Commission: 

(a)  Thirteen  medium-sized  mills  had  lower  costs  than  the  lowest-cost  large 

mill. 
{b)  Not  one  of  the  13  lowest-cost  mills  belonged  to  the  largest  company,  but 

a  few  belonged  to  the  other  two  companies  classified  as  large. 

The  Commission  would  use  this  test  as  one  proof  that  large  plants  are  not 
efficient  because  the  lowest-cost  plant  did  not  happen  to  be  a  large  one. 

In  making  an  investigation  of  this  kind,  there  are  two  questions  which 
might  have  been  asked: 

1.  Is  there  a  tendency  for  costs  to  decline  as  the  size  of  a  plant  increases, 
or,  in  more  technical  language,  is  there  an  inverse  correlation  between 
size  and  costs.'' 

2.  In  what  per  cent  of  the  cases  is  the  single  plant  with  the  lowest  costs 
a  large  one.f* 


RELATION  OF  SIZE  TO  EFFICIENCY  197 

Now  any  impartial  and  competent  investigator  who  wished  to  estabUsh 
the  facts  would  find  the  answer  to  the  first  question  by  approved  statistical 
methods.  The  extent  to  which  size  determined  efficiency  would  be  expressed 
by  the  coefficient  of  correlation.  Or  a  more  simple,  but  still  informative 
method,  would  be  to  find  the  average  costs  for  each  group,  as  we  have  done. 

The  FTC  chose  to  answer  the  second  question,  apparently  in  order  to  con- 
ceal the  truth  rather  than  to  reveal  it.  Let  us  illustrate  the  unfairness  of  the 
FTC  method  by  an  illustration: 

Suppose  the  problem  is  to  find  out  if  older  school  children  tend  to  be 
heavier  than  younger  school  children.  Suppose  that  100  school  children  are 
separated  into  three  age  groups:  11  years  and  younger,  12  to  17  years,  and  18 
years  or  older.  Now,  if  the  heaviest  child  was  in  the  middle  age  group,  we 
would  conclude,  if  we  followed  the  FTC  methods: 

1.  The  heaviest  child  was  not  in  the  oldest  age  group. 

2.  Therefore  the  weight  of  school  children  does  not  increase  with  age. 

li  Since  only  ten  of  the  102  cement  plants  were  large,  the  chance  that  a  large 
plant  would  have  the  lowest  cost  (assuming  no  relation  between  cost  and 
size)  would  be  less  than  one  out  of  ten.  On  page  23  there  is  a  table  of  45 
cement  companies.  We  show  below  the  average  costs  by  size  groups,  as 
condensed  from  this  table: 

Number  of  Average  cost 

companies  per  barrel 

Large    3  $1,230 

Medium    4  1.230 

Small    6  1.213 

Very   small    32  1.371 

The  obvious  conclusion  is  that  the  large,  medium,  and  small  companies  have 
practically  the  same  costs.    But  the  FTC  comment  is: 

(a)  Ten  medium-sized  or  small  companies  had  lower  costs  than  the  lowest-cost 

large  company. 
{b)  Twenty-eight  companies  (including  only  two  large  companies)  had  lower 

costs  than  the  highest-cost  large  company. 

Now  we  have  two  strikes  against  bigness.  On  page  45  there  is  a  table  of 
costs  for  62  beet-sugar  plants.  We  have  computed  average  costs,  as  shown 
in  the  table,  to  be  as  follows: 

1 1  large  plants     3.59 

22  medium  plants   3.85 

31  small  plants    4.46 

Obviously  the  large  plants  have  lower  costs.  But  the  comment  is:  "Lowest- 
cost  plant  had  ninth  largest  production  and  belonged  to  a  small  beet-sugar 
company  in  California."    Strike  three  against  bigness. 
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On  page  62  we  have  the  costs  of  producing  a  barrel  of  flour  by  40  com- 
panies.   Average  costs  appear  below: 

2  large  companies    $3.97 

12  medium  companies    4.09 

26  small  companies     4.26 

Does  the  FTC  conclude  that  costs  tend  to  decrease  as  the  size  of  companies 
increases .f*  Here  is  their  comment:  "Table  66  shows  that  eight  small  and 
medium-sized  flour-milling  companies  had  unit  costs  lower  than  that  of  the 
lowest-cost  large  company."    Strike  four  against  bigness! 

In  the  case  of  oil  companies,  the  FTC  worked  out  group  averages,  thus 
changing  the  method  which  it  used  in  the  study  of  cement,  sugar,  and  flour. 
For  example,  we  have  this  table  on  page  39: 

Average  cost 
per  barrel 

17  standard  majors    $1.11 

28  non-standard  majors    98 

15  medium-sized   independents    78 

40  small    independents    1.06 

212  very  small  independents    1.36 

Was  this  type  of  analysis  used  because  the  lowest-cost  producer  was  a 
standard-major  or  a  non-standard  major.?  The  reason  why  the  FTC  used 
one  method  of  analysis  for  the  oil  companies  and  a  different  method  for 
cement,  sugar,  and  flour  is  not  disclosed  in  the  monograph. 

We  might  also  inquire  whether,  if  different  limits  had  been  used  in  deter- 
mining which  companies  and  plants  were  large,  medium,  or  small,  the  con- 
clusions would  have  been  reversed  in  any  of  the  cases. 

On  page  95  the  monograph  states: 

In  view  of  the  noticeably  better  showing  made  by  medium-sized  and  smaller- 
sized  business,  when  compared  with  large-sized  business  in  the  tests  of  business 
efficiency  conducted  by  the  Commission,  it  was  thought  desirable  to  explore  cer- 
tain possible  explanations  for  the  failure  of  the  large  companies  to  make  a  better 
showing. 

This  conclusion  does  not  follow  from  the  statistical  tables  and  studies  re- 
ported in  the  monograph. 

The  statistical  deficiencies  of  Monograph  No.  13  are  excellently  set  forth 

by  Robert  N.  Anthony,  Instructor  in  the  Harvard  Business  School,  in  the 

^t  ti  f  al  Spring,  1942,  issue  of  the  Harvard  Business  Review.    As 

j^  ^  .       .  examples  of  his  conclusions  concerning  the  monograph 

we  present  the  following  extracts: 

"Here,  clearly,  is  a  test  the  results  of  which  are  due  to  plant  location,  not 
to  efficiency." 

"It  is  especially  unfair  to  compare  production  costs,  as  is  done  in  many 
of  the  tables,  without  making  an  adjustment  for  the  level  of  production 
volume." 
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"It  is  essential,  therefore,  that  in  comparing  the  costs  of  various  busi- 
nesses we  include  in  the  cost  figure  for  every  company  the  costs  arising 
from  all  the  various  functions  performed  by  that  company.  For  this  reason, 
Tables  25,  26,  27,  28,  and  29,  which  have  to  do  with  the  petroleum  industry 
but  which  measure  only  the  cost  of  producing  crude  oil,  are  practically  use- 
less for  our  purposes.  .  .  .  There  is  no  logical  reason  for  concluding  that  a 
comparison  of  crude  oil  costs  tells  us  anything  about  the  relative  over-all 
efficiency  of  petroleum  companies." 

"The  necessity  for  using  a  long  time  period  was  recognized  by  those  who 
carried  out  the  inquiry,  but  it  was  actually  observed  in  a  very  few  of  the 
tests." 

"The  monograph  presents  lists  of  costs  in  which  no  adjustment  has  been 
made  for  noncontroUable  variables,  lists  in  which  the  definition  of  cost 
excludes  a  large  part  of  the  total  costs  which  are  under  the  control  of  a 
single  management,  lists  of  costs  collected  30  years  ago,  lists  comparing 
costs  of  now  standard  products." 

"As  the  tests  are  actually  constituted,  any  conclusion  has  a  dubious 
validity." 

In  short,  the  analytical  methods  used  by  the  FTC  were  so  crude  that  no 
valid  conclusions  could  be  drawn  from  them.  The  FTC  seems  to  realize 
that  this  study  proves  nothing,  for  on  page  11  we  find  this  disclaimer: 

The  Commission  in  submitting  the  results  of  these  tests  to  the  Temporary  Na- 
tional Economic  Committee  offers  no  definite  opinion  as  to  whether  they  conclu- 
sively disprove  the  claim  frequently  made  that  large  size  in  American  business  is 
more  efficient  than  medium  size  or  small  size.  But  the  Commission  does  believe 
that  in  transmitting  the  results  of  these  tests  to  the  Committee  it  is  contributing 
information  concerning  the  efficiency  of  size  which  is  of  large  public  interest  and 
of  service  to  the  Committee. 

But  how  can  this  statement  be  reconciled  with  this  quotation  from 
page  10? 

The  results  of  the  total  tests  reveal  that  the  largest  companies  made,  on  the 
whole,  a  very  poor  showing. 

In  the  letter  of  transmittal  signed  by  Willis  J.  Ballinger,  Economic  Ad- 
viser to  the  Commission,  we  read:  "The  Commission  has  considered  and 
approved  a  report  on  the  relative  efficiency  of  large,  medium-sized,  and 
small  business  in  the  United  States."  This  apparently  means  that  the  Com- 
mission approved  a  report,  but  did  not  thereby  approve  this  report. 

In  the  "summary"  on  page  14  we  read: 

Thus,  large  size  was  most  efficient,  as  efficiency  is  here  measured,  in  approxi- 
mately 11  per  cent  of  the  total  tests,  medium  size  was  most  efficient  in  approxi- 
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mately  55  per  cent  of  the  tests,  and  small  size  was  most  efficient  in  approximately 
34  per  cent  of  the  tests. 

This  statement  suggests  that  large  size  in  business  is  less  efficient  than 
medium  or  small  size — but  note  that  it  is  not  an  unequivocal  or  explicit 
statement  to  that  efiFect.  It  is  simply  a  score  card,  limited  by  an  important 
qualifying  phrase,  from  which  the  reader  may  draw  his  own  conclusions. 
We  can  illustrate  the  nature  of  this  summary  statement  by  analogy: 
A  survey  indicates  that  only  6  per  cent  of  the  contributors  to  charitable 
institutions  are  tall,  60  per  cent  are  of  medium  height,  and  34  per  cent  are 
short.  A  careless  reader  might  assume  from  this  statement  that  tall  people 
are  selfish  and  niggardly.  The  monograph  seeks,  apparently,  to  establish 
the  thesis  that  big  business  is  inefficient  by  innuendo,  insinuation,  and  sug- 
gestion, but  without  the  use  of  unequivocal  or  explicit  statements  and  with- 
out committing  the  FTC  to  the  thesis.  For  example,  on  page  95  there  is 
a  dissertation  with  this  heading:  "Fundamental  Disabilities  in  Size  from  the 
Standpoint  of  Efficiency."    In  the  second  paragraph  we  read: 

It  should  be  understood  that  in  presenting  these  reasons  and  viewpoints  the 
Federal  Trade  Commission  is  not  expressing  any  opinion  as  to  their  merits  or 
demerits. 

The  FTC  is  like  a  ventriloquist  who  can  disclaim  any  responsibiUty  by 
saying,  "That  was  the  dummy  speaking,  not  I."  The  lack  of  sincerity  and 
forthrightness  detracts  from  the  value  of  this  monograph  as  a  scientific 
investigation. 

This  monograph  is  one  of  the  most  poorly  arranged  of  the  series.  It 
contains  a  mass  of  material,  most  of  it  old  stuff  to  students  of  the  subject, 
and  reprints  of  the  testimony  of  Professors  Frank  A.  Fetter  and  Myron  W. 
Watkins  before  the  T.N.E.C.  The  only  original  and  potentially  useful  part 
is  the  attempt  to  analyze  the  relation  between  efficiency  and  size,  which, 
as  has  been  shown  above,  must  be  regarded  as  a  failure,  partly  because  of 
inadequate  material  and  partly  because  of  faulty  technique. 
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Hotcrly  Earnmgs  of  Employees  in  Large  and  Small 

Enterprises 

THIS  monograph  was  prepared  by  Jacob  Perlman  of  the  United  States 
Bureau  of  Labor  Statistics,  assisted  by  Edwin  M.  Martin  of  the  Bureau. 
It  gives  a  quantitative  appraisal  of  the  commonly  observed  intra-industry 
wage-rate  differential  of  the  North  above  the  South,  larger  cities  above 
small  towns,  and  large  concerns  above  small  organizations.  Using  the  spe- 
cial occupational  wage-rate  studies  of  the  Bureau  of  Labor  Statistics,  their 
regular  monthly  reports  on  hours  and  pay  rolls  received  from  thousands 
of  manufacturing  concerns,  as  well  as  the  returns  to  the  U.  S.  Census,  the 
author  has  measured  these  difFerentials. 

In  spite  of  the  fact  that  large  concerns  are  most  frequently  located  in  or 
near  large  cities  in  the  North,  the  authors  have  been  able  to  partially  isolate 
the  effect  on  wage  rates  of  size  of  concern  as  distinct  from  the  effect  of  geo- 
graphic location  and  size  of  community.  They  find  that,  for  plants  in  a 
given  industry  and  in  communities  of  a  given  size  in  a  given  geographic 
area,  average  wages  are  distinctly  higher  for  large  concerns — that  is,  wages 
are  related  to  size  of  concerns,  in  so  far  as  other  factors  are  constant. 

Wages  are  also  found  to  be  higher  in  large  plants  than  in  small;  how- 
ever, when  the  size  of  the  concern  and  the  size  of  the  community  were  held 
constant,  the  relation  between  plant  size  and  wage  rates  disappeared. 

In  other  words,  large  plants,  in  general,  pay  higher  rates  than  small,  but 
only  because  they,  in  general,  are  parts  of  large  concerns  and  are  usually 
located  in  or  near  large  cities.  For  a  given  size  of  concern  in  a  given  size 
of  city,  wages  differ  little  between  large  and  small  plants. 

Although  larger  companies  in  general  pay  higher  wages,  there  is  a  wide 
difference  between  individual  industries.  The  rate  differential  by  size  of 
concern  tended  to  be  greatest  in  those  industries  with  at  least  one  or  two 
concerns  of  outstanding  size. 

In  general,  also,  this  differential  by  size  of  concern  seemed  to  be  distinctly 
higher  in  metal-working  industries;  in  fact,  in  one  soft-goods  industry, 
women's  clothing,  rates  are  actually  lower  for  larger  concerns.  This  may 
be  the  result  of  a  concentration  of  smaller  shops  on  high  styles  or  high 
quality,  requiring  more  skilled  workmanship.  There  may  be,  in  a  sense, 
two  industries  mixed  in  one  classification. 

The  monograph  investigates  the  cyclical  stability  of  employment  in  large 
and   small   companies   in   ten   industries.     Commenting  on   this   analysis, 
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Geo.  J.  Stigler  of  the  University  of  Minnesota  says  {American  Economic 
Review,  September  1941)  : 

"The  data  are  so  fragmentary  and  the  hypotheses  so  ambiguous  that  there 
is  Httle  justification  for  the  conclusion  (p,  83)  that  'the  stabiUty  of  employ- 
ment and  earnings  is  not  related  either  to  the  degree  of  concentration  in 
the  industry  or  to  the  nature  of  the  products  produced.' " 

Limited  by  their  materials,  the  authors  have  not  been  able  to  deal  ade- 
quately with  this  problem  of  nonhomogeneous  industrial  classification,  nor 
have  they  been  able  to  distinguish  those  average -earnings  differentials  re- 
sulting from  different  scales  and  those  resulting  from  different  occupational 
compositions.  No  adequate  analysis  of  the  wage  structure  will  be  possible 
until  data  on  rates  by  clearly  defined  occupations  are  available  for  repre- 
sentative plants  over  the  country. 

The  outstanding  characteristic  of  the  existing  wage  pattern,  as  revealed 
by  this  T.N.E.C.  study,  is  a  greater  difference  in  wages  between  concerns 
and  between  industries  than  any  regional  differences  in  cost  of  living  and 
any  occupational  differences  can  justify. 

Today,  industries  in  all  regions  are  enlisted  fully  in  the  manufacture  of 
war  material.  Concerns  whose  civilian  output  bears  no  relation  are  now 
direct  competitors  in  defense  production.  In  this  situation  much  more  com- 
prehensive analyses  of  relative  wages  and  wage  structures  are  necessary  if 
adjustments  in  the  war  period  are  to  be  consistent  and  fair. 

Monograph  No.  14  itself  provides  a  model  which  justifies  another  study 
of  the  same  points,  but  in  greater  detail. 
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Financial  Characteristics  of  American 
Mamifacttiring  Corporations 

THIS  monograph  presents  the  results  of  a  study  undertaken  by  Charles  L. 
Merwin,  Jr.,  Economic  Analyst  of  the  National  Income  Division  of 
the  Department  of  Commerce,  in  connection  with  the  Temporary  National 
Economic  Committee's  Investigation  of  Concentration  of  Economic  Power. 
Robert  R.  Nathan,  Chief  of  the  National  Income  Division  of  the  Depart- 
ment of  Commerce,  supervised  the  study.  Mr.  Merwin  endeavored  to  de- 
termine the  profit  and  dividend  experiences,  the  working  and  fixed  capital 
positions,  and  the  source  and  disposition  of  funds  of  modern  American 
manufacturing  corporations.  In  the  letter  of  transmittal  accompanying  the 
monograph,  Willard  L.  Thorp,  Adviser  on  Economic  Studies,  stated  that 
an  effort  was  made,  not  only  to  find  general  patterns,  but  also  to  "establish 

any  differences  in  behavior  which  appear  to  be  attributable  to  variations 

»)  1 
m  size. 

SUMMARY  OF  THE  MONOGRAPH 

Specifically,  four  different  samples  were  analyzed:  (1)  all  manufacturing 
corporations,  broken  down  into  six  sub-groups — food,  textiles,  lumber,  stone- 
clay,  metals,  and  others  (usually  shown  only  as  an  un-  Sources 
designated  residual);  (2)  large  corporations;  (3)  small  of  Data 
corporations;  (4)  various  corporations  registered  with 
the  Securities  and  Exchange  Commission. 

The  data  for  the  survey  of  all  manufacturing  corporations  were  drawn 
from  those  sections  of  the  Treasury  Department's  Statistics  of  Income,  which 
covered  corporations'  income  tax  returns  filed  for  the  years  1926  to  1936 
inclusive. 

The  data  for  the  large  corporations  were  drawn  from  the  reports  of  the 
Standard  Statistics  Co.  Of  the  400  corporations  included,  365  were  mainly 
manufacturing  corporations  and  35  were  nonmanufacturing  corporations; 
1  company  had  assets  under  $1,000,000;  91  companies  had  assets  of  $1,000,000 
to  $10,000,000  each;  199  companies  had  assets  of  $10,000,000  to  $49,000,000 
each;  and  109  companies  had  assets  of  over  $50,000,000  each.  The  365  manu- 
facturing companies  in  Standard  Statistics  sample  represented  38  per  cent  of 
the  total  assets  owned  by  all  of  the  manufacturing  corporations  in  the  United 
States  in  1927,  41  per  cent  of  the  total  for  1929,  44  per  cent  for  1931,  and  52 
per  cent  for  1936. 

1  Monograph  No.  15,  p.  xi. 
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Data  for  the  small  corporations  were  obtained  from  the  income  tax  re- 
turns filed  with  the  Bureau  of  Internal  Revenue.  A  sample  of  1,000  firms 
was  selected  from  the  returns  filed  in  1926  and  the  respective  pertinent 
experiences  tabulated  through  1936.  Each  of  the  firms  selected  possessed 
assets  of  less  than  $250,000  in  1926  and  fell  into  one  of  the  following  classi- 
fications: bakeries,  men's  clothing,  furniture,  stone  and  clay  products,  and 
machine  tools  and  accessories.  They  were  further  selected  in  accordance 
with  what  was  believed  to  be  a  reasonable  regional  pattern:  almost  one  half 
of  the  firms  in  the  sample  were  located  in  the  Middle  West,  the  next  largest 
representation  was  from  the  East,  the  third  largest  group  was  located  in  the 
Northeast  (New  England),  the  fourth  in  the  South,  and  the  fifth  in  the 
Far  West.  The  sample  probably  represented  a  6  per  cent  coverage  of  all 
the  firms  falling  within  the  designated  limits.  A  supplementary  sample 
of  300  concerns  was  selected  in  1930  to  provide  compensation  for  firms  which 
for  various  reasons  had  to  be  dropped  from  the  original  sample  of  1,000. 

The  Securities  and  Exchange  Commission  sample,  525  corporations,  was 
selected  because  the  completeness  of  their  data  facilitated  the  preparation 
and  analysis  of  statements  of  source  and  disposition  of  funds. 

The  data  taken  from  the  Bureau  of  Internal  Revenue's  Statistics  of  Income 
showed  that  businesses  filing  fiscal-period  returns  were  responsible  for  17.2 
per  cent  of  the  business  done  in  1927  and  22.6  per  cent  of  the  business  done 
in  1930.  The  number  of  fiscal-year  returns  filed  increased  from  4.7  per  cent 
of  the  total  filed  in  1927  to  15  per  cent  of  the  total  filed  in  1935.  The  per- 
centage of  business  covered  by  part-year  returns  rose  from  1.7  in  1927  to  2.6 
in  1930;  such  returns  constituted  1.3  per  cent  of  the  total  returns  filed  in 
1927  and  6.5  per  cent  of  the  total  filed  in  1935. 

The  data  provided  by  the  sample  of  1,300  small  corporations  indicated 
that  over  an  eleven-year  period  such  as  1926-36,  almost  60  per  cent,  or  5/4 
_  .^  per  cent  annually,  of  a  sample  as  large  as  1,000  corpora- 

_          .  tions  could  be  expected  to  fail  or  go  out  of  business. 

£jXP6ri6IlC6 

For  a  six-year  period  such  as  1930-36,  almost  50  per  cent, 
or  8  per  cent  annually,  of  a  small  sample,  such  as  the  300  corporations  chosen, 
could  be  expected  to  fail  or  go  out  of  business.  The  greatest  number  of 
failures,  relatively,  were  in  the  men's  clothing  industry  and  the  fewest  in 
the  machine-tool  industry.  Only  one  fourth  of  the  former  remained  in 
existence  over  the  eleven-year  period,  while  two  thirds  of  the  latter  continued 
to  operate.  At  the  top,  bakeries  ranked  next  to  the  machine-tool  industry; 
the  furniture  industry  ranked  next  to  clothing  at  the  bottom.  The  stone- 
clay  group  was  in  the  middle  with  an  experience  close  to  the  average  for 
all  five. 

The  failure  experience  of  the  400  large  corporations  whose  data  were  taken 
from  Standard  Statistics  was  far  more  favorable:  86  were  incorporated  be- 
fore 1900;  261  between  1901  and  1920;  and  103  between  1921  and  1927;  38 
corporations  were  more  than  50  years  old;  only  27  were  less  than  15  years  old. 
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On  the  average  and  in  the  aggregate,  American  manufacturing  corpora- 
tions earned  a  profit  of  4.3  per  cent  on  their  equity  capital  throughout  the 
period  1926-36.    The  years  1929  and  1936  were  the  most       t»    «*     * 

rii.  rrii  *,o  PrOIltS  01 

prohtable;  the  average  proht  tor  the  latter,  7.9  per  cent,        . 

falling  only   slightly  below   the  average  profit  for  the       «       I?     ^     • 

former,  8.5  per  cent.    Next  in  order  were  the  years  1926       --  .. 

1  inio      •  1  r  c  ^n  A       Corporations 

and  19/0  with  average  proht  rates  or  7.8  per  cent.    A 

profit  rate  better  than  the  eleven-year  average  was  recorded  in  six  out  of  the 

eleven  years.    The  1934-36  average  was  above  the  eleven-year  average  but 

below  the  1926-29  average.    The  aggregate  earning  rates  for  all  corporations 

fluctuated  between  a  profit  ratio  of  8.5  per  cent  in  1929  and  a  loss  ratio  of  3.6 

per  cent  in  1932  (a  range  of  12.1  per  cent).    In  nine  of  the  eleven  years 

covered  the  aggregate  experience  resulted  in  a  net  profit;  in  1931  and  1932 

the  net  aggregate  result  was  a  loss. 

All  of  the  subgroups,  however,  did  not  experience  the  same  degree  of 
fluctuation.  The  food  group  averaged  a  6.1  per  cent  profit  on  its  net  worth 
over  the  whole  period;  in  no  year  did  this  group  aggregate  a  net  loss, 
although  the  profit  rate  in  1932  was  only  0.3  per  cent.  This  6.1  per  cent 
average  was  the  highest  group  average,  significantly  above  the  all  manufac- 
turing level.  The  earnings  of  the  food  group  were  also  the  most  stable  over 
the  whole  period;  the  profit  ratios  varied  within  a  range  of  only  7.9  per  cent. 
The  lumber  group  made  the  poorest  showing,  suffering  an  average  loss  of 
1.6  per  cent  for  the  period;  the  group  enjoyed  an  aggregate  net  profit  in  only 
five  of  the  eleven  years  covered,  1926-29  and  1936.  The  largest  annual  loss, 
10.3  per  cent,  also  was  recorded  by  the  lumber  group  in  1932.  The  aggre- 
gate profit-and-loss  experience  of  the  textile  group  was  next  to  the  bottom, 
barely  breaking  even  over  the  period.  The  average  aggregate  profit  experi- 
ence of  the  metals  group,  4.6  per  cent,  was  next  to  the  top.  The  fluctuation 
of  the  latter  group's  profit  ratios,  however,  was  considerable;  it  fell  from  a 
profit  ratio  of  11.1  per  cent  in  1929  to  a  loss  ratio  of  6.4  per  cent  in  1932,  a 
range  of  17.5  per  cent.  The  profit  experience  of  the  stone-clay  group  fol- 
lowed a  middle  course,  although  the  fluctuation  of  its  ratios  was  almost  as 
great  as  that  of  the  metals  group.  The  failure  of  the  various  group  ratios  to 
equalize  was  thought  to  be  the  result,  possibly,  of  the  short  period  tested  or 
of  inaccuracies  in  the  data.  Nevertheless,  the  food  group  showed  evidence 
of  expansion  during  the  period  in  that  its  share  of  the  total  corporate  assets 
increased  a  full  1  per  cent;  lumber's  share  decreased  1.4  per  cent  and  textiles' 
share  decreased  1.3  per  cent. 

The  average  profit  rate  for  all  manufacturing  corporations  over  the  1931-36 
period  rose  consistently  from  the  small  corporations  to  the  large  corpora- 
tions," as  classified  into  nine  asset-size  classes.  Generally,  the  same  relation- 
ship was  found  to  hold  true  in  each  year  of  the  six-year  period  and  for  each 

2  Studies  by  Epstein  and  Paton  had  previously  indicated   that  the  contrary  was  true. 
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of  the  five  industrial  subgroups.  More  than  one  fourth  of  the  sample  of  400 
large  corporations  earned  a  profit  of  at  least  15  per  cent  on  the  total  of  their 
invested  capital  in  each  of  the  years  1928  and  1929.  Thirty-eight  per  cent 
of  the  sample  of  small  corporations  earned  a  profit  of  10  per  cent  or  more 
in  1929.  Forty  per  cent  of  the  sample  of  small  corporations  were  unable 
to  earn  a  profit  on  their  capital  stock  equity  during  even  the  most  prosperous 
years  of  the  period;  during  the  trough  of  the  depression  the  percentage  fail- 

Ratio  of  Net  Profit  {or  Loss)  to  Net  Worth,  for  Manufacturing  Companies, 
by  Asset-Size  Classes 
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ing  to  earn  a  profit  rose  to  86.  More  than  one  fourth  of  the  sample  of  400 
large  corporations  suffered  a  loss  at  least  equal  to  5  per  cent  of  their  invested 
capital  in  1932.  The  corporations  below  the  $250,000  asset  level  averaged  a 
loss  during  the  six-year  period;  those  above  this  point  had  an  average  profit 
experience.  The  above  chart  exhibits  the  over-all  experience  in  summary 
form  (p.  23) : 

When  the  corporations  were  segregated  into  income  and  no-income  groups 
the  same  general  relationship  was  found  to  hold  true  for  the  latter  but  not 
for  the  former;  a  regression  of  about  4  per  cent  existed  in  the  profit  ratios 
of  the  income  companies.  The  smallest-asset-size  group  had  a  profit  ratio 
for  the  six  years  of  12  per  cent,  the  largest-asset-size  group  had  a  profit  ratio 
of  8  per  cent.  The  average  profit  ratio  for  all  the  income  companies  having 
assets  under  $1,000,000  was  about  11  per  cent;  the  average  for  all  the  income 
companies  having  assets  of  $1,000,000  or  more  was  about  9%  per  cent.  In 
the  case  of  the  no-income  companies  the  smallest-asset-size  group  had  an 
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average  loss  ratio  for  the  six-year  period  of  41  per  cent;  the  largest-asset-size 
group  suffered  an  average  loss  for  the  period  of  less  than  2  per  cent.  The 
progression  of  the  loss  (profit)  rate  for  the  no-income  companies  was  so 
pronounced  and  the  relative  importance  of  these  companies  so  great  that 
when  the  no-income  and  the  income  companies  were  both  included  in  the 
same  group  the  profit  pattern  of  the  former  dominated  the  whole.  The 
following  chart  shows  the  records  of  the  income  and  no-income  companies 
(p.  23): 

Ratio  of  Net  Profit  and  Loss  to  Net  Worth,  for  Manufacturing  Companies, 
by  Asset-Size  Classes,  1931-36  Average 
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Comparison  of  the  experiences  of  the  income  and  no-income  companies 
for  the  two  years  1932  and  1936  indicated  the  probable  cyclical  influence 
upon  their  relative  profit  and  loss  experiences.  In  1932  the  profit  ratio  pro- 
gressed upward  from  a  35.5  per  cent  loss  for  the  smallest  size  class  to  the 
breaking-even  point  for  the  largest  companies;  except  for  one  minor  regres- 
sive experience  no  asset-size  group  enjoyed  a  profit  experience.  The  profit 
ratios  for  1936  were  progressive  only  up  to  the  $10,000,000  asset  level;  there- 
after they  declined. 

The  pattern  of  profitability  in  each  of  the  five  manufacturing  subgroups 
was  similar  to  that  determined  for  all  manufacturing  corporations.^ 

When  interest  and  officers'  compensation  were  treated  as  a  part  of  profit,^ 
the  small  firms  appeared  to  be  the  most  profitable — the  profit  ratio  regressed 

3  It  should  be  noted  that  the  corporations  included  in  the  over-all  group  varied  in  number 
and  identity  over  the  period. 

*  This  is  not  unreasonable  in  the  case  of  many  small  corporations. 
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with  the  quantity  of  assets  employed.  In  the  period  1931-33,  average  profita- 
bility fell  from  3.3  per  cent  and  3.4  per  cent  in  the  $0-to-$50,000  and  the 
|50,000-to-|;iOO,000  groups  to  0.6  per  cent  in  the  $10,000,000-to-$50,000,000 
group.  The  top  group  of  $50,000,000-and-over,  however,  enjoyed  a  profit 
ratio  of  2  per  cent.  In  the  period  1934-36,  the  profit  ratio  fell  from  15.5  per 
cent  for  the  |iO-to-$50,000  group  to  5.7  per  cent  for  the  $50,000,000-and-over 
group.  When  the  income  and  no-income  companies  were  segregated,  the 
profitability  ratio  regressed  for  the  former  in  both  the  periods  1931-33  and 
1934-36,  and  for  the  latter  group  in  the  second  period.  The  ratio  of  the 
no-income  group  hovered  around  a  4  per  cent  loss  level  in  all  of  the  classes 
for  the  1931-33  period,  except  in  the  largest  sized  group  where  the  loss  ratio 
was  only  0.8  per  cent.  A  similar  regressive  pattern  was  found  in  each  of  the 
five  industrial  subgroups. 

On  the  average,  profit-earning  American  manufacturing  corporations  paid 
out,  in  the  aggregate,  about  76  per  cent  of  their  positive  earnings  (after  taxes) 
Dividends  ^^  ^^^  form  of  cash  dividends,  over  the  period  1926-36. 

nf  Amp  ■  When  both   the  net-income  and   the  loss   corporations 

Manufacturinff  ^^^^  included,  the  proportion  of  earnings  paid  out  in 
CortiorfltinTi*!  dividends  rose  to  150  per  cent.    The  dividend  percentage 

varied  between  a  low  of  56  per  cent  in  1926  and  a  high 
of  105  per  cent  in  1932.  The  lumber  group  exhibited  the  widest  fluctuation, 
varying  between  a  low  of  34  per  cent  in  1933  and  a  high  of  109  per  cent 
in  1930;  its  average  for  the  period  was  62  per  cent.  The  stone-clay  group 
varied  between  a  low  of  51  per  cent  in  1928  and  a  high  of  123  per  cent  in 
1932.  The  food  group  exhibited  the  most  stable  pattern,  varying  between 
a  low  of  55  per  cent  in  1926  and  a  high  of  96  per  cent  in  1932.  In  general, 
money-making  corporations  disbursed  a  greater  percentage  of  their  profits 
during  depression  periods  than  during  prosperity;  dividend  payments,  in 
general,  were  more  stable  than  earnings.  Some  industrial  subgroups,  such 
as  lumber,  paid  out  on  the  average  a  slightly  higher  percentage  of  their 
earnings  than  did  other  subgroups,  such,  for  instance,  as  textiles.  The  large 
corporations  distributed  somewhat  more  of  their  available  net  income  than 
did  the  small  corporations. 

Over  the  period  1926-36,  manufacturing  corporations  paid  their  preferred 
and  common  stockholders  an  average  cash  dividend  of  5.2  per  cent  on  the 
total  owners'  book  equity.  The  food  subgroup  paid  out  an  average  dis- 
bursement equal  to  7.7  per  cent;  the  average  for  the  lumber  group  was  2.9 
per  cent.  The  percentages  for  the  textile  and  stone-clay  groups  were  low; 
that  for  the  metals  group  was  average.  The  all-manufacturing  average 
stood  at  6.3  per  cent  for  1929,  fell  to  2.7  per  cent  in  1933,  and  rose  to  a  high 
of  7.5  per  cent  in  1936.  The  four  subgroups  other  than  lumber  also  reached 
their  high  points  in  1936.  This  seemed  to  indicate  that  the  undistributed 
profits  tax  had  some  influence  upon  the  dividend  policy  of  the  corporations 
studied.    The  dividend-return  ratio  showed  a  modest  tendency  to  progress 
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upwards  as  the  size  of  the  corporation  increased;  this  held  true  not  only 
for  income  companies  but  also  for  no-income  companies. 

The  Standard  Statistics  iSaw^/c— Somewhat  more  detailed  ratios  were 
developed  in  connection  with  the  Standard  Statistics  sample  of  400  large 
corporations.  Three  quarters  of  this  group  paid  dividends  during  the  years 
1927-30;  somewhat  less  than  one  half  paid  dividends  through  the  period 
1932-34;  three  quarters  of  them  paid  dividends  during  1937;  and  some- 
what over  one  half  paid  dividends  in  1938.  The  tire  manufacturers,  tex- 
tiles, and  the  shipping  and  shipbuilding  groups  established  a  relatively 
poor  record  as  respects  the  number  of  corporations  paying  dividends;  the 
records  of  the  advertising,  truck,  building  supply,  leather,  office  equipment, 
sugar,  and  medicine  groups  were  near  the  top  of  the  list.  The  latter  estab- 
lished the  best  record. 

The  ratio  of  cash  dividends  paid  to  the  common  stockholders  to  the  sum 
of  the  common  stock  and  surplus  for  all  of  the  400  companies  included 
(both  dividend-paying  and  non-dividend-paying)  for  the  period  1927-29  was 
7.1  per  cent;  it  fell  to  4.9  per  cent  during  1930-33  and  rose  to  5.6  per  cent 
for  the  period  of  1934-38.  The  over-all  average  for  1927-38  was  5.7  per  cent, 
slightly  above  the  5.2  per  cent  average  for  all  manufacturing  corporations. 
(The  former,  however,  represented  the  status  of  common  stockholders'  divi- 
dends; the  latter  represented  both  common  and  preferred  stock  dividends.) 
Fourteen  of  28  groups  into  which  the  sample  was  divided  exhibited  a  down- 
ward trend  from  prosperity  to  depression .  and  an  upward  trend  from  de- 
pression to  prosperity;  11  presented  a  downward  trend  over  the  whole 
period;  2,  beverages  and  containers,  had  an  upward  trend  over  the  total 
period;  shipping  and  shipbuilding  established  a  higher  relative  rate  of  pay- 
ment during  the  depression  period  than  during  either  of  the  prosperity 
periods.  Some  industrial  groups  reached  drastically  low  points  early  in  the 
depression — the  steel  and  iron  groups  and  the  tire  manufacturers  both  re- 
corded a  percentage  of  0.2  in  1933;  others  maintained  a  relatively  high  per- 
centage throughout  the  period — the  lowest  percentage  for  the  food  group 
was  5.6  per  cent  in  1933,  the  lowest  for  tobacco  was  7.3  per  cent  in  1932, 
the  lowest  for  containers  was  4.1  per  cent  in  1933.  The  medicine  group 
exhibited  a  fluctuation  range  of  19.3  per  cent;  household  products  had  a 
fluctuation  range  of  17.8  per  cent;  office  equipment,  11.5  per  cent;  auto 
parts,  10.1  per  cent.  The  tobacco  industry  had  a  fluctuation  range  for  the 
entire  period  of  only  3.3  per  cent;  the  gap  between  the  highest  and  lowest 
percentage  for  the  food  group  was  only  3.7  per  cent;  for  the  textiles,  3.8 
per  cent.  Coal,  non-manufacturing,  had  a  variation  from  high  to  low  of 
only  2.4  per  cent;  retail  stores  exhibited  a  fluctuation  range  of  4.9  per  cent. 
When  only  dividend-paying  companies  were  included  the  relationships 
changed  somewhat;  nevertheless,  except  for  an  increase  in  the  dividend 
rates,  there  was  remarkable  similarity  in  the  results. 

In  certain  cases  the  ratio  of  cash  dividends  to  common  stock  and  surplus 
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was  subject  to  rather  abrupt  change;  thus,  the  rate  for  the  beverage  group 
fell  from  14.3  per  cent  in  1927  to  8.0  per  cent  in  1928;  the  rate  for  the  medi- 
cine industry  fell  from  34.1  per  cent  in  1929  to  25.4  per  cent  in  1930;  in  the 
case  of  the  shipping  and  shipbuilding  industry  the  rate  fell  from  11.6  per 
cent  in  1930  to  4.8  per  cent  in  1931.  On  the  other  hand,  15  of  the  industrial 
groups  increased  the  rate  of  dividend  return  on  the  total  stockholders'  equity 
in  1934  as  compared  with  1933;  17  industries  increased  their  rate  of  return 
some  time  during  1931-33,  in  some  cases  significantly. 

Only  34  companies  out  of  the  entire  400  failed  to  pay  dividends  in  any 
year  during  1927-38;  118  companies  paid  dividends  in  all  12  years  and 
32  companies  paid  dividends  in  all  years  except  one.  The  most  popular 
range  was  from  4  to  9  years;  25  or  more  companies  were  recorded  for  each 
year  of  such  an  interval. 

Controlling  Factors  in  Dividend  Payments. — The  profitability  of  a  cor- 
poration appeared  to  be  an  important  factor  in  determining  both  willing- 
ness and  ability  to  pay  dividends,  although  in  some  years  dividends  were 
paid  out  of  surplus  for  the  purpose  of  maintaining  a  consistent  record.  The 
larger  corporations,  being  on  the  average  the  most  profitable,  had  the  best 
dividend-paying  record.  The  liquidity  position  of  the  corporations,  indi- 
cated by  the  ratio  of  cash  plus  marketable  securities  plus  trade  receivables 
to  current  liabilities,  also  appeared  to  exercise  a  considerable  influence.  In 
1927  the  income  companies  which  did  not  pay  dividends  and  which  had  a 
liquidity  ratio  under  2  constituted  30  per  cent  of  the  total  number  of  cor- 
porations in  such  a  liquidity  size  group.  Without  regard  to  liquidity  the 
income  companies  not  paying  dividends  constituted  only  19  per  cent  of 
the  total.  Only  40  per  cent  of  the  corporations  having  a  liquidity  ratio 
under  2  paid  out  50  per  cent  of  their  income  in  dividends;  in  the  class  hav- 
ing a  liquidity  ratio  of  from  2  to  6,  57  per  cent  paid  out  more  than  50  per 
cent  of  their  income  in  dividends.  No  corporation  without  a  net  income 
available  for  dividends  paid  dividends  unless  its  liquidity  ratio  was  at  least 
as  high  as  2  to  1.  In  the  liquidity  ratio  class  of  from  2  to  6,  1  per  cent  of 
the  corporations  without  a  net  income  paid  dividends;  and  in  the  liquidity 
ratio  class  of  6  and  over,  3  per  cent  of  the  corporations  without  income 
available  for  dividends  paid  dividends.  The  same  general  types  of  relation- 
ships were  found  to  exist  also  in  1933  and  1936.  There  was  some  evidence 
that  the  influence  of  the  current  ratio  upon  dividend  policy  was  somewhat 
less  marked  than  the  influence  of  the  liquidity  ratio,  although  it  was  not 
without  importance.  Companies  without  a  net  income  which  did  not  pay 
dividends  were  relatively  concentrated  in  the  low-current  ratio  group;  those 
without  income  which  did  pay  dividends  were  in  the  higher-current  ratio 
brackets. 

WorJ{ing  Capital:  All  Manufacturing  Corporations. — The  working  capital 
position  of  a  business — construed  in  the  broad  sense  as  all  the  items  of  the 
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current  assets  and  the  current  liabilities — is  best  expressed       Workino- 

by  the  current  ratio,  the  number  of  times  the  current       Parjitfll  of 

assets  equal  the  current  liabilities.    It  is  the  trend  rather       t^, *„^4.„^:„^ 

1        1      L    1       1      1    £  L  J         L-  L       Manufacturing 

than  the  absolute  level  or  the  ratio  at  a  given  date  which       n^m  „<, 

is  of  particular  importance.  In  none  of  the  years  1926- 
1936  did  the  total  of  the  current  assets  of  all  manufacturing  corporations  and 
of  each  of  the  industrial  subgroups  fall  to  an  amount  less  than  twice  the 
total  of  the  current  liabilities.  Only  in  the  lumber  group  was  the  ratio 
significantly  below  3  to  1.  The  highest  current  ratios  for  all  companies 
existed  in  1929  and  1930,  3.51  and  3.48  respectively.  Thereafter  the  ratio 
declined  to  a  low  point  of  2.78  in  1934.  The  level  of  1929  and  1930  and 
even  the  level  of  1933,  3.13,  was  not  recovered  by  1936  when  the  ratio  stood 
at  2.95.  The  maintenance  of  the  ratio  through  1933  was  believed  to  indi- 
cate an  unwillingness  to  incur  risks  necessitating  an  expansion  of  the  cur- 
rent debt;  the  failure  of  the  ratio  to  recover  more  quickly  in  the  1934-36 
period  was  believed  to  be  accounted  for  by  an  increase  in  short-term  bor- 
rowing. The  highest  current  ratio  for  the  period  1926-36,  more"  than  4  to  1, 
was  exhibited  by  the  metals  group;  the  lowest  was  registered  by  the  lumber 
group,  only  slightly  more  than  2  to  1. 

When  the  corporations  were  classified  into  nine  asset-size  classes  (the  in- 
tervals were  the  same  as  used  previously),  the  larger  firms  exhibited  the 
highest  ratio  over  the  period  1931-36,  about  4  to  1;  the  ratio  for  the  smallest 
concerns  was  about  1.4  to  1.  In  4  years  out  of  the  period,  however,  the 
highest  ratio  was  in  a  class  interval  somewhere  below  the  top.  The  larger 
corporations  exhibited  a  relative  weakening  of  their  current  position  after 
1931;  the  ratio  of  the  smallest-sized  group  remained  quite  stable  through- 
out the  period.  The  best  showing  of  all  was  registered  by  the  medium- 
sized  corporations;  the  level  of  their  ratio  actually  rose  slightly  over  the 
period. 

Net  Wording  Capital  Position:  All  Manufacturing  Companies. — The 
ratio  of  net  working  capital — the  difference  between  current  assets  and  cur- 
rent liabilities — to  fixed  assets  indicates  the  use  to  which  corporations  put 
their  capital.  Over  the  period  1926-36  the  net  working  capital  of  the  manu- 
facturing corporations  as  a  group  was  equal  to  about  three  fifths  of  the 
capital  invested  (net)  in  fixed  plant  and  equipment.  The  all-manufacturing 
proportion  was  nearer  two  thirds  during  the  prosperous  years  but  fell  to  less 
than  one  half  in  1932. 

DiflFerent  industries  required  different  proportions  of  working  capital: 
the  textiles  group  registered  an  exceptionally  high  ratio — in  1936  it  had 
almost  as  many  dollars  invested  in  net  working  capital  as  in  land,  plant, 
and  equipment.  The  ratios  for  the  textiles  group  also  spanned  a  wide  range 
of  fluctuation.  The  stone-clay  group  registered  the  lowest  ratio,  around  40 
per  cent  in  prosperous  years  and  falling  as  low  as  25  per  cent  in  1932.  The 
ratio  for  the  lumber  group  was  close  to  the  bottom;  also,  it  failed  to  recover 


212     FACT  AND  FANCY  IN  THE  T.N.E.C.  MONOGRAPHS 

its  pre-depression  level  by  1936.  All  o£  the  groups  except  lumber  and  stone- 
clay  more  than  recovered  their  1926-29  standing  by  1936.  While  the  current 
ratio  for  all  companies  fell  only  from  3.51  in  1929  to  3.12  in  1932,  the  net- 
working-capital to  fixed-asset  ratio  declined  from  65.9  to  45.6. 

The  ratio  was  progressive  with  increased  asset  size  up  to  the  $5,000,000 
level,  from  40  per  cent  up  to  60  per  cent;  thereafter  it  was  regressive.  Only 
in  1934  did  the  largest  firms  have  the  highest  ratio. 

Large  Manufacturing  Corporations. — The  current  ratio  for  the  400  Stand- 
ard Statistics  corporations  was  higher  than  that  for  all  of  the  corporations 
reported  in  the  Statistics  of  Income,  5.3  as  against  3.2;  it  further  did  not 
fall  as  consistently  over  the  period  1927-38.  The  all-manufacturing  current 
ratio  fell  from  3.4  in  prosperity  to  3.3  in  depression  and  then  later  to  2.9 
in  recovery;  the  ratio  for  the  Standard  Statistics  sample  rose  from  4.9  in  the 
prosperity  period  to  6.3  in  the  depression  period  and  then  fell  to  4.7  in  the 
recovery  period.  The  relative  sizes  of  the  corporations  probably  accounted 
for  the  differences  indicated.  The  large  corporations  improved  their  current 
position  during  the  depression;  the  all-manufacturing  group  was  unable 
to  maintain  its  position  (p.  74),  The  tobacco  industry  registered  the  highest 
current  ratio  in  the  Standard  Statistics  sample,  14.  The  chemical  and  fer- 
tilizer, railroad  equipment,  household  products,  leather  and  shoe,  and  ma- 
chinery industries  recorded  the  next  highest  ratios,  around  8.  The  lowest 
ratios  were  registered  by  the  paper  and  paper  products  and  the  metals  indus- 
tries, 3.6.  The  auto  and  truck  and  the  medicine  and  drug  groups  were  also 
near  the  bottom.  In  each  of  the  years  1927-38,  from  4  to  9  per  cent  of  the 
companies  exhibited  a  current  ratio  less  than  2;  in  several  years  better  than 
one  half  of  the  companies  registered  a  ratio  of  at  least  6. 

The  Standard  Statistics  sample  exhibited  a  net-working-capital  to  net- 
property  ratio  of  58  per  cent  over  the  period  1927-38;  the  ratio  for  the  total 
manufacturing  group  was  60  per  cent.  The  largest  corporations  had  slightly 
smaller  ratios  than  the  medium-sized  corporations,  but  not  less  than  the 
smallest  companies.  The  ratio  for  the  sample  as  a  whole  fell  from  64  per 
cent  in  the  period  1927-29  to  53  per  cent  in  the  period  1930-33  and  rose  to 
57  per  cent  in  the  period  1934-38.  This  trend  was  similar  to  that  exhibited 
by  the  all-manufacturing  sample.  The  tobacco  industry  registered  the 
highest  ratio  for  the  period,  736  per  cent;  the  paper  and  paper  products 
industry  had  the  lowest  ratio,  24  per  cent.  The  other  industries  with  high 
ratios  were  medicines  and  drugs,  268  per  cent,  and  leather  and  shoes,  bev- 
erages, and  electrical  equipment  and  radios,  all  exhibiting  a  ratio  of  200  per 
cent  or  over.  Others  in  the  group  50  per  cent  and  under  were  metals,  ship- 
ping and  shipbuilding,  oil  producing  and  refining,  steel  and  iron,  and  con- 
tainers. Tobacco,  paper  producers,  beverages,  advertising,  and  printing  and 
publishing  exhibited  a  rising  trend  over  the  entire  period;  the  chemical  and 
fertilizer  industry,  office  and  business  equipment,  oil  producers  and  refiners, 
railroad  equipment,  and  sugar  producers  and  refiners  had  a  declining  trend 
over  the  whole  period. 
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Notes  Payable:  The  Standard  Statistics  Sample. — While  it  was  difficult 
to  determine  accurately  the  relative  amount  of  notes  payable  outstanding 
in  the  different  years  for  the  400  corporations  included  in  the  Standard  Sta- 
tistics sample,  it  appeared  that,  in  every  year  of  the  period  1927-38,  approxi- 
mately two  thirds  of  these  corporations  did  not  borrow  funds  from  commer- 
cial banks  for  working  capital  purposes.  In  1927  the  percentage  stood  at 
64;  in  1928,  69;  in  1930,  77;  in  1931,  about  70;  it  remained  at  that  level  until 
1935  when  it  began  a  decUne  to  a  percentage  of  58  in  1937;  in  1938  it  rose 
to  70. 

In  the  first  6  years  of  the  period — through  the  trough  of  the  depression, 
1932 — better  than  half  of  the  relatively  small  number  of  corporations  having 
both  notes  and  accounts  payable  outstanding  had  more  than  45  per  cent  of 
this  total  in  the  form  of  notes.  In  the  period  1933-36  better  than  half  of  the 
companies  that  had  both  notes  and  accounts  payable  outstanding  had  less 
than  45  per  cent  of  the  total  in  the  form  of  notes.  The  period  1937-38  re- 
peated the  experience  of  the  period  1927-32. 

The  Standard  Statistics  corporations  apparently  did  not  draw  upon  the 
commercial  banks  as  heavily,  relatively,  during  the  recovery  period  as  they 
did  prior  to  and  during  the  depression.  The  industries  which  made  rela- 
tively greater  use  of  notes  payable  were:  automobile  tires,  food  products, 
leather  and  shoes,  medicines  and  drugs,  paper  products,  shipping  and  ship- 
building, sugar  producers,  textile  manufacturers,  and  tobacco  products. 
The  advertising,  printing  and  publishing,  beverages,  containers,  electrical 
equipment  and  radios,  office  equipment,  and  railroad  equipment  industries 
made  very  little  use  of  notes  payable  for  the  purpose  of  securing  short-term 
funds. 

Small  Manufacturing  Corporations. — Out  of  a  selected  sample  of  small 
manufacturing  corporations  26  or  27  per  cent  had  a  current  ratio  of  less  than 
1  prior  to  1929;  the  percentage  fell  to  23  in  1929  and  then  rose  to  34  per 
cent  in  1932;  it  again  fell  to  27  per  cent  in  1936.  From  one  fourth  to  one 
third  of  the  small  companies  therefore  exhibited  a  definitely  low  current 
ratio.  On  the  other  hand,  from  a  fifth  to  a  fourth  of  the  companies  had 
a  current  ratio  of  4  and  over,  in  the  1920's;  50  per  cent  of  the  companies 
had  a  current  ratio  between  1  and  4. 

There  were  marked  differences  in  industrial  patterns:  in  1925,  49  per  cent 
of  the  bakeries  had  a  low  current  ratio  while  only  5  per  cent  of  the  clothing 
manufacturers  exhibited  such  a  status.  Other  groups  ranged  from  high  to 
low  as  follows:  stone-clay,  machine  tools,  and  furniture. 

The  relative  positions  of  the  various  groups  changed  frequently  over  the 
following  years.  The  companies  that  failed  during  the  1926-36  period  were 
predominantly  from  the  low  ratio  group;  survivors  were  predominately  in 
the  high  current  ratio  group.  The  current  ratio  appeared  to  be  a  true  indi- 
cator of  the  financial  stability  and  success  of  a  firm. 

Qualitative  Measures:  All  Manufacturing  Corporations. — During  the  pe- 
riod 1926-36,  the  food  industry  exhibited  the  highest  sales  to  current  assets 
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turnover  ratio,  3.58;  the  lumber  group  exhibited  the  lowest  ratio,  1.66.  The 
other  groups  had  a  turnover  ratio  of  around  2  to  1.  The  turnover  rate  de- 
creased about  one  third  during  the  depression,  more  in  some  industries  than 
in  others.  The  sales-current  assets  turnover  ratio  decreased  progressively 
as  the  size  of  the  corporation  increased.  The  highest  turnover  was  registered 
by  the  smallest  sized  class  in  each  year  of  the  period;  the  second  and  next 
from  the  largest  sized  class  had  the  lowest  turnover  rate.  The  decrease 
from  the  highest  to  the  lowest  was  from  4  to  less  than  2.  It  therefore  ap- 
peared that  a  rapid  turnover  implied  a  relatively  smaller  unit  profit,  since 
the  larger  firms  were  the  more  profitable.  The  food  group  exhibited  a 
strong  position,  having  a  sizable  proportion  of  working  funds  and  the 
highest  turnover;  the  lumber  group  displayed  a  weak  position,  with  the 
smallest  relative  amount  of  working  funds  and  the  slowest  turnover  rate. 

Parallel  increases  in  the  current  ratio  and  the  current  assets  turnover 
ratio — usually  indicating  a  strengthening  position — occurred  modestly  be- 
tween 1926  and  1930;  parallel  decreases — indicating  a  weakening  position — 
occurred  sharply  in  1931  and  continued  into  1932;  subsequently,  the  current 
ratio  continued  to  decline  and  the  turnover  ratio  improved  (this  usually 
indicates  a  holding  position).  In  general,  the  higher  current  ratios  were 
associated  with  the  lower  turnover  rates. 

The  inventory  turnover  (sales  to  inventory)  exhibited  a  pattern  similar 
to  that  of  the  current  asset  turnover  figures:  the  food  group  had  the  highest 
rate,  7.1;  the  lumber  group  was  low  with  3.3;  and  the  other  groups  were 
slightly  below  the  all-manufacturing  rate  of  4.9.  The  turnover  rate  decreased 
progressively  from  10.5  in  the  smallest  sized  corporation  class  to  3.84  for 
the  $10,000,000  to  $50,000,000  group. 

The  average  receivables  turnover  (sales  to  receivables,  including  both 
notes  and  accounts  receivable)  for  all  manufacturing  corporations  was  6.14. 
The  food  group  did  practically  a  cash  business  with  a  turnover  of  11;  the 
lumber  group  had  the  lowest  rate,  4.07;  stone  and  metals  were  below  the 
all-manufacturing  average;  the  textile  group  exhibited  a  rate  of  7.4.  The 
turnover  rate  for  all  companies  decreased  during  the  depression  from  a  high 
of  7.23  in  1929  to  a  low  of  4.42  in  1932. 

The  ratio  of  inventories  to  receivables  was  fairly  stable.  In  every  case 
inventories  were  somewhat  in  excess  of  receivables,  the  ratio  being  1.61  for 
the  textile  group  and  1.21  for  the  lumber  group.  From  1929  to  1932,  the 
predepression  and  depression  years,  the  ratio  for  the  total  manufacturing, 
food,  and  metals  groups  fell,  a  favorable  sign;  between  1929  and  1931  it  rose 
for  the  textile  and  lumber  groups,  an  unfavorable  sign.  In  the  period 
1934-36,  the  recovery  years,  the  ratio  rose  for  the  all-manufacturing,  the  food,  ■ 
lumber,  and  metals  groups;  in  general,  a  favorable  sign  in  such  a  period. 
It  continued  to  fall  for  the  textile  group. 

Large  Manufacturing  Corporations:  The  ratio  of  inventory  to  receivables 
was  decidedly  larger  for  the  400  large  Standard  Statistics  companies  than 
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for  the  all-manufacturing  group.  The  respective  ratios  were  230  and  125. 
The  ratio  for  the  large  corporations  rose  from  196  in  1926-29  to  223  for  the 
period  1930-33  and  subsequently  to  255  for  the  recovery  period  1934-38.  For 
the  all-manufacturing  group  it  fell  from  134  for  the  period  1926-29  to  119 
for  the  period  1930-33  and  then  rose  to  122  for  1934-36.  The  tobacco  group 
had  seven  times  as  much  working  capital  invested  in  inventory  as  in  receiv- 
ables; the  steel  and  iron,  metals,  and  beverage  groups  had  three  times  the 
amount  invested  in  inventory  as  in  receivables.  Shipping  and  shipbuilding 
had  only  83  per  cent  as  much  capital  invested  in  inventory  as  in  receivables 
and  the  advertising,  printing,  and  publishing  groups  had  about  the  same 
amount  invested  in  each.  (Rei/iewer's  Note:  Some  industries  require  more 
inventory  than  others;  some  industries  sell  on  a  basis  which  results  in  low 
receivables  and  others  on  a  basis  which  gives  high  receivables.  Comparisons 
of  this  kind  as  between  industries  have  little  value.) 

Nature  and  Sources  of  Fixed  Capital:  All  Manufacturing  Corporations. 
Net  worth — the  sum  of  preferred  stock,  common  stock,  and  surplus — for 
all    manufacturing   corporations    was,   on    the    average,        -pivp/i 
about   4   times   the   sum   of   their   funded   and   current        r«QT»itfll  of 
debt.     This  relationship  was  relatively  stable  over  the       MflTnifartiiriTio* 
course  of  the  business  cycle  from  1926  to  1936.    With       fortiorfltin-nq 
only  slight  industrial  variations  about  one  third  of  all 
of  the  corporate  manufacturers'  owned  capital  was  represented  by  paid-in 
and  earned  surplus.     The  ratio  rose  during  the  period  of  prosperity  and 
fell  during  the   depression   period.     Over  the  period   1926-36,   the  current 
debt — notes  plus  accounts  payable — constituted  about  57.7  per  cent  of  the 
total  corporate  manufacturing  debt.    The  ratio  declined  during  cyclical  con- 
traction  and   expanded    during    the   prosperity   periods.     The    textile    and 
lumber  groups  exhibited  very  high  ratios — three  fourths  and  two  thirds  re- 
spectively— and  the  metals  and  stone  groups  had  rather  low  ratios — about  50 
per  cent.    The  net-worth  to  total-debt  and  the  surplus  to  net-worth  ratios 
increased  steadily  with  the  size  of  the  corporation,  from  1.2  for  the  smallest 
class  to  4.2  for  the  largest  class.    The  ratio  of  current  debt  to  total  debt  fell 
just  as  consistently,  from  86  to  48  per  cent. 

The  analysis  indicated  that  earned  surplus  tended  to  become  an  increas- 
ingly larger  proportion  of  owned  capital,  and  that  over  the  period  there  was 
a  rather  definite  shift  to  borrowed  capital.  The  very  largest  corporations 
appeared  to  be  losing  ground  in  that  they  exhibited  a  rather  definite  shift 
from  equity  capital  and  from  retained  earnings  to  current  debt. 

Nature  and  Sources  of  Fixed  Capital:  Large  Manufacturing  Corpora- 
tions.—The  net-worth  to  total-debt  ratio  for  this  group,  1927-38,  was  4.5  as 
contrasted  with  3.9  for  the  all-manufacturing  group.  The  ratio  was  lowest 
during  the  prosperity  years,  1927-29,  and  the  recovery  years,  1930-33.  The 
highest  ratios  were  exhibited  by  the  container  industry,  13.5,  and  by  the  fer- 
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tilizer  manufacturers,  12.5.  The  lowest  ratio  was  that  of  the  automobile-tire 
group,  1.7. 

The  average  ratio  of  current  to  total  debt  was  40  per  cent.  It  fell  as  the 
economy  passed  from  prosperity  to  depression  and  rose  with  recovery.  The 
industrial  variation  was  considerable;  the  highest  ratios  were  displayed  by 
the  container  group,  100  per  cent,  and  the  medicine  and  drug  group,  96  per 
cent.    Shipping  and  shipbuilding  had  the  lowest  ratio,  19  per  cent. 

Nature  and  Sources  of  Fixed  Capital:  Small  Manufacturing  Corpora- 
tions.—\n  the  late  1920s  a  third  of  the  small  corporations  had  a  capital  stock 
equity  less  than  twice  the  size  of  their  surplus  equity.  In  1934  the  propor- 
tion dropped  to  one  fourth,  probably  a  reflection  of  dividends  paid  and  losses 
suffered.  Over  the  period  1925-36,  a  fifth  of  the  small  corporations  exhibited 
a  capital-stock  to  surplus  ratio  of  4  or  more.  The  percentage  of  corporations 
exhibiting  a  deficit  increased  from  29  in  1925  to  53  in  1934;  by  1936  it  had 
dropped  to  44.  The  relative  industry  status  of  the  capital-stock-surplus  ratio 
was  subject  to  considerable  change  in  position  over  the  period.  The  group 
that  survived  throughout  the  period  contained  twice  as  many  companies 
with  a  capital-stock-surplus  ratio  of  less  than  2  as  the  group  of  failures,  ex- 
cept in  1934  when  the  relationship  was  3  to  1.  During  the  period  1925-31, 
the  proportion  of  failures  exhibiting  a  deficit  was  twice  as  large  as  the  pro- 
portion of  surviving  corporations  exhibiting  a  deficit;  after  1931  the  rela- 
tionship was  slightly  under  2  to  1. 

A  majority  of  the  corporations  in  the  sample  of  small  manufacturers  had 
no  funded  debt.  Eighty-six  per  cent  had  no  funded  debt  in  1925;  in  1936 
the  ratio  reached  a  low  of  74  per  cent.  About  two  thirds  of  the  baking  com- 
panies and  90  per  cent  of  the  clothing  companies  had  no  funded  debt.  The 
number  of  companies  having  a  funded  debt  was  about  equally  divided  be- 
tween those  that  exhibited  a  large  debt  and  those  that  had  a  small  debt. 
Each  of  the  five  industrial  subgroups  exhibited  an  increase  in  the  relative 
total  percentage  of  companies  having  a  funded  debt  outstanding.  The  small 
manufacturing  companies  appeared  to  be  placing  increasing  reliance  upon 
the  funded  debt  as  a  means  of  securing  a  portion  of  their  capital.  However, 
there  also  appeared  to  be  a  general  tendency  toward  smaller  funded  debts. 
Except  in  1932  and  1933,  the  proportion  of  failures  without  a  funded  debt 
was  larger  than  the  percentage  of  survivors  exhibiting  no  funded  debt. 
More  of  the  failures  having  a  funded  debt  were  also  in  the  small  rather  than 
in  the  large  funded  debt  class.  Surviving  corporations  having  a  funded  debt 
generally  were  in  the  large  funded  debt  class.  The  average  funded-debt  to 
capital-stock  ratio  for  corporations  having  a  funded  debt  was  somewhat  in 
excess  of  50  per  cent. 

Fixed-Capital  Uses:  All  Manufacturing  Corporations. — Over  the  1926-36 
period,  one  half  of  the  invested  capital  of  all  the  manufacturing  corporations, 
on  the  average,  was  invested  in  net  capital  assets;  the  lumber  and  stone 
groups  had  about  two  thirds  of  their  capital  in  this  form.    The  percentage 
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tended  to  rise  somewhat  during  the  depression.  The  ratio  tended  to  in- 
crease, also,  as  the  corporations  decreased  in  size;  the  range  of  the  1931-36 
proportions  ran  from  66  per  cent  for  the  smallest  class  to  48  per  cent  for  the 
largest  class. 

Current  assets  constituted  a  smaller  proportion  of  total  capital  than  did 
fixed  investments.  The  former  ratio  exhibited  a  greater  inter-industry  vari- 
ation than  did  the  latter,  ranging  on  the  average  over  the  whole  period  from 
a  low  of  29  per  cent  for  the  stone-clay  group  to  a  high  of  50  per  cent  for  the 
textile  industry.  The  average  for  all  manufacturing  companies  was  38  per 
cent.  The  percentage  fell  from  42  per  cent  in  1926  to  31  per  cent  in  1932 
and  rose  again  to  42  per  cent  in  1936.  On  the  average  over  the  period  1931- 
36  the  percentage  decreased  from  55  for  the  smallest  sized  asset  class  to  32 
per  cent  for  the  largest  class. 

Fixed-Capital  Uses:  Large  Manufacturing  Corporations. — The  400  large 
corporations  in  the  Standard  Statistics  sample  had,  on  an  average  over  the 
period  1931-36,  an  amount  equal  to  about  56  per  cent  of  their  invested  capital 
— net  worth  plus  funded  debt — in  the  form  of  fixed  assets.  This  group  of 
corporations  therefore  appeared  to  use  fixed  capital  for  working  purposes  to 
a  lesser  extent  than  did  the  all-manufacturing  corporation  group.  The  to- 
bacco group  exhibited  the  lowest  ratio  of  fixed  assets  to  invested  capital — 10 
per  cent;  the  paper  products  group  had  the  highest  ratio — 76  per  cent.  Four 
fifths  or  more  of  the  working  capital  of  some  of  the  industries  was  derived 
from  fixed  capital. 

Plant-Expansion  Policies:  Large  Manufacturing  Corporations. — Out  of  a 
small  sample  of  175  corporations  chosen  from  the  400  listed  by  Standard  Sta- 
tistics, 56  companies  showed  a  decrease  of  more  than  15  per  cent  in  both  their 
sales  and  property  accounts  during  the  latter  half  of  the  12-year  period 
1927-38  as  compared  with  the  status  of  these  items  during  the  first  half  of 
the  period;  only  19  companies  registered  a  corresponding  increase.  Three 
companies  exhibited  a  15  per  cent  or  more  increase  in  property  account  in 
the  face  of  a  15  per  cent  or  more  decrease  in  sales;  13  companies  showed  a 
15  per  cent  or  more  decrease  in  property  accompanied  by  a  15  per  cent  or 
more  increase  in  sales.  In  a  number  of  the  cases,  the  specific  experiences  of 
the  individual  companies,  such  as  the  acquisition  of  new  subsidiaries,  changes 
in  account  classification,  etc.,  accounted  for  changes  of  the  nature  indicated. 
This,  plus  the  fact  that  the  period  studied  was  short,  impairs  the  validity  of 
the  conclusions  stated. 

COMMENT,  CRITIQUE,  AND  EVALUATION 

Monograph  No.  15  is  mainly  a  presentation  of  factual  material.  The  data 
presented,  therefore,  tell  their  own  story.  One  or  two  aspects  of  the  study, 
however,  call  for  comment  and  emphasis.  The  study  encountered  a  number 
of  statistical  obstacles,  most  of  which  were  perceived;  either  corrections  were 
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provided  therefor  or  the  conclusions  were  quaUfied  accordingly.  Whether 
the  corrections  and  qualifications  are  adequate  is  difficult  to  state.  It  is  re- 
grettable, however,  that  the  conclusions  reached  will  probably  be  quoted  fre- 
quently without  reference  to  the  limitations  inherent  in  the  original  data  or 
without  stating  the  qualifications  expressed. 
Some  of  the  statistical  difficulties  encountered  were  the  following: 

(1)  From  5  to  10  per  cent  of  the  corporations  filing  income-tax  returns 
for  the  years  1926-30  failed  to  submit  balance  sheets;  another  proportion  sub- 
e  mitted  only  fragmentary  balance  sheets.  It  was  there- 
Statistical  ^°^^  necessary  to  adjust  arbitrarily  the  capitalization 
Obstacles                  figures  to  which  profitability,  etc.,  were  related.     This 

was  done  by  using  the  ratio  of  the  sales  of  all  reporting 
companies  to  the  sales  of  those  companies  that  submitted  balance  sheets  dur- 
ing the  period  1931-36  as  a  correction  factor.  The  ratios  for  the  period  1931-36 
were  based  upon  only  those  companies  which  submitted  balance  sheets; 
they  are  thus  not  strictly  comparable  with  those  of  the  earlier  period. 

(2)  The  industrial  classification  in  the  Statistics  of  Income  tabulations  was 
probably  not  constant  over  the  period.  Further,  corporations  covering  more 
than  one  industry  were  classified  on  the  basis  of  the  industrial  category  to 
which  the  larger  portion  of  the  business  was  devoted. 

(3)  Elimination  of  the  privilege  of  filing  consolidated  returns  for  all  cor- 
porations except  railroads  impaired  the  comparability  of  the  balance-sheet 
and  income  items  of  the  period  prior  to  1934  and  those  of  the  period  sub- 
sequent to  the  change.  Nothing  could  be  done  statistically  to  compensate 
for  this  change. 

(4)  The  problem  of  fiscal  and  part-year  returns  was  solved  by  throwing 
the  item  into  the  calendar  year  nearest  which  the  fiscal  year  ended.  The  net 
result  probably  was  to  upset  the  comparability  of  the  temporal  relationships 
by  introducing  an  element  of  lead  into  the  data  used. 

(5)  The  number  of  corporations  included  in  the  all-manufacturing  sample 
changed  with  the  years,  decreasing  with  poor  business  years  and  increasing 
with  improving  business  conditions. 

(6)  The  data  in  the  Statistics  of  Income  tabulations  were  probably  influ- 
enced by  the  fact  that  they  were  derived  from  tax  returns.  To  the  extent 
that  the  income-tax  regulations  call  for  or  allow  procedures  differing  from 
those  usually  followed  under  standard  accounting  practice  the  results  are  not 
strictly  comparable  with  the  results  obtained  from  nontax  data.  The  data 
may  also  have  been  colored  by  the  desire  to  present  the  tax  picture  in  the 
most  favorable  light. 

(7)  Ratios  of  profitability  were  based  upon  year-end  net  worth  figures 
rather  than  upon  the  average  net  worth  for  the  period.  The  capital  derived 
and  retained  from  earnings  throughout  the  period  was  also  not  included  in 
the  capital  base.  Further,  in  most  cases,  the  capital  figures  were  not  adjusted 
for  arbitrary  write-ups  or  write-offs  of  asset  values.    The  profit  ratios  (as  well 
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as  some  of  the  other  ratios)  were  thus  probably  influenced  in  an  up  or  down 
direction  as  a  result, 

(8)  The  companies  studied  were  to  some  extent  a  shifting  group  over  the 
period.  The  data  were  therefore  probably  influenced  to  some  extent  by  the 
variable  aspects  of  new,  getting-going  organizations. 

(9)  The  items  compared  are  not  always  defined  in  the  same  manner. 
Thus,  in  one  case,  profit  is  net  after  tax;  in  another  case,  it  is  net  before  fixed 
charges.  In  one  case,  the  profit  ratio  is  determined  by  comparing  profit  and 
net  worth;  in  another  case,  net  profit  is  compared  to  the  sum  of  bonded  debt 
and  net  worth;  in  still  another  case,  net  income  is  related  to  capital  stock. 
It  is  questionable  whether  a  reader  or  user  of*  the  ratios  can  make  proper 
allowances  for  the  differences  thus  introduced  into  the  results.  In  connec- 
tion with  the  percentage  of  return  ratio,  the  sum  of  the  dividends  on  both 
common  and  preferred  stock  was  compared  with  net  worth  in  one  case, 
while  in  a  second  section  common  stock  dividends  were  related  to  the  sum 
of  common  stock  and  surplus.  In  computing  another  ratio,  notes  payable 
alone  were  used  when  they  were  shown  separately;  when  the  payables  were 
shown  as  one  lump  sum  they  were  assumed  to  be  all  accounts  payable.  Ac- 
crued expenses  were  included  in  a  ratio  base  in  one  case,  while  in  a  second 
case  they  were  not  included  in  the  ratio  base.  These  and  other  differences 
were  either  rationalized  out  of  the  picture  or  stated  as  limitations  to  be  con- 
sidered in  interpreting  the  results  obtained.  To  the  extent  that  the  ration- 
alization is  correct  and  to  the  extent  that  the  limitations  stated  can  and  will 
be  applied  the  procedure  followed  is  proper.  It  is  possible,  however,  that 
they  hide  significant  variations  which  would  place  the  picture  in  a  consider- 
ably different  light. 

It  should  be  remembered  that  in  the  main  the  conclusions  stated  are  aver- 
ages and  that  much  of  the  scatter  and  individual  variation  are  thus  hidden 
from  view.    While  the  presentation  of  a  mass  of  detail        „,     Coruorate 
may  prevent  one  from  seeing  the  forest  because  of  the        Picture  Not 
trees,   the  statistical   forest   may   be  only   a   derived  or        Briffht 
mathematical  one.    Individual  and  social  action  is  often 
geared  to  specific  phases  of  the  whole  rather  than  to  averages.    For  society 
as  a  whole  and  for  numerous  individuals,  the  average  may  serve  only  as  a 
means  of  summarization  and  may  have  little  or  no  effective  influence  upon 
action. 

Thus,  the  last  few  years  have  witnessed  an  attack  upon  corporations 
realizing  big  profits.  Such  profits  and  their  retention  have  been  presumed 
to  make  the  corporation  independent  of  the  capital  markets  and  to  some 
extent  independent  of  stockholder  control.  Taxation  has  been  directed  at 
such  conditions  for  the  presumed  benefit  of  the  social  whole.  Union  poli- 
cies for  increasing  wage  rates  have  also  been  encouraged  for  the  purpose 
of  compelling  corporations  to  disgorge  themselves  of  some  of  their  profit- 
ableness.   The  long-term  efFect  of  this  course  has  been  largely  ignored. 
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The  averages  computed  do  not  provide  much  support  for  such  pohcies. 
The  report  states  that  on  the  average  American  manufacturing  corpora- 
tions earned  in  the  aggregate  only  a  4.3  per  cent  return  on  their  equity 
capital  throughout  the  period  1926-36.  Surely,  this  was  only  a  moderate 
average  return  (the  return  on  Government  bonds  of  Series  E  is  not  greatly 
less),  in  view  of  the  average  mortality  rate  which  was  determined  to  exist. 
At  the  mortality  rate  over  the  period  of  the  11  years  1926-36,  60  per  cent 
of  the  sample  of  1,000  small  corporations,  5/4  annually,  failed  or  went  out 
of  business.  Over  the  6-year  period  1930-36,  almost  50  per  cent,  or  8  per 
cent  annually,  of  the  sample  of  300  small  manufacturers  failed  or  went  out 
of  business.  While  it  was  also  stated  that,  in  the  case  of  the  400  large  cor- 
porations studied,  86  were  incorporated  before  1900,  261  between  1901  and 
1920,  and  only  103  between  1921  and  1927,  and  that  more  than  a  fourth  of 
these  corporations  made  a  profit  in  total  invested  capital  of  15  per  cent  or 
more  in  each  of  the  years  1928  and  1929,  the  picture  as  a  whole  looks  rela- 
tively bleak. 

As  with  a  number  of  recent  studies  of  the  corporation,  size  is  given  an 
important  role  in  the  investigation.  In  general,  the  conclusions  reached 
m,     P  ,  are  favorable  to  the  large  organization. 

n  «.  The  average  life  term  of  the  Standard  Statistics  sample 

of  400  appears  to  be  considerably  better  than  the  average 
life  term  of  the  small  corporations.  Whereas  the  latter  had  a  mortality  rate 
of  60  per  cent  (of  the  sample  of  1,000)  over  the  period  1926-36,  or  50  per  cent 
(of  the  sample  of  300)  over  the  period  1930-36,  most  of  the  former  continued 
in  existence  throughout  the  whole  of  the  period — 38  corporations  were  more 
than  50  years  old  and  only  27  were  less  than  15  years  old. 

The  profit  rate  of  the  larger  corporations,  subject  to  possible  variations, 
was  also  said  to  be  the  best.  Of  the  sample  of  400  large  corporations,^  more 
than  25  per  cent  made  a  profit  of  15  per  cent  or  more  in  each  of  the  years 
1928  and  1929,  while  38  per  cent  of  the  sample  of  small  corporations  earned 
a  profit  of  10  per  cent  or  more  in  1929.  Forty  per  cent  of  the  small  corpora- 
tions were  not  able  to  earn  a  profit  in  even  the  most  profitable  years  1926-29; 
the  percentage  suffering  a  loss  in  1932  was  86;  more  than  50  per  cent  failed 
to  make  money  during  the  period  1930-35.  On  the  other  hand,  only  some- 
what more  than  25  per  cent  of  the  400  large  corporations  suffered  a  loss  of  5 
per  cent  or  more  in  1932;  during  the  period  1927-29  the  largest  percentage 
suffering  a  loss  of  5  per  cent  or  more  in  any  one  year  was  1.75  (1929);  the 
largest  percentage  failing  to  make  money  was  5.5  in  1929. 

The  percentage  of  income  paid  out  in  dividends  increased  somewhat  with 
the  size  of  the  corporation — for  the  period  1931-36  from  46  per  cent  for  the 
smallest  group  to  99.7  per  cent  for  the  largest  group;  the  rate  of  return  on 
the  net  worth  increased  from  2.7  per  cent  (for  the  period  1931-36)  for  the 
smallest  group  to  an  average  of  5.6  per  cent  for  the  largest  group. 

s  The  400  corporations  were  not  only  large  but  also  among  the  best. 
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The  largest  companies,  on  the  average,  had  a  ratio  of  current  assets  to  cur- 
rent Habihties  almost  three  times  as  large  as  that  of  the  smallest  companies. 
Up  to  the  $5,000,000  class,  the  larger  companies  exhibited  the  better  net- 
working-capital to  capital-asset  ratio;  thereafter  the  ratio  was  regressive.  (It 
should  be  pointed  out,  however,  that  relative  cash  and  the  ratio  of  total  cur- 
rent assets  to  total  current  liabilities  may  improve,  but  there  may  be  no  gen- 
eral improvement — thus,  sales  may  have  declined,  receivables  declined,  and 
payables  declined.) 

Relatively,  the  larger  corporations  borrowed  less  money;  the  ratio  of  net 
worth  to  total  debt  improved  with  the  size  of  the  company  and  the  ratio  of 
current  to  total  debt  did  the  same;  the  larger  companies  had  a  relatively 
higher  ratio  of  surplus. 

The  larger  corporations  tended  to  excel,  therefore,  in  most  of  the  accom- 
plishments and  relationships  which  one  would  deem  desirable;  they  had  the 
better  earnings  record  (subject  to  the  question  of  what  constitutes  profit), 
the  better  relative  dividend  record,  and,  in  general,  the  sounder  financial 
status.  From  the  data  provided  they  appear  to  have  been  the  most  efficient, 
and  also  the  most  effective  investment  medium.  There  are,  of  course,  other 
phases  of  the  problem  that  should  be  investigated  before  one  would  want  to 
accept  all  of  these  conclusions  without  reservation.'' 

The  figures  used  by  the  investigator  were  either  accounting-statement  fig- 
ures or  income-tax-returns  figures.  No  adjustments  were  made  for  changing 
price  levels  or  for  changing  values.     Since  the  period  - .    .... 

was  one  which  included  a  considerable  change  in  the  *4.i.    t»     • 

•     1      1  /t     1-  1  1-  o      1    ,^         1  of  the  Basic 

price  level  (the  high  point  according  to  Snyder  s  General-  ^. 

Price  Level  Index  Number  Series  was  183  in  September 
1929;  the  low  point  123  in  March  1933;  by  February  1936  the  price  level 
had  risen  to  151),  the  income  figures  of  the  respective  years  were  compar- 
able only  mathematically.  The  income  ratios,  therefore,  do  not  have  too 
direct  a  meaning  from  the  standpoint  of  their  temporal  purchasing-power 
significance. 

In  the  second  place,  the  profit  figures  and  ratios,  as  well  as  other  ratios, 
were  probably  influenced  by  the  variations  in  accounting  procedure  in  effect 
in  the  various  corporations,  variations  in  which  in  any  given  year  may  have 
been  responsible  for  considerable  differences  in  the  net  results  secured.^ 
The  profits  compared,  therefore,  do  not  all  mean  the  same  thing.® 

There  is  thus  a  serious  question  as  to  the  extent  to  which  some  of  the 
ratios  indicate  anything  conclusive.  The  importance  of  this  point  is  empha- 
sized by  the  reversal  of  conclusions  as  to  the  relative  profitability  of  small 
and  large  corporations  when  interest  and  officers'  compensation  were  in- 

^  Such  as  the  book  capital  adjustments  made,  the  relative  freedom  of  competition,  the  pro- 
portion of  concentrated  control   existing,  etc. 

'^  Greer,  H.  C,  The  Accounting  Review,  December  1938,  shows  that  the  application  of 
varying  accounting  procedures  may  cause  a  variation  in  reported  profits  of  over  200  per  cent. 

**  This,  of  course,  was  understood  by  the  investigator. 
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eluded  as  a  portion  of  the  return.  The  adjustment  of  other  items  to  be 
found  in  the  accounting  recordings  may  possibly  have  brought  about  even 
more  serious  changes  in  the  relationships  exhibited.  To  what  extent,  there- 
fore, is  one  justified  in  developing  elaborate  ratios  when  the  basic  data 
themselves  are  not  comparable  ?  ® 

In  computing  the  ratio  of  surplus  and  undivided  profits  to  net  worth,  the 
surplus  figures  included  both  capital  and  earned-surplus  items.  The  former, 
economically,  is  much  like  the  capital  of  capital  stock.  A  company  issuing 
no-par  stock  and  allocating  a  portion  of  the  capital  to  capital  surplus  would 
exhibit  a  far  better  surplus  to  net-worth  ratio  than  would  a  company  credit- 
ing the  whole  to  capital  stock.  The  mere  arbitrary  accounting  division  of 
the  economic  capital  into  two  parts,  however,  should  not  have  been  per- 
mitted to  change  the  basis  of  judging  the  net- worth  status  of  the  two  com- 
panies. 

The  same  defect  is  encountered  in  the  ratios  showing  the  relationship  of 
capital  stock  to  surplus.  Capital  surplus,  apparently,  is  included  in  the  sur- 
plus end  of  the  ratio;  more  meaningful  results  would  have  been  obtained 
if  it  had  been  added  to  the  capital-stock  end  of  the  ratio. 

To  hope  that  differences  resulting  from  such  variations  would  be  insig- 
nificant or  that  they  would  be  washed  out  by  compensations  was  placing 
too  much  faith  in  something  that  probably  did  not  exist.  Nor  was  it  entirely 
satisfactory  merely  to  state  qualifications  in  presenting  the  data.  Compari- 
sons are  made  on  the  basis  of  the  figures  given;  one  cannot  make  proper 
allowances  for  factors  whose  extent  he  does  not  know. 

Another  ratio  having  a  tendency  to  mislead  is  the  ratio  showing  the  rela- 
tionship between  cash  dividends  and  total  owners'  equity.  While  this  ratio 
may  possibly  have  some  significance  from  the  angle  of  the  corporation,  it 
has  little  meaning  for  large  numbers  of  stockholders,  and  actually  may  con- 
tribute to  a  sad  misinterpretation  of  their  success  or  failure.  It  is  also  of 
limited  service  in  comparing  the  dividend  liberality  of  different  corpora- 
tions or  the  dividend  experiences  of  the  respective  years.  Conservation  in 
the  dividend  policy  of  the  early  years  in  one  case  may  lead  to  the  accumu- 
lation of  a  considerable  surplus.  A  given  amount  distributed  per  share  will 
represent  a  smaller  rate  of  return  than  if  the  company  had  been  less  con- 
servative. Since  the  larger  companies  rather  consistently  paid  out  a  much 
larger  proportion  of  their  income  in  the  form  of  dividends,  the  surplus 
of  the  larger  companies  should  have  accumulated  relatively  less  rapidly 
than  the  surplus  of  the  smaller  companies.     The  different  capital  experi- 

^  As  respects  the  profit  ratios  an  important  problem,  obviously,  rests  in  proper  definition. 
For  instance,  are  officers'  compensations  and  interest  items  tliat  should  justly  be  included  in 
the  profit  base?  Were  the  organization  a  sole-proprietorship  or  partnership  there  would  be 
litde  doubt  as  to  the  answer.  Is,  then,  the  legal  distinction  of  corporate  entity  sufficient  to 
cause  a  high  degree  of  discrimination  between  cases  that  economically  are  fundamentally 
similar?  It  is  evident  that  if  the  data  are  to  be  directly  comparable,  if  they  are  to  indicate 
conclusions  in  which  one  is  to  have  faith,  the  data  must  be  developed  according  to  pretty 
much  the  same  pattern. 
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ences  of  the  two  groups  should  therefore  have  contributed  an  influence  to- 
ward the  showing  of  a  more  favorable  dividend-net  worth  ratio  for  the 
larger  companies.  Working  in  the  opposite  direction,  however,  was  the 
influence  of  the  larger  profits,  relatively,  earned  by  the  larger  companies  and 
the  influence  of  the  law  of  diminishing  returns.  Drawing  upon  accumu- 
lated surplus  for  dividends  during  the  depression  years  must  certainly  have 
afifected  the  dividend  ratios  of  subsequent  years.  Those  companies  that  were 
less  liberal  during  the  depression  years  were  the  most  adversely  aflected 
from  the  standpoint  of  the  presentation  of  the  dividend-net  worth  ratios 
for  the  subsequent  years  when  the  earning  position  and  dividend  policy 
were  restored.  The  ratio,  to  a  considerable  extent,  was  thus  influenced  by 
past  policy.  The  relative  dividend  liberality  of  the  different  groups  must 
also  have  affected  the  relationship  between  other  ratios. 

But,  back  to  the  point  that  the  dividend-net  worth  ratio  may  be  mislead- 
ing as  respects  the  status  of  large  numbers  of  stockholders.  Note  this  state- 
ment, for  instance: 

It  is  rather  surprising  to  observe  that  in  certain  of  the  years  a  sizable  propor- 
tion of  the  companies,  in  some  years  more  than  10  per  cent,  pay  out  dividends 
greater  than  a  fifth  of  the  total  stockholders'  equity.  Five  years  of  such  dividends 
would  mean  that  the  stockholder  has  gotten  back  his  entire  equity  in  the  con- 
cern.-'*' 

It  is  illustrative  of  a  rather  fundamental  misconception.  There  is  fre- 
quently a  considerable  gap  between  the  pro  rata  equities  exhibited  by  the 
corporate  books  and  the  actual  outlay  which  the  respective  stockholders 
made  to  acquire  that  equity.  The  corporate  statements,  frequently  at  least, 
exhibit  the  net  accumulative  experiences  of  the  corporate  entity.  The  stock- 
holders' equity,  therefore,  exhibits  the  actual  original  investment,  plus  sub- 
sequent investments,  plus  accumulated  net  undistributed  income  (minus 
losses).  While  there  are  numerous  illustrations  of  departures  from  this  pro- 
cedure in  which  adjustments  are  made  for  appreciated  or  depreciated  eco- 
nomic values,  it  is  usually  assumed  that  the  bulk  of  corporate  accounting 
is  consistent  with  the  procedure  mentioned. 

The  stockholders  of  large  numbers  of  corporations,  however,  are  a  fairly 
shifting  group,  a  considerable  proportion  of  whom  will  have  acquired  their 
participating  interests  through  the  market  and  at  the  prices  prevailing  at 
the  time  of  purchase.  Because  of  the  theories  of  accounting  and  the  fiction 
of  legal  entity,  these  purchase  prices  find  no  reflection  on  the  corporate  books. 
The  profits  reported  by  the  corporation  and  the  dividends  paid  are  there- 
fore not  profits  determined  in  terms  of  such  equities,  nor,  strictly,  are  divi- 
dends true  returns  to  such  equities.  Dividends  can  hardly  be  pure  returns 
when  the  profits  are  not  based  upon  investment  values  representing  the 
purchase  price.     A  dividend  return  of  twenty  per  cent  based  upon  book 

^^  Monograph  No.  15,  p.  57. 
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equity  may,  therefore,  mean  that  a  specific  stockholder's  commitment  may 
not  be  recovered  for  a  period  of  twenty  or  thirty  years;  on  the  other  hand, 
it  may  be  recovered  in  two  or  three  years. 

The  difficulty  may  be  clarified  by  noting  the  difference  between  the  ac- 
counting procedure  followed  when  a  new  owner  buys  out  a  previous  sole- 
proprietorship  and  the  accounting  procedure  followed  when  a  new  stock- 
holder acquires  the  interest  of  a  previous  stockholder.  In  the  former  case 
the  assets  of  the  business  are  usually  adjusted  to  the  values  existing  at  the 
date  of  purchase.  Since  depreciation,  thereafter,  is  computed  on  the  new 
value  base,  profits  will  be  decreased  or  increased  correspondingly.  The  profit 
figures  are  therefore  related  to  the  new  proprietor's  investment,  and  the 
return  earned  has  specific  meaning.  When  the  new  stockholder  acquires 
his  interest,  however,  no  change  is  made  in  the  value  base  on  the  books 
of  the  corporation.  Profits  continue  to  be  computed  on  the  basis  of  the 
original  stockholders'  equity,  and  the  rate  of  return  continues  to  be  com- 
puted on  the  old  basis.  While  this  is  the  correct  procedure  for  those  stock- 
holders who  made  the  original  investment,  it  should  be  evident  that  it  has 
little  meaning  for  a  large  proportion  of  subsequent  stockholders. 

This  point  is  of  considerable  importance  in  comparing  the  large  and 
small  corporations.  If  the  former  are  the  more  profitable,  the  market  values 
of  the  stock  should  come  to  reflect  that  situation  and  the  rate  of  return 
should  be  adjusted  correspondingly.  In  part,  the  failure  of  the  study  to 
indicate  equalized  profit  ratios  ^^  may  be  traced  to  the  historical-corporate- 
entity  aspect  of  accounting;  in  part,  also,  the  differences  in  the  degrees  of 
risk  would  seem  to  have  an  influence. 

The  study  reported  in  Monograph  No.  15  sets  forth  a  considerable  quan- 
tity of  factual  material  as  respects  the  experiences  of  American  manufac- 
C*n  rlnqi  n  turing  corporations,  their  relationships,  etc.    The  precise 

conclusions  to  be  drawn  from  the  data,  however,  are 
neither  patent  nor  free  from  qualifications.  Considerable  danger  lies  in 
the  fact  that  the  latter  are  not  clear  cut  and  that  the  data  will  probably  be 
used   frequently   without   making   the   qualifications   indicated. 

^1  Monograph  No.  15,  p.  22. 
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Antitrust  in  Action 

IN  this  monograph  Walton  Hamilton,  Professor  of  Law  in  the  Yale  Uni- 
versity Law  School;  and  Irene  Till,  Social  Science  Analyst  of  the  Tem- 
porary National  Economic  Committee  Staflf,  have  written  a  paper  of  120 
closely  printed  passes,  with  another  23  pages  of  appendixes,  that  is  inter- 
esting in  more  ways  than  one.  Their  style  is  an  odd  one.  It  is  not  too 
easy  to  read  and  sometimes  it  is  hard  to  understand.  Something  of  their 
general  attitude  toward  their  subject,  however,  appears  in  their  opening 
chapter. 

We  gather  that  they  do  not  think  well  of  the  Sherman  Act  and  that  they 
are  not  too  hopeful  of  what  any  kind  of  regulating  can  do.  Of  the  Act,  they 
ask  as  early  as  their  second  page: 

Why  has  it  not  been  a  success?  Is  the  crux  of  the  trouble  the  congressional 
failure  to  implement  the  law  with  adequate  funds?  Or  is  its  weakness  due  to 
an  insecure  foundation?  Is  a  statute  enacted  in  the  far-away  nineties  adequate 
to  the  problem  of  restraint  five  decades  later?  Is  the  machinery  for  its  admin- 
istration subject  to  the  wear  and  tear  of  time,  and  has  it  become  obsolescent? 
Can  the  basic  issues  of  industrial  government  be  transmuted  into  causes  of  action? 
Can  the  process  of  litigation  be  made  to  put  an  erring  trade  back  on  the  right 
track?  Have  courts  the  distinctive  competence  to  bring  order  and  justice  into 
the  affairs  of  industry?  Can  a  series  of  suits  be  depended  upon  to  hold  the  na 
tional  economy  true  to  the  competitive  ideal?  Are  the  sanctions  of  the  statute  of 
a  character  to  induce  compliance?     In  a  word,  can  antitrust  be  made  the  answer? 

They  end  this  chapter  or  subsection,  which  they  head  "The  Question  of 
Antitrust,"  with  the  following  short  paragraph  (p.  4) : 

The  tangle  of  affairs  to  which  the  old,  the  amended,  or  the  new  measure  will 
be  applied  comes  straight  out  of  the  past.  Only  from  the  knowledge  of  how  it 
has  worked  can  the  law  be  remade  and  set  on  its  way.  The  line  gives  position 
to  the  point;  the  sweep  through  time  endows  with  meaning  a  problem  of  here 
and  now. 

Our  authors  conclude  their  essay  with  "A  Final  Caveat."  Here,  after 
hinting  that  in  many  industrial  areas  the  free  and  open  market  has  been 
compromised  or  is  forever  gone,  they  say  (p.  119) : 

A  hazard  to  the  common  good  attends  the  enlargement  of  personal  discretion. 
No  matter  how  competent  the  agency,  informed  persons  shudder  at  the  replace- 
ment of  the  open  market  by  personal  discretion. 
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They  add  that  "other  ventures  have  not  pointed  an  alluring  way,"  and  go 
on  to  show  that  they  mean  the  regulatory  commissions  and  NRA.  And 
they  close  with  this  paragraph  (p.  120) : 

At  the  moment  a  triple  demand  is  being  laid  upon  the  national  economy — it 
must  take  the  turbulent  course  of  events;  it  must  assimilate  a  medley  of  public 
controls  long  overdue;  it  must  provide  an  adequate  national  defense.  It  may  well 
be  that  here  is  more  traffic  than  the  system  of  free  enterprise  can  carry.  But  if 
competition  belongs  to  an  interlude  in  history — a  lull  between  ages  of  unlike 
authority — only  its  events  can  reveal  the  next  stage. 

The  task  of  keeping  industry  the  instrument  of  the  commonwealth  is  as 
arduous  as  it  is  everlasting. 

Between  this  beginning  and  this  end  the  authors  discuss,  in  Section  I,  the 
history  and  scheme  of  the  Sherman  Act  (pp.  5-11)  and  the  changing  varie- 
ties of  restraint  of  trade  (pp.  12-20) ;  and,  in  Section  II,  the  administrative 
procedures  (pp.  23-97) ;  to  these  is  added  Section  III,  "A  Program  of  Action" 
(pp.  101-120). 

In  Section  II,  under  seven  subheadings,  the  authors  deal  with  what  they 

consider  Congressional  parsimony  toward  the  Antitrust  Division  of  the  De- 

(\         f        f  partment  of  Justice,  the  policy  and  politics  of  the  De- 

„,  -    .  partment  and  the  Division  and  of  their  methods,  the 

Sherman  Act  t  i  .        /     •     •     ,, 

way  a  case  ongmates  out  or  complamts  (prmcipally,  as 

they  say,  coming  from  businessmen),  the  methods  and  difficulties  of  pre- 
paring a  case,  those  of  trying  it,  the  various  kinds  of  suits  in  enforcement, 
and  the  attempt  to  find  new  means  of  dealing  with  the  problem,  such  as 
the  advisory  opinion  by  the  Department  and  the  "consent  decree.  We  are 
not  from  this  summary  to  think  that  Mr.  Hamilton  and  Miss  Till  object 
to  the  Act  because  they  believe  that  business  ought  to  have  its  own  way. 
On  the  contrary,  they  assume,  without  making  this  premise  too  explicit, 
that  business  generally  is  monopolistic;  they  appear  not  to  be  so  clear  that 
it  is  always  conspiratory,  although  apparently  not  much  is  necessary  to  make 
them  believe  that  probably  it  is  so  in  any  instance.  Their  quarrel  with  the 
Sherman  Act  is  that  the  Government  has  too  hard  a  time  winning  cases 
under  it,  and  that,  even  when  the  Government  does  win,  the  victories  do 
not,  as  they  believe,  regulate  the  conduct  of  the  industries  in  which  the 
Government  has  had  its  victories. 

Thus,  in  dealing  with  the  Antitrust  Division  as  the  agency  for  enforcing 
the  Act,  the  authors  show  that  from  1903,  when  the  Antitrust  Division 
began,  down  to  1940  there  were  seventeen  Attorneys  General,  and  that  when 
a  new  one  comes  in  there  generally  is  a  lull  while  he  is  feeling  his  way. 
In  this  business  he  acts  through  the  head  of  the  Division,  who  has  his  own 
energy  or  laxness  as  the  case  may  be.  Then  there  is  the  problem  of  what 
cases  to  select  out  of  all  that  there  might  be.  The  authors  tell  us  that 
those  against  whom  the  Division  proceeds  then  bring  their  political  pres- 


ANTITRUST  IN  ACTION  227 

sure  to  bear,  and  that  the  whole  aflfair  may  afiFect  important  groups,  classes, 
and  interests  not  parties  to  the  controversy.  Other  branches  of  the  Govern- 
ment may  consider  themselves  affected.  The  authors  tell  us  that  "a  long 
succession  of  clearances  may  be  necessary  to  get  a  case  of  the  first  magni- 
tude under  way."  They  refer  to  changes  of  administration,  and  then  we 
find  this  paragraph  (p.  29) : 

The  course  of  events  may  trick  Antitrust  out  of  its  chance.  In  a  period  of 
depression  it  has  always  to  take  the  hurdle  "this  is  no  time  to  monkey  with  busi- 
ness"; in  one  of  prosperity  it  is  confronted  with  the  barrier  "better  let  well  enough 
alone."  In  Wilson's  administration  Antitrust  seemed  about  to  get  going.  In  a 
burst  of  high  resolve  the  Federal  Trade  Commission  was  established.  Then  came 
the  blow  of  the  World  War,  and  enforcement  passed  into  eclipse.  When  the 
second  Roosevelt  came  into  office,  hard  times  seemed  to  dictate  something  more 
radical,  and  Antitrust  could  not  easily  move  in  territory  which  NRA  had  pre- 
empted. 

After  giving  instances  of  changes  in  policy  and  methods  they  say  (p.  31) : 

Thus  no  continuity  has  dogged  the  steps  of  Antitrust.  The  law  in  action  has 
worn  the  livery  of  many  masters.  The  temper  of  the  times,  the  fervor  of  the 
party,  the  preferences  of  officials  have  all  become  terms  in  the  formula  of  enforce- 
ment. The  Antitrust  Division  has  been  exposed  to  all  the  winds  that  blow.  In 
a  Cabinet  department  it  has  no  immunity  from  the  forces  of  policy,  politics,  and 
pressures  which  play  upon  the  administration.  The  frequent  shifts  in  attitude 
and  policy  have  done  much  to  confuse  lines.  What  is  frowned  at  under  one 
regime  is  tolerated  or  even  looked  upon  with  favor  by  another. 

And  later  (p.  32) : 

As  industry  goes  its  dynamic  way,  it  exhibits  unfamiliar  trouble  spots,  exposes 
the  public  to  unexpected  dangers,  demands  fresh  accommodation  to  its  national 
habitat.  Government  regulation  of  industry  has  from  the  first  been  a  matter 
bristling  with  controversy.  The  fact  of  the  national  economy,  only  dimly  sensed 
a  few  years  ago,  can  no  longer  be  overlooked;  the  public  has  consciously  come 
to  think  of  industry  as  an  instrument  to  serve  the  general  welfare. 

The  authors  describe  (pp.  33-34)  their  view  of  the  consequences  that  arise 
because  the  Act  is  one  that  it  takes  a  lawyer  to  enforce: 

Data  are  collected,  files  are  examined,  witnesses  are  interviewed,  trade  practices 
are  reviewed,  industrial  structures  torn  apart — all  to  the  good  end  of  building  up 
a  case.  .  .  .  He  gathers  evidence  instead  of  finding  facts;  pieces  together  a  con- 
spiracy rather  than  dissects  trade  practices.  .  .  .  The  attorneys  develop  zeal  in 
their  work,  are  persuaded  of  the  guilt  of  the  accused.  .  .  .  The  one-sided  char- 
acter of  investigation  fortifies  an  initial  presumption  that  there  is  something  sin- 
ister in  the  transactions  under  review.  .  .  .  The  instrumental  character  of  the 
statute,  the  objective  the  suit  was  intended  to  gain,  the  effect  of  the  decision  upon 
industry  fade  into  the  background. 
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Of  the  attorney  they  say  (p.  34) : 

In  fact,  an  attorney's  effectiveness  may  be  spoiled  by  a  detached  attitude.  Once 
he  wavers  in  single-minded  purpose,  once  he  concerns  himself  with  remaking 
the  structure  of  the  industry,  his  energies  are  dissipated,  his  powers  of  advocacy 
gone.  He  becomes  sensitive  to  the  intricate  economic  forces  which  compel  human 
behaviour;  he  entertains  doubts  about  the  sinister  character  of  the  activities  being 
brought  to  judgment.  Before  his  very  eyes  evil  intent  degenerates  into  a  natural 
response  to  an  inviting  or  ticklish  situation.  He  may  even,  if  once  he  deserts 
prosecution  for  understanding,  put  himself  in  the  other  fellow's  place — and  then 
he  is  sunk.  An  element  in  his  case — an  indispensable  element — is  industrial 
analysis;  yet  in  its  attainment  he  cannot  compromise  his  office  of  prosecutor. 

Next,  under  the  subheading  "The  Origin  of  the  Suit,"  our  authors  de- 
scribe how  cases  begin  with  a  complaint,  how  the  complainant  generally 
is  a  small  business  man  who  somehow  felt  himself  hurt.    They  say  (p.  37) : 

The  general  run  of  complaints  spring  from  a  trend  in  an  industry  towards  con- 
centration, a  situation  in  which  the  little  fellow  is  up  against  the  giant  corpora- 
tion, a  point  in  an  industrial  sequence  at  which  large  units  pass  a  good  thing 
along  to  smaller  ones. 

They  show  how  dependent  complaints  are  upon  the  doings  of  the  Division 

itself  (p.  38) : 

Appeal  to  Antitrust  is  a  habit  common  to  some  industries  and  little  known  in 
others.  In  steel  the  usage  is  conspicuous  by  its  absence.  ...  In  oil  a  continuous 
stream  of  complaints  alleges  restraint  along  the  industrial  line  from  well  to  filling 
station.  Here  the  habit  goes  back  to  the  eighties  and  nineties;  it  was  dramatized 
in  the  victory  of  the  Government  over  "the  octopus"  of  Standard  Oil.  A  sharp 
enmity  marks  the  struggle  between  the  major  companies  and  the  independents; 
the  cry  of  monopoly  is  in  the  nature  of  a  tradition.  Antitrust  has  had  the  in- 
dustry under  almost  constant  observation;  the  person  who  recites  incidents  to 
show  restrictive  practices  in  oil  is  sure  of  his  audience. 

They  describe  the  difficulties  of  investigating  either  by  the  F.B.I.,  whose 
investigators  have  not  the  training  for  work  of  that  kind,  or  by  the  Divi- 
sion's own  lawyers,  who  are  not  detectives.  Deciding  to  investigate  a  case 
thoroughly  amounts  for  the  Division  to  selecting  it  for  trial.  The  principal 
factor  in  deciding,  according  to  the  authors,  is  cost,  but  there  are  others. 
This  is  what  they  say  (pp.  43,  44) : 

An  element  of  chance  cannot  be  eliminated.  A  number  of  invitations  to  ac- 
tion may  be  equally  plausible  in  volume  of  complaints,  persistence  of  pressure, 
importance  within  the  economy.  There  may  be  little  to  choose  between  them. 
A  full  investigation  is  necessary  to  resolve  the  competing  claims.  Yet  in  each 
instance  investigation  is  a  costly  process;  the  Division  feels  called  upon  to  get 
results  from  the  funds  laid  out;  and  results  are  forthcoming  only  by  pressing  the 
matter  to  suit.  Causes  should  go  to  action  in  terms  of  their  importance;  yet  only 
through  action  is  importance  determined.     Rough  criteria  must,  therefore,  do 
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duty  for  detail  of  fact,  clean-cut  analysis,  careful  comparison.  The  criteria  of 
choice,  far  too  beset  with  intangibles  to  be  reduced  to  a  formula,  include  the 
volume  of  complaints,  the  pressure  of  their  reiterated  beat,  the  strategic  position 
of  dominant  firms  within  the  industry,  the  power  of  the  mighty  to  impose  dis- 
cipline upon  their  brethren,  the  significance  of  the  injury  to  the  general  public, 
the  case  or  difficulty  of  securing  evidence,  the  anticipated  hazards  of  the  judicial 
battle  ahead. 

As  there  are  many  terms  in  the  call  to  decision,  so  are  there  many  attorneys 
pressing  for  action  on  many  fronts.  Almost  every  member  of  the  staff  gets  per- 
suaded by  his  own  case.  .  .  .  The  attitude  of  the  head  of  the  Complaint  Section, 
the  experience  and  predilection  of  its  staflf,  the  interest  and  zeal  aroused  by  the 
initial  inquiry  among  other  officials  of  the  Division,  all  impinge  upon  the 
judgment. 

In  their  fourth  subsection,  on  "Building  the  Case,"  the  authors  discuss 
principally  the  search  for  evidence.  They  consider  first  the  witnesses.  The 
victim  of  restraint,  as  the  authors  call  him,  they  say  is  not  a  good  witness, 
for  either  he  was  not  in  the  conspiracy  and  does  not  know  much,  or  he 
was  related  to  it  and  has  reasons  either  of  loyalty  or  of  fear  or  of  hope  for 
not  wishing  to  compromise  himself  with  those  in  the  business.  The  authors 
open  this  part  of  their  account  as  follows  (p.  46) : 

Rarely  can  justice  build  its  case  upon  the  evidence  of  victims  of  restraint.  They 
may  have  taken  its  full  impact;  they  may  be  glib  with  suspicions,  rumors,  clues, 
theories.  But  as  persons  sinned  against  rather  than  sinning,  they  did  not  sit  in 
on  the  conspiracy.  Through  eye  and  ear  they  can  give  little  overt  testimony  to 
the  eventful  decisions.  A  threat  clumsily  phrased,  an  indiscreet  letter  gone  astray, 
a  note  of  instructions  sent  out  to  an  agent,  a  suspicious  memorandum  fallen  into 
the  wrong  hands,  a  conversation  overheard  from  a  nearby  table,  a  remark  of  an 
indiscreet  salesman — such  are  the  shreds  of  proof  which  the  injured  party  can 
offer.  They  offer  presumptions  of  guilt  feeble  indeed  against  skills  which  make 
up  the  art  of  restraint.  For  less  is  spoken  than  is  to  be  done;  the  face  of  the 
understanding  is  given  an  appearance  of  innocence,  the  secret  is  hedged  against 
discovery.  Unless  the  conspirators  blunder  or  blurt,  unless  their  victim  is  a  skilled 
industrial  sleuth,  a  harvest  of  surmises  yields  a  small  grist  of  proof. 

At  page  48,  they  say: 

All  the  chicanery  which  attends  ordinary  litigation  is  imported  into  the  anti- 
trust case. 

And,  at  page  49: 

The  testimony  of  witnesses — friendly  or  hostile — is  invaluable.  It  maintains 
the  ceremonial  of  a  trial;  kindles  the  fire  of  personal  combat;  provides  illustra- 
tion, concretion,  human  interest  to  the  drama  of  law.  But  it  rarely  sustains  a 
complaint  by  the  weight  of  the  evidence. 

They  conclude  that  the  Division  must  have  documents  and  point  out 
that,  since  it  has  no  power  of  subpoena,  it  has  difficulty  in  getting  them 
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unless  it  calls  a  grand  jury.  They  comment  that  "businessmen  are  not 
likely  to  co-operate  with  enthusiasm  in  an  enterprise  designed  to  prove  that 
they  are  criminals."  Hence  the  Division  sends  attorneys  and  F.B.I,  men 
into  the  field  and  in  two  months  usually  has  leads  enough  for  beginning 
with  the  grand  jury  and  issuing  subpoenas.  Of  the  grand  jury  the  authors 
say  (pp.  51,  52) : 

The  task  is  to  probe  into  intricate  matters,  to  get  on  top  of  the  heap  of  col- 
lected fact,  to  cut  through  industrial  structure  to  the  trade  practices  beneath,  to 
assess  as  legal  or  illegal  the  conduct  of  individuals.  Skilled  analysts,  much  expe- 
rienced in  the  ways  of  the  national  economy,  would  have  great  difficulty  at  such 
a  job.  It  is  hardly  fair  to  expect  superlative  performance  from  such  citizens  of 
the  world  as  make  up  the  ordinary  grand  jury. 

Speaking  of  "silk  stocking"  grand  juries,  they  say  (p.  52): 

If  the  case  concerns  the  racketeer,  fraudulent  use  of  the  mails,  kidnapping,  nar- 
cotic drugs,  the  traffic  in  white  slaves,  the  ordinary  run  of  Federal  crime,  their 
presence  is  a  joy  to  the  prosecutor.  But  if  it  is  an  antitrust  suit  there  are  hazards. 
In  the  domain  of  public  control  the  members  of  such  a  jury  have  views  of  their 
own,  and  the  attorneys  must  walk  warily.  On  occasion  jurors  have  displayed  a 
knowledge  of  the  fine  points  of  the  law  and  have  even  insisted  upon  distinguish- 
ing cases — a  competence  a  little  unseemly  for  persons  who  are  supposed  to  belong 
to  the  laity.  Frequently,  too,  they  find  it  not  impossible  to  put  themselves  in  the 
other  fellow's  place.  As  often  as  not  they  are  reluctant  to  indict  persons  who 
belong  to  their  own  class  and  are  respectable  pillars  of  society. 

The  authors  discuss  the  prosecutor's  difficulties  in  listing  documents,  in 
subpoenas,  the  dangers  that  documents  or  files  may  disappear,  the  problem 
before  witnesses  whether  to  stand  upon  their  constitutional  rights  or  to  sign 
a  waiver.  The  authors  point  out  how  the  prosecutor  may  obtain  his  object 
by  calling  minor  officials  as  witnesses.  Of  the  proceedings,  they  have  this 
to  say  (p.  53) : 

It  is  the  function  of  the  court,  when  the  case  comes  to  trial,  to  listen  to  the 
counts,  to  hear  the  answer,  to  render  judgment.  At  that  time  the  witness  enjoys 
the  benefit  of  counsel;  his  attorney  is  at  hand  to  keep  straight  the  path  of  his 
testimony,  to  guard  him  against  pits  dug  by  the  enemy.  At  the  trial  every  ad- 
verse move,  act,  question,  is  subject  to  challenge.  But  in  the  grand  jury  room 
the  witness  has  no  such  friendly  help.  His  lawyer  is  not  in  attendance  to 
select,  arrange,  direct,  color,  interpret  his  recitation  of  facts.  Since  he  has  only 
the  vaguest  notions  of  the  direction  the  inquiry  may  take,  any  real  preparation 
by  his  attorneys  is  out  of  the  question.  During  the  ordeal  he  must  rely  largely 
upon  his  own  ingenuity.  A  business  official  who  is  accustomed  to  lean  upon 
counsel  approaches  with  something  like  terror  a  legal  situation  in  which  he  is 
compelled  to  go  it  alone.  Anything  like  a  united  front  by  the  several  concerns 
is  out  of  the  question.  Moreover,  the  hazard  of  conflicting  narratives  serves  to 
discourage  fabrication.     There  may  be  silence,  reticence,  lapses  of  memory;  but 
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the  testimony  of  record  is  a  nearer  approximation  to  truth  than  any  later  pro- 
ceeding is  likely  to  yield. 

They  say  also: 

Nominally,  the  grand  jury  has  the  power  to  indict  or  refuse  to  indict;  in  reality 
it  usually  does  the  will  of  the  prosecuting  attorney  into  whose  hands  the  real 
discretion  has  passed. 

In  discussing  efforts  of  the  Division  to  find  the  weak  spot  to  attack,  the 
authors  explain  (p.  54)  : 

But  the  up-to-date  industry  is  streamlined  against  testimony  exposure.  The 
informal  understanding,  the  telephone  accord,  the  accepted  gesture  which  all  are 
to  follow,  is  enough.  In  segments  of  the  industrial  system,  even  such  forms  of 
collusion  are  fading  into  disuse.  A  general  acceptance  of  the  same  notion  of  a 
fair  mark-up,  of  the  same  terms  for  a  cost-into-price  formula,  of  an  established 
system  of  delivered  price  turns  the  trick.  A  "moral  front"  may  restrain  the 
chiseler  whose  practices  are  a  menace  to  the  industry;  yet  the  ties  that  bind  may 
be  so  ethereal  as  to  be  invisible  to  the  law.  The  courts  ask  for  documents;  evi- 
dence of  collusion  must  be  distilled  out  of  thin  air. 

And  farther  on: 

Time  and  again  a  file  lives  with  the  atmosphere  of  an  effective  restraint,  yet 
discloses  nowhere  the  formal  statement.  As  document  follows  document,  there 
is  everywhere  tacit  acceptance  of  some  understanding  which  remains  mute. 

The  authors  discuss  the  Government's  strategy  in  deciding  between  the 
grand  jury  and  equity  or  choosing  them  both.  In  the  course  of  this  they 
say  (pp.  55,  56): 

If  aluminum  is  the  monopoly  the  Government  insists,  a  number  of  smaller 
units  must  occupy  its  domain;  a  resolution  of  its  economic  power  into  lesser 
equities  can  be  effected  only  through  the  supervision  of  a  court.  If  the  pattern 
of  the  motion  picture  industry  is  as  unlawful  as  the  complaint  declares,  a  mere 
judgment  upon  past  conduct  is  not  an  insurance  of  future  behavior.  The  struc- 
ture of  the  industry  must  be  redesigned;  its  trade  practices  must  be  grooved  the 
way  public  interest  lies;  equity  alone  is  capable  of  so  constructive  a  task. 

But  the  authors  find  that  the  Division's  policy  in  the  past,  of  clearing  pro- 
posed plans,  has  caused  later  embarrassment.  In  a  note  (p.  56)  they  refer 
to  U.  S.  v.  General  Electric  Co.,  272  U.  S.  476  (1926)  where  Chief  Justice 
Taft  mentioned  the  fact  that  the  Attorney  General  had  declined  to  express 
an  opinion  of  the  legality  of  the  plan,  and  also  pointed  out  that  it  had  been 
in  operation  since  1912.    Of  this  the  authors  say: 

There  is  an  inference  here  that  the  public  may  lose  its  rights  through  silence 
or  negligence  on  the  part  of  its  officials. 

Of  using  both  criminal  and  equity  remedies  concurrently,  the  authors, 
after  pointing  out  that  there  has  been  censure  of  this  by  President  Taft  in 
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1912  and  by  Judge  Geiger  in  the  automobile  finance  cases  in  1937,  go  on 
to  say  (p.  57) : 

And  often  businessmen  insist  that  the  punitive  proceeding  is  a  chib  wielded 
with  the  intent  of  coercing  the  accused  into  consent  decrees.  If  the  consent  decree 
were  an  effective  instrument  of  industrial  government,  the  charge  might  warrant 
consideration;  but  where  it  does  little  more  than  painlessly  and  quietly  close  the 
case,  it  is  quite  academic.  Even  were  it  effective,  the  presumption  must  be  set 
down  in  its  favor.  Actions  for  crime  and  in  equity  are  not  alternatives  in  the 
Sherman  Act.  And  the  return  of  an  industry  to  the  competitive  design  is  so  rare 
a  product  of  litigation  that  tolerance  should  be  accorded  the  law  for  however 
many  instruments  it  employs  to  achieve  the  result. 

Under  their  fifth  subhead,  "Antitrust  in  the  Courtroom,"  the  authors 
show  how  unfitted  they  believe  a  lawsuit  is  as  a  means  to  regulate  busi- 
ness (p.  59) : 

An  impersonal  is  converted  into  a  highly  personal  matter.  The  actual  ques- 
tion is  whether  a  particular  pricing  practice,  a  cost  formula  for  price,  a  system 
of  basing  points  has  a  proper  place  in  the  pattern  of  an  industry.  The  legal  issue 
is  whether  the  conduct  of  specific  officials  of  particular  corporations  falls  within 
or  without  the  law. 

.  .  .  The  device  of  a  lawsuit  envelops  a  question  of  policy  in  an  atmosphere 
of  personal  controversy.  The  very  terms  "prosecution"  and  "defense"  disguise 
the  question  of  choice  between  alternative  industrial  arrangements.  If  the  suit 
is  in  equity,  every  presumption  is  arrayed  on  the  side  of  current  practice.  It  is 
not  enough  that,  by  the  norms  of  the  statute,  the  suggestions  of  the  Government 
are  the  better.  An  irreparable  damage  must  be  shown  before  the  court  can 
decree  "correction,"  and  constructive  measures  must  masquerade  as  "relief."  If 
it  is  a  criminal  action,  the  industrial  status  quo  appears  as  a  person  accused, 
whose  innocence  must  be  presumed  until  proof  of  guilt  no  longer  admits  of  a 
reasonable  doubt.  Over  the  centuries  the  common  law,  the  statutes,  and  even 
the  Constitution  have  conspired  to  create  an  intricate  system  of  defenses  about 
the  man  whose  freedom  is  in  jeopardy.  He  must  be  fully  informed  of  the  charges 
against  him;  he  must  be  confronted  by  witnesses  to  his  wrongdoing;  he  cannot 
be  made  to  bear  testimony  against  himself;  evidence  that  is  tainted  with  unlaw- 
ful search  or  the  third  degree  cannot  be  used  against  him;  his  guilt  must  stand 
out  sharply  above  every  Winder  his  skilled  attorneys  can  devise.  Such  safeguards 
to  personal  innocence,  private  character,  individual  integrity  become  buttresses 
about  a  distinctive  way  of  business  conduct  that  may  be  antisocial.  All  of  them, 
reasonable  enough  when  the  life  or  liberty  of  a  human  being  is  in  jeopardy,  be- 
come elements  of  an  obstructing  machinery  when  the  real  issue  is  the  amend- 
ment of  a  trade  practice. 

Our  authors,  although  one  of  them  is  professor  in  a  distinguished  law 
school,  show  that  their  view  of  lawyers  is  low.  They  say  at  the  bottom 
of  page  59: 

The  flight  from  the  unfamiliar  world  of  actualities  into  the  shadowland  of 
symbol  and  rite  is  almost  inevitable.    The  atmosphere  of  litigation  invites  it;  the 


ANTITRUST  IN  ACTION  233 

lawyer  is  wary  of  public  appearance  about  matters  he  does  not  understand;  he 
impresses  his  client  most  in  the  display  of  his  priestcraft. 

And  on  page  60: 

No  attorney  of  skill  would  be  content  to  create  two  issues  where  one  has  been 
before;  at  least  half  a  dozen  would  be  essential  to  satisfy  his  professional  pride. 

They  deal  at  some  length  with  the  problem  of  proof,  the  rules  of  evi- 
dence (including  the  hearsay  rule),  the  effects  of  agency  and  corporate  struc- 
ture, witnesses,  intent,  the  judge,  and  appeals.  In  dealing  with  these  sub- 
jects they  say  a  number  of  striking  things. 

Thus  at  page  60: 

If  incriminating  evidence  is  in  the  hands  of  the  Government,  it  is  the  func- 
tion of  the  defense  attorneys  to  fight  its  admissibility.  For,  if  it  is  kept  out,  it 
cannot  reach  the  minds  in  judgment  to  entice  reaction.  If  it  does  not  get  into 
the  record,  presumably  the  higher  covirt  which  some  day  must  hear  an  appeal  will 
get  no  wind  of  it.  Time,  patience,  resource,  guile,  ingenuity,  indirection,  are  re- 
quired of  the  prosecution  to  draw  it  forth,  fit  it  into  an  articulate  indictment, 
refine  it  into  the  testimony  the  court  will  entertain.  For  every  item,  before  it 
can  take  its  place  within  the  contemplation  of  the  court,  must  make  its  peace  with 
"the  rules  of  evidence." 

Of  what  they  call  the  "code  of  evidence"  they  say  (p.  61)  : 

It  aims  to  fix  a  focus,  to  avoid  the  irrelevant  and  untrustworthy,  to  make  the 
line  of  inquiry  converge  upon  the  event  in  question.  It  seeks  to  protect  the  ac- 
cused against  gossip,  rumor,  surmise,  inference  by  limiting  testimony  to  direct, 
straightforward,  authenticated  statement.  .  .  . 

Actually  these  rules  of  evidence  are  vague  enough  to  allow  considerable  lati- 
tude. '  The  discretion  they  accord  the  presiding  judge  accounts  in  part  for  the 
care  with  which — if  any  choice  is  possible — the  Division  selects  the  particular 
district  in  which  to  bring  its  case.  One  judge,  who  regards  the  rules  as  a  gen- 
eral guide,  will  set  down  a  presumption  in  favor  of  what  is  offered  and  exclude 
only  when  clearly  he  must.  Another  judge,  who  regards  the  rules  as  severities 
demanding  strict  conformity,  imposes  upon  every  bit  of  testimony  the  duty  of 
proving  its  way  into  the  record.  A  third,  who  frankly  admits  he  is  feeling  his 
way,  is  inclined  to  say,  "Let  in  at  least  for  the  time  and  later  we  can  decide  its 
worth."  Thus  the  judge's  conception  of  his  office,  his  temperament,  his  habits 
on  the  bench,  his  feeling  at  ease  or  his  bother  with  the  instant  case,  obtrude  into 
the  rules  of  evidence,  as  he  makes  stubborn  or  easy,  speedy  or  protracted,  the 
way  of  proof.  He  may  generously  admit  irrelevances  and  blur  perspective  or  he 
may  haughtily  exclude  essentials  and  create  a  distortion. 

In  a  paragraph  on  the  judge  (pp.  61-62): 

Often,  as  the  trial  proceeds,  the  vigilance  with  which  evidence  is  guarded  is 
relaxed.  The  judge  has  discovered  that  data  will  get  in  anyhow;  he  is  bored  and 
wants  the  thing  over;  his  mind  is  made  up. 
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Dealing  with  relevance  and  competence  of  evidence  (p.  62)  : 

But  the  court  has  no  instrument,  save  its  own  judgment,  to  weigh  the  material 
against  the  immaterial  and  to  separate  the  relevant  from  the  irrelevant.  In  an 
affair  so  complicated,  with  the  lines  of  the  case  only  slowly  coming  into  place, 
the  umpire  possesses  only  the  vaguest  standards  of  reference.  Any  item  put  in  is 
relevant  if  it  is  "connected  up";  but  such  connection  may  come  later  and  is  never 
quite  free  from  the  taint  of  inference. 

We  come  to  the  authors'  views  on  the  hearsay  rule  (pp.  63,  64) : 

The  tangled  miscellany  known  as  the  hearsay  rule  looms  large  in  Antitrust. 
The  defendants  seldom  admit  guilt;  their  files — complete  enough  upon  many 
topics — are  strangely  fragmentary  in  respect  to  restraint;  overt  testimony  can 
rarely  be  put  together  to  prove  the  act.  A  search  will  usually  reveal  numerous 
bits  of  evidence  of  an  incriminating  kind.  But  as  often  as  not  they  are  not  the 
kind  of  testimony  which  a  court  is  willing  to  receive  as  currency.  .  .  . 

There  is,  of  course,  no  sharp  line  between  overt  testimony  and  hearsay.  .  .  . 
The  boundary  becomes  a  sheer  fiction  in  an  antitrust  case;  there  the  unlawful  act 
is  a  series  of  events  stretching  across  the  years;  a  large  number  of  corporations, 
with  ranking  officers  and  factotums,  are  parties;  the  various  persons,  natural  and 
artificial,  are  involved  in  very  different  capacities.  The  policy  of  restraint  is  con- 
tinuous; each  who  has  a  role  sees  with  his  own  eyes  only  a  segment  of  the  larger 
design;  each  shapes  his  conduct  upon  activities  which  he  takes  for  granted  but 
about  which  he  has  no  intimate  personal  knowledge.  To  any  particular  witness 
what  is  overt  and  what  is  hearsay  depends  upon  how  little  or  how  much  is 
crowded  into  the  specific  event  about  which  he  testifies.  A  shift  in  the  definition 
of  act  from  the  minute  incident  to  the  policy-in-action  converts-  hearsay  into  direct 
testimony.  The  very  tissue  which  gathers  the  parts  into  a  going  conspiracy  is 
knowledge  that  extends  far  beyond  personal  observation.  In  antitrust  it  is  utterly 
impossible  for  a  judge  to  apply  the  hearsay  rule  without  benefit  of  a  series  of 
fictions. 

They  go  on  to  discuss  the  law  of  agency  (pp.  64-65) : 

In  the  trial  the  law  of  agency  has  a  heroic  role.  The  Government  invokes 
respondeat  superior,  insists  that  the  acts  of  its  agents  are  the  acts  of  the  corpora- 
tion, and  calls  upon  both  to  answer.  The  corporation  retorts  that  the  alleged  acts 
of  officials  were  never  authorized  and  clearly  lay  beyond  the  scope  of  their  em- 
ployment. ...  As  yet  the  strictures  of  evidence  have  not  been  loosened  enough 
to  accord  with  the  great  impersonality  of  the  corporation.  ...  At  times  even  tes- 
timony near  its  best  may  flatten  itself  against  the  evasive  intricacies  of  corporate 
structure.  The  Government  has  a  "perfect  case"  against  "state  agents"  who  put 
the  screws  upon  the  dealers  in  a  certain  ware.  But  discretion  lies  with  the 
"executive" — and  the  corporate  character  is  there  to  show  it.  The  men  at  the 
top  disclaim  the  acts  of  the  agents  and  deny  all  responsibility.  It  is  even  reported 
that  subordinates  have  been  disciplined  for  exceeding  their  authority  in  a  matter 
affected  with  a  public  interest.  The  Government's  proof,  plain  as  day,  has  diffi- 
culty in  getting  over  the  high  hurdles  of  agency.  In  instances  the  rule-in-action 
produces  a  curious  result.     In  the  suit  against  General  Motors,  all  officials  were 
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found  innocent  by  a  jury  which  heaped  their  collective  guilt  upon  the  company. 
An  impersonal  corporation  had  acted  without  the  intervention  of  human  agency. 

The  authors  consider  the  legal  problem  of  intent.  In  the  course  of  this 
they  say  (p.  67) : 

The  greatest  obstacle  in  making  a  case  stick  lies  in  the  proof  of  "intent."  As 
yet  little  attempt  has  been  made  under  the  Sherman  Act  to  outlaw  "monopoly 
per  se";  the  usual  case  involves  a  charge  of  conspiracy.  Section  1  recites  the 
words  "contract,  combination,  or  conspiracy  in  restraint  of  trade";  yet  the  first  of 
the  verbal  trio  has  least  and  the  third  most  color  of  a  legal  offense.  When  to  a 
particular  situation  all  are  equally  applicable,  that  one  is  chosen  which  carries  the 
greatest  legal  taint.  An  agreement  which  seeks  private  gain  in  the  face  of  an 
opposing  declaration  of  public  policy  is  at  law  to  be  called  by  the  ugliest  name. 
And  the  more  tenuous  type  of  informal  understanding  is  in  form  neither  contract 
nor  combination;  it  is  fashioned  of  stuff  too  insubstantial  easily  to  be  drawn  to- 
gether into  either  of  these  categories. 

Here  the  authors  have  a  footnote,  the  last  sentence  of  which  reads: 

For  antitrust  we  have  an  articulate  law  of  conspiracy;  as  yet  we  have  little  in 
the  way  of  a  law  of  monopoly. 

They  go  on  (pp.  67-68) : 

In  a  technical  way  "conspiracy"  lends  itself  rather  nimbly  to  the  task  in  hand. 
Men  may  stealthily  plot  about  any  matter  under  the  sun;  the  essential  vagueness 
of  the  concept  permits  the  entrance  of  a  large  and  miscellaneous  array  of  facts; 
under  adroit  guidance  a  somewhat  well-rounded  picture  of  the  activities  of  an 
industry  may  be  approximated.  The  factor  of  time  and  the  statute  of  limitations 
are  not  serious  bothers;  all  the  acts  which  make  up  the  conspiracy,  whatever  their 
dates,  are  admissible.  The  successful  consummation  of  the  illegal  undertaking 
does  not  have  to  be  proved;  the  meeting  of  the  conspirators  for  a  nefarious  pur- 
pose is  enough.  ...  As  a  result,  elusive  as  it  is,  conspiracy  is  generally  the  easier 
way  to  a  verdict  of  guilt.  .  .  . 

The  task  of  showing  a  concert  in  activities  to  be  sinister  is  extremely  difficult. 
...  As  yet  the  courts  are  not  content  with  a  showing  of  uniform  rises  in  price 
or  a  demonstration  that  a  division  of  territory  in  fact  exists.  .  .  . 

Men  do  not  in  an  abstract  way  aim  at  a  restraint  of  trade.  Their  object  is  to 
create  and  to  exploit  to  their  own  advantage  money-making  opportunities.  Nor 
does  the  pure  state  of  mind,  manifest  in  the  legal  concept,  shape  a  course  of  con- 
duct carried  out  through  many  acts,  comprehending  a  host  of  detailed  judgments 
extending  over  a  period  of  years.  The  conduct  of  a  business  enterprise  is  a 
process;  a  series  of  situations  are  touched  ofl;  as  the  situation  changes  the  motive 
of  the  actors  is  no  higher  and  no  lower  than  the  pursuit  of  gain.  At  one  time 
advantage  lies  in  engaging  in  collusive  undertaking;  at  another,  in  luring  away 
an  important  customer  from  a  competitor;  at  a  third,  by  joining  the  group  in  a 
raid  upon  a  troublesome  fellow;  at  a  fourth,  in  granting  a  secret  discount,  prof- 
fering a  free  service,  adding  a  unit  not  paid  for,  making  the  real  lower  than  the 
quoted  price.  .  .  . 
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The  stream  of  activities  springs  in  part  from  a  realization  that  the  security  of 
a  stable  price  structure  can  be  had  only  through  co-operative  action.  But  it  de- 
rives in  part,  too,  from  the  precarious  situations  in  which  businessmen  find  them- 
selves, from  a  response  to  a  stimulus  which — assuming  a  money-making  economy 
—is  not  too  inaccurately  to  be  set  down  as  tropismatic.  To  isolate  from  the  com- 
plex of  impulses  playing  upon  a  host  of  persons  a  particular  motive,  or  to  make 
one  impulse  to  action  dominant  and  the  others  recessive,  is  to  indulge  in  sheer 
fiction. 

The  word  "tropismatic"  is  in  the  latest  and  largest  of  three  dictionaries  in 
which  we  looked  for  it.    Having  found  it,  we  still  are  not  certain  that  we 
know  what  our  authors  are  saying  here. 
They  go  on  again  (pp.  68-69) : 

This  taint  of  ceremonial  gives  to  the  defendants  a  singular  advantage.  In  every 
criminal  action  the  prosecution  must  establish  the  intent  to  commit  a  crime. 
This  makes  it  very  difficult  to  secure  the  conviction  of  individuals.  To  the  ordi- 
nary jury  a  corporation  is  not  sacrosanct;  it  is  an  impersonal  arid  affluent  sort  of 
thing;  in  the  run  of  mine  case  the  jury  takes  pleasure  in  making  the  creature 
disgorge  to  the  benefit  of  the  personal  litigant.  Bigness  itself  tends  to  connote 
evil;  a  jury  is  not  indisposed  to  see  chicanery  in  the  activities  of  the  large  cor- 
poration. But  suspicion  needs  to  be  underlined  and  fortified  if  persons  of  con- 
sequence in  their  communities  are  to  be  sent  to  jail  or  fined.  It  is  hard  to  con- 
nect important  officials,  who  carry  on  far  back  of  the  operating  front  with  overt 
deeds.  Minor  employees  can  more  easily  be  connected  with  acts  of  legal  wrong, 
but  there  is  general  sympathy  with  their  plight.  Here  the  juryman  deftly  puts 
himself  in  the  other  fellow's  place;  the  salary  of  the  poor  wretch  is  small,  he  has 
no  voice  in  policy,  his  job  may  be  in  jeopardy. 

The  authors  pay  their  respects  to  the  attitude  of  judges  (p.  70) : 

In  matters  of  public  control  the  dominant  urges  which  make  for  decision  come 
from  without  the  formal  law.  The  minds  of  many — in  fact  of  most — Federal 
judges  reflect  the  attitudes  and  traditions  of  the  upper  middle  class  from  which 
they  spring.  Some  of  them  have  their  own  substantial  blocks  of  securities;  many 
belong  to  clubs  where  only  respectable  opinions  are  voiced;  all  read  newspapers 
whose  slant  does  not  escape  the  vigilance  of  their  advertisers.  Until  "New  Deal 
judges"  came  in  numbers  to  the  bench,  the  presumption  ran  strongly  against  any 
interference  by  Government  with  the  affairs  of  business;  the  placing  of  the  burden 
of  proof  upon  regulation  was  a  widespread  article  of  judicial  faith. 

The  authors  go  on  to  show  the  difficulties  of  the  judge  in  dealing  with 
a  kind  of  case  that  may  come  before  him  only  once  in  a  lifetime.  They 
conclude  that  the  significance  of  the  result  of  the  trial  he  has  presided  over 
is  not  beyond  peradventure  (p.  72) : 

In  essence  the  matter  is  not  a  controversy  between  persons  at  all.  The  real 
issue,  which  must  upon  the  sidelines  abide  the  result  of  a  combat  at  law,  is  the 
pattern  of  arrangements  upon  which  an  industry  should  be  conducted. 
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The  authors  do  not  find  hope  in  appeals  (p.  74) : 

A  review  of  legal  error  made  in  the  trial  court  would  appear  to  be  somewhat 
beside  the  point.  Between  the  cryptic  words  of  the  general  law  and  the  evasive 
actualities  of  industry  a  gulf  yawns  which  the  process  of  litigation  seems  unable 
to  bridge.  A  vague  feeling  that  the  matter  demands  standards  more  earthly  than 
those  of  the  statute  has  found  expression  in  a  search  for  a  "rule  of  reason."  It 
has  been  invoked,  denounced,  accepted,  and  rejected  in  a  dialectical  war  which 
runs  through  volumes  of  the  reports.  ...  In  spite  of  all  the  opinion  it  has  called 
forth,  it  remains  an  evasive  idiom  whose  words  remain  to  be  filled  with  specific 
values. 

The  plain  truth  is  that  the  "rule  of  reason"  is  symptom  rather  than  device.  It 
records  the  discomfort  which  the  appeal  court  feels  in  having  to  concern  itself 
with  a  task  which  fits  neatly  neither  its  distinctive  competence  nor  its  conditions 
of  work.  The  retreat  from  the  rule,  manifest  in  recent  holdings,  is  prompted 
by  an  awareness  that  an  antitrust  suit  demands  a  realistic  attack  that  a  body  ap- 
pointed to  correct  legal  error  cannot  give. 

Under  their  sixth  subhead,  the  authors  discuss  what  they  call  "The  Efficacy 
of  Sanctions." 

Dealing  first  with  suits  in  equity,  they  dispose  of  dissolution  as  having 
limited  application  and  rarely  having  been  successful.    They  say  (p.  75) : 

It  can  be  invoked  only  where  the  almost  complete  concentration  of  the  busi- 
ness has  made  absence  of  competition  conspicuous.  A  major  difficulty  is  that  in 
most  industries  a  trickle  of  rivalry  is  preserved  to  becloud  the  issue  for  the  courts. 
And  the  blatant  monopoly  is  often  safeguarded  by  rights  of  patent  which  can  be 
pleaded  in  extenuation.  Not  one  line  in  the  Sherman  Act  proclaims  the  exact 
norm  to  which  competitive  practice  must  conform  or  lists  the  requisites  which 
make  up  proof  of  violation. 

They  next  consider  injunctions.  These  they  think  it  hard  for  the  Gov- 
ernment to  obtain  (p.  75) : 

The  absence  of  subpoena  power  means  that  the  Government  must — unless  it 
has  held  unusual  co-operation  or  used  the  grand  jury — go  into  court  half-pre- 
pared. It  knows  in  little  more  than  general  terms  the  wrongs  at  which  it  will 
thrust;  a  large  part  of  the  facts  out  of  which  it  must  construct  its  edifice  of  proof 
are  still  missing;  it  is  still  vague  about  the  remedies  which  are  required. 

An  injunction  leaves  the  past  as  it  is.  It  binds  only  the  parties  to  the  suit 
and  prohibits  only  the  acts  specified.  It  does  not  guide  others  or  induce 
general  compliance  with  the  law.    The  authors  comment  (pp.  76-77) : 

Despite  its  innocuous  character,  the  courts  have  not  looked  upon  the  equity 
process  with  great  favor.  Over  a  period  of  50  years,  272  equity  cases  have  been 
instituted  and  93  have  come  to  trial.  Of  these,  64  have  been  won  and  29  lost 
by  the  Government.  In  32  instances  the  defendants  have  looked  to  the  courts 
above  to  correct  error,  and  Justice  has  taken  18  appeals.  The  prosecution  has 
fared  rather  the  better  in  the  review  of  the  findings.     As  the  appellee,  decisions 
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in  its  favor  have  been  affirmed  in  21  cases,  affirmed  in  part  in  2,  reversed  in  7, 
and  dismissed  as  moot  in  2.  As  the  appellant,  it  has  secured  reversals  in  12  cases, 
failed  in  5,  and  had  1  case  dismissed  as  moot.  A  mere  count  cannot,  of  course, 
allow^  for  the  relative  importance  of  the  suits  involved.  A  glorious  triumph  over 
a  petty  lot  of  cleaners  and  dyers  is  small  compensation  for  defeat  in  an  attempt 
to  bring  coal  barons  and  processors  of  maple  flooring  to  account. 

They  believe  injunctions,  generally  speaking,  ineflFective  for  lack  of  polic- 
ing and  enforcing  (p.  77) : 

It  is  the  unusual  industrialist  who,  faced  by  the  same  problems  and  animated 
by  the  same  profit  motive,  does  not  soon  forget  the  court  decree.  He  may  live 
up  to  the  letter  of  the  court's  order,  yet  indulge  behavior  calculated  to  produce 
the  same  restraints. 

Speaking  of  the  companies  subject  to  the  sixty-odd  decrees  now  in  force 
(p.  78): 

But  to  assume  that  they  have  forsworn  the  objectives  toward  which  the  for- 
bidden practices  moved  would  be  either  to  disparage  their  zeal  in  the  pursuit  of 
gain  or  to  reflect  upon  the  competence  of  their  legal  counsel. 

In  discussing  the  criminal  suit  the  authors  show  that  businessmen  who 
were  not  racketeers  have  not  gone  to  jail.    Of  this  they  say  (pp.  79,  80) : 

It  may  be  just  as  well  that  the  fine  alone  punishes  violation  of  the  Sherman 
Act.  A  restraint  of  trade  is  a  far  more  nebulous  thing  than  a  crime  like  arson 
or  murder.  Its  incentive  is  more  definitely  set  in  circumstance;  it  is  more  sharply 
a  response  to  a  situation;  its  continuous  character  dwarfs  individual  responsi- 
bility. The  devices  by  which  it  is  sustained  are  so  numerous,  varied,  innocent 
in  themselves,  that  inference  is  necessary  to  discover  that  the  statute  outlaws  them. 
In  many  instances  the  restrictions  are  so  inseparable  from  the  practices  by  which 
the  industry  is  carried  on  that  only  through  an  intricate  process  of  reasoning  can 
they  be  isolated.  In  simplest  terms  the  question  often  is  whether  the  zeal  dis- 
played in  the  pursuit  of  gain — a  cardinal  virtue  in  a  system  of  private  business 
enterprise — has  been  carried  too  far.  Or,  in  an  idiom  habitually  employed  by  the 
judiciary,  it  is  whether  the  lure  of  profit  has  crossed  the  line  marked  out  by  a 
rule  of  reason.  No  great  landmarks  fix  the  boundary  between  the  commendable 
and  the  intolerable;  and,  as  in  case  after  case  the  courts  renew  their  survey,  the 
line  refuses  to  stay  put.  .  .  . 

It  is,  in  fact,  the  criminal  indictment,  rather  than  its  event  in  pecuniary  pen- 
alty or  prison  sentence,  which  looms  largest  in  the  minds  of  executives.  No 
respectable  citizen  wishes  to  have  his  name  attainted  by  a  formal  charge  of  crime. 
None  relishes  the  discomfort,  the  routine,  the  anxiety  of  the  process  of  arraign- 
ment; none  wishes  to  be  fingerprinted  in  the  manner  accorded  the  ordinary  crim- 
inal. Thus  the  stigma  of  the  indictment  tends  to  be  the  real  punishment.  The 
actual  penalty  comes  at  the  beginning,  rather  than  the  end,  of  the  trial.  The 
effect  is  to  punish  by  presumption  and  not  by  proof.  The  accused  is  branded 
with  the  hypothesis  of  guilt,  which  in  the  office,  at  the  club,  on  the  golf  links  he 
must  rebut  as  best  he  can.    The  judgment  emerges  from  the  verdict  of  the  grand 
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jury;  it  derives  from  an  ex  parte  process  in  which  he  is  not  heard  in  his  own 
behalf. 

The  authors  conclude  that  the  suit  in  rem  to  confiscate  the  goods  where 
an  old  industry  is  involved  is  not  feasible,  that  the  private  suit  for  treble 
damages  has  not  been  efl^ective,  and  that,  as  the  matter  stands  today,  the 
criminal  action  is  the  law's  most  effective  sanction. 

In  their  seventh  and  last  subdivision,  the  authors  deal  with  advisory  opin- 
ions and  consent  decrees.  They  believe  advisory  opinions  to  be  undesirable 
to  both  businessmen  and  the  Government.  According  to  these  authors, 
the  businessmen  cannot  rely  upon  them.  The  Antitrust  Division  has  no 
one  on  its  staff  informed  upon  the  practices  of  any  particular  business  or 
available  to  verify  carefully  the  practices  that  the  businessmen  describe  to 
them.  On  the  other  hand,  the  Division  by  indicating  in  any  way  its  opinion 
restricts  its  own  power  to  act  later. 

The  consent  decree  the  authors  apparently  consider  to  be  an  instrument 
of  considerable  possibilities,  but  they  do  not  think  that  these  have  been 
availed  of.  They  say  that,  of  about  270  proceedings  the  Government  has 
begun  in  equity,  over  half  have  resulted  in  settlements  by  negotiation,  but 
that  large  corporations  have  been  involved  in  only  about  30  cases.  They 
believe  that  the  decrees  have  not  been  formidable  in  operation  but  that 
weakness  need  not  be  inherent.  They  see  the  weakness  on  the  Govern- 
ment's side  in  negotiating  them  to  be  the  absence  of  a  reliable  picture  of 
the  industry,  a  superficial  knowledge  of  its  structure  and  habits,  and  igno- 
rance "in  regard  to  the  real  sources  of  trouble."  These  make  for  a  process 
of  bargaining  that  is  uncertain,  speculative,  and  confused.  The  representa- 
tives of  the  Government  seek  guidance  from  the  gentlemen  of  the  industry 
who  on  their  side,  the  authors  say,  are  little  accustomed  to  thinking  in  terms 
of  an  entire  industry.  According  to  the  authors,  they  lack  an  alternative 
view,  they  are  little  given  to  detachment,  critical  analysis,  the  consideration 
of  alternative  argument.    And  (pp.  91,  92) : 

So  the  defendants  propose,  the  Government  counters,  the  parties  mutually 
thrust  at  plans;  the  ordeal  yields  an  aggregate  of  isolated  prohibitions.  At  best, 
the  agreement  which  emerges  is  a  makeshift  answer  to  the  problem  of  industrial 
order. 

Nor  does  Justice  really  view  the  consent  decree  as  an  instrument  of  industrial 
government.  The  dangers  which  attend  its  creation  have  invoked  timidity  in 
exploring  its  possibilities.  The  want  of  an  independent  source  of  information,  of 
a  clear  grasp  of  industrial  practice,  of  an  arsenal  of  constructive  reforms  from 
which  to  choose,  has  made  officials  cautious  in  committing  themselves.  .  .  . 

In  consequence,  litigation  and  negotiation  become  alternative  means  to  much 
the  same  result. 

Other  problems  that  the  authors  find  involved  in  consent  decrees  are  that 
the  only  parties  bound  are  those  named  in  the  instrument;  that  the  terms 
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of  the  instrument  may  afFect  disadvantageously,  without  their  having  had 
an  opportunity  to  be  heard,  both  other  parties  in  the  industry  and  parties 
in  other  industries;  that  there  is  Httle  means  of  poHcing  the  decrees;  and 
that  they  are  inflexible.  Commenting  upon  the  decree  binding  only  those 
named  in  it,  the  authors  say  (p.  92)  : 

Where  an  industry  is  half-bound,  half-free,  those  who  must  obey  the  decree 
are  put  at  a  competitive  disadvantage. 

The  authors  close  this  part  of  their  discussion  with  their  comments  on 
proceedings  in  the  Columbia  Gas  &  Electric  Co.,  the  National  Cash  Reg- 
ister Co.,  and  the  meat  packers  proceedings. 

In  Section  III,  pages  101  to  120,  we  have  the  authors'  suggestions.  They 
begin  by  saying  that  a  revision  of  the  Act  is  long  overdue.    Thus  at  page  101 : 

A  constructive  attack  may  be  made  upon  any  one  of  several  planes.  It  may 
aim  to  vitalize  the  current  act  or  it  may  seek  another  way  of  industrial  order.  It 
, ,  .  _  may  aim  to  hurry  along  the  suit  at  law  or  it  may  abandon 

„  .    f      »>  litigation  for  an  administrative  venture  into  control.    It  may 

remain  true  to  the  ancient  creed  of  competition  or  it  may 
choose  to  ground  regulation  upon  another  philosophy.  But  antitrust  is  a  rather 
intricate  affair;  one  question  easily  touches  off  another;  and,  as  it  goes  forward, 
inquiry  is  likely  to  take  its  way  to  another  level.  It  is,  therefore,  essential  to 
separate  proposals  for  revision  into  groups  and  to  keep  always  clear  the  current 
plane  of  discussion. 

The  authors  first  suggest  a  number  of  moves  "within  the  four  corners  of 
the  Sherman  Act": 

(1)  "Retooling,"  that  is,  reorganizing  and  enlarging.  This  would  in- 
clude an  entirely  new  administrative  division  before  which  prosecutions 
would  be  carried,  with  judicial  review  through  an  "especially  constructed 
industrial  court  of  five  or  seven  members"  with  direct  appeal  to  the  Supreme 
Court.  This  special  court  would  have  jurisdiction  both  in  law  and  equity, 
would  even  hear  criminal  actions  with  juries,  and  would  also  sit  in  tort, 
that  is,  hear  damage  cases  and  assess  fines  and  penalties  against  corporations 
and  their  agents. 

(2)  Without  abandoning  grand  jury  proceedings  the  Department  of  Jus- 
tice should  be  given  the  power  of  subpoena;  that  is,  a  general  right  to  ac- 
quire production  of  all  books,  records,  and  documents  desired  for  executive 
administration,  including  the  right  to  examine  them  in  the  offices  of  the 
business.  The  Department  of  Justice  "should  have  free  access  to  all  records 
whenever  occasion  demands." 

(3)  It  is  suggested  (p.  103)  that: 

Equity  is  the  legal  process  best  suited  to  restraint  of  trade.  .  .  .  The  resort  to 
the  criminal  action  has  been  compelled,  not  because  it  is  appropriate,  but  because 
the  use  of  the  grand  jury  was  necessary  to  secure  evidence. 
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Amendment  of  the  law  is  therefore  necessary  in  the  direction  of  penalties, 
which  should  include  a  remedy  against  the  guilty  parties,  individual  or  cor- 
porate, not  damages  at  the  demand  of  the  Government. 

So  it  is  proposed  that  a  corporation  violating  the  Act  forfeit  to  the  United 
States  a  sum  equal  to  twice  the  total  of  the  net  income  accruing  during  the  period 
of  wrongdoing.  An  offending  officer  is  likewise  to  forfeit  to  the  Government 
double  the  compensation  he  has  received  during  the  period  of  violation.  In  addi- 
tion, an  executive  may  for  an  appropriate  period  be  separated  from  his  corporate 
office  for  such  malfeasance  in  the  discharge  of  his  duties. 

(4)  Because  of  the  difficulty  of  connecting  overt  acts  with  what  is  called 
"wilful  decision  of  corporate  officials,"  a  presumption  is  to  be  made  to  bridge 
the  gap.  That  is,  knowledge  by  any  officer  or  director  of  any  acts  consti- 
tuting the  alleged  conspiracy  in  restraint  of  trade  is  presumed  to  authorize 
the  restraint.  This  is  supposed  to  be  an  application  of  the  doctrine 
"respondeat  superior." 

It  will  be  observed  that  the  proposals  embraced  in  the  above  paragraph 
were  substantially  contained  in  what  was  known  as  the  "O'Mahoney-Hobbs 
Bill"  (S.  2719,  76th  Cong.,  First  Session,  1939). 

(5)  A  further  amendment  should  be  made  to  expressly  authorize  the 
"consumer"  to  bring  an  action  where  there  is  a  denial  of  "full  and  free  com- 
petition." Thus  it  is  pointed  out  that  where  there  appears  to  be  collusive 
bidding  the  individual  consumer,  or  especially  a  consumer  co-operative, 
should  be  permitted  to  bring  suit. 

But  our  authors  say  that,  in  spite  of  its  advantages,  such  a  program  of 
reform  does  not  reach  the  heart  of  the  difficulty.  They  suggest  an  admin- 
istrative process  beginning  with  "a  cautiously  experimental  power"  open  to 
hearing  all  parties  in  interest,  resting  upon  an  open  file  for  an  industry  pre- 
ceding by  many  months  the  raising  of  any  question  and  kept  up  to  date 
and  available  at  any  moment;  any  agreement  at  its  first  writing  to  be  little 
more  than  a  tentative  hypothesis  for  the  conduct  of  the  industry,  subject  to 
correction,  either  party  at  any  time  for  good  cause  having  the  right  to  move 
for  amendment.  This  administrative  process  would  thus  become  "an  instru- 
ment of  industrial  Government."    According  to  this  plan  (p.  Ill): 

A  breach  of  the  terms  should  be  a  civil  offense,  reached  by  a  simple  adminis- 
trative action,  and  remedied  by  mandate  or  punished  by  fine.  To  such  an  instru- 
ment a  tentative  official  assent  would  be  accorded.  Justice  could  not  protest  activi- 
ties which  conform  to  its  terms,  but  it  could  at  any  time  move  for  their  revision. 
Save  for  conduct  that  lay  clearly  without  the  law,  firms  would  not  have  to  carry 
on  under  permanent  injunctions  which  they  are  powerless  to  lift.  As  the  opera- 
tion of  the  industry  might  demand  and  so  far  as  the  public  interest  would  allow, 
any  provision  could  be  modified. 

Of  all  this  the  authors  say  (p.  112): 
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It  is  a  hard  road  ahead — but  it  seems  to  be  better  than  any  other.  .  .  .  The 
pubHc  control  of  business  awaits  the  creative  work  of  administration. 

To  carry  out  this  scheme,  there  would  be  one  section  charged  with  indus- 
trial analysis  and  another  with  formulating  rules  and  decrees  (p.  113) : 

Such  tasks  are  exacting  in  respect  to  personnel.  It  is  obvious  that  the  work 
is  not  in  strict  accord  with  the  usual  capacities  of  the  lawyer.  While  in  a  sense 
the  demand  is  for  the  practice  of  economics,  its  formal  discipline — with  severities 
which  far  too  often  reflect  more  of  the  remote  world  of  mind  than  of  the  real 
industrial  process — may  prove  as  much  a  hindrance  as  a  help.  Academic  eco- 
nomics, as  well  as  legal  law,  may  obtrude  with  alien  stereotypes,  irrelevant  pro- 
cedures, a  scheme  of  rigid  categories  in  which  to  pour  seething  actuality.  The 
need  is  a  round  of  skills  shaped  to  the  task.  It  is  at  present  impossible  to  discover 
proficiency  in  so  novel  an  art  ready-made;  it  will  have  to  be  developed.  For  that 
reason  innate  qualities  are  more  important  in  prospective  officials  than  any  formal 
schooling.  Given  a  keen,  retentive,  and  resourceful  intellect,  an  ability  to  see  the 
forest  without  losing  the  trees,  an  open  mind  that  remains  skeptically  alert,  a 
capacity  to  project  a  plan  on  paper  into  a  scheme  in  operation,  a  devotion  to  the 
public  interest — and  the  exposure  of  experience  will  do  the  rest.  The  general  run 
of  the  craft  may  be  immune — but  there  are  lawyers  and  economists  upon  whose 
disciplines  such  a  competence  can  be  grafted.  A  staff  for  such  a  task  cannot  be 
assembled;  it  must,  through  trial,  exposure,  and  discord,  be  painfully  built  up. 

Between  the  difficulties  of  the  printing  and  of  the  authors'  language,  the 
reader  is  not  altogether  clear  what  the  new  structure  is  to  be.  Seemingly, 
however,  these  sections  of  analyzing  and  of  formulating  are  to  be  outside 
of  the  Antitrust  Division,  There  is  to  be  judicial  review  by  a  special  indus- 
trial court  of  five  to  seven  members.  All  protests  by  the  Department  of 
Justice  or  by  a  private  party  against  administrative  rulings  would  go  to  this 
bench,  and  from  it  appeal  would  lie  to  the  Supreme  Court,  The  authors 
go  on  (p,  114) : 

The  Court,  like  any  Federal  tribunal,  would  sit  at  law  and  in  equity.  In  the 
exceptional  case,  it  would  sit  en  bloc;  the  run  of  mine  business  would  be  dis- 
patched by  the  single  judge.  As  occasion  demanded,  it  would  hear  criminal  ac- 
tions, refer  issues  to  the  jury,  impose  penalties.  It  would  more  often  sit  in  tort, 
and  assess  against  corporations  and  their  officials  the  appropriate  fines.  In  the 
policing  of  decrees,  a  host  of  minor  or  major  violations  would  be  brought  before 
it.  It  would  issue  injunctions,  order  divestment  and  dissolution,  decree  codes  of 
fair  conduct. 

The  Antitrust  Division  would  be  the  policing  agency  and  would  continue 
as  the  prosecuting  agency. 

Of  this  critique  of  the  existing  Antitrust  machinery,  Antitrust  in  Action, 
there  are  a  number  of  things  to  say: 

(1)  The  authors  have  shown  in  an  interesting  but  perhaps  not  wholly 
intelligible  or  complete  way  many  defects  in  the  proceedings  now  available 
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for  enforcing  the  Sherman  Act.     They  let  appear  the      mi,    •»»•  r. 

pohtics,  the  personal  ambitions,  the  private  interests,  the  -_,,    , 

pressure  from  the  groundHngs,  the  guile  (as  they  call  it), 
the  ignorance,  the  uncertainties  and  hazards  that  are  at  play,  as  well  as  the 
unfitness,  as  they  seem  to  believe  it,  of  courts  and  legal  procedures  for  the 
task.  Unwittingly  as  it  would  seem  they  bring  to  light  also  the  opportunity 
that  present  methods  of  enforcement  afford  envy,  hatred,  and  malice,  as  well 
as  political  and  personal  ambition,  to  vent  themselves  against  the  managers 
of  great  interests,  whether  those  of  organized  farmers,  of  organized  workers, 
or  of  business. 

(2)  By  innuendo  and  turn  of  phrase,  but  without  proof,  they  indicate 
their  own  conclusion  that  big  business,  generally  speaking,  is  guilty,  in  its 
pursuit  of  gain,  of  restraining  trade  in  a  manner  harmful  to  the  general 
interest. 

(3)  They  propose  as  their  long-run  and  important  reform  the  setting  up 
of  an  administrative  procedure  for  regulating  business  that  requires  creating 
and  training  a  new  race  of  lawyers  and  economists  the  like  of  whom  nobody 
yet  has  seen.  The  authors  hope  that  by  this  means  there  will  develop 
through  the  case-by-case  administrative  method  a  knowledge  of  the  problem 
and  how  to  deal  with  it  that  does  not  now  exist.  This  lack  of  knowledge 
on  the  part  of  the  lawyers,  the  courts,  and  even  those  engaged  in  industry 
they  emphasize  all  through  their  discussion.  It  is  probably  in  bringing  this 
out  that  the  greatest  value  of  their  monograph  consists. 

They  do  not  themselves  discuss  the  nature  of  restraints  of  trade.  Every- 
body who  has  thought  about  that  subject  knows  that  what  makes  an  or- 
derly world  orderly  is  restraint.  Opinion  and  circumstances  vary  widely 
relating  to  the  appropriateness  in  the  particular  case  of  self-restraint  or  re- 
straint by  authority.  Absence  of  all  restraint  is  chaos.  Ordinary  and  usual 
habits  are  a  restraint  in  the  sense  that  they  make  it  harder  to  do  the  thing 
that  is  not  habitual.  In  the  world  of  personal  affairs,  mild  expressions  of 
opinion,  as  by  one's  mother  or  the  minister  of  one's  church,  may  have  the 
effect  of  powerful  restraint.  About  restraints  of  trade  there  are  infinite  ques- 
tions relating  to  the  kind  of  restraint,  the  method  of  expressing  it,  the  per- 
sons who  express  it,  the  manner,  the  purpose,  and  unnumbered  other  con- 
siderations. The  restraints  following  the  efforts  of  a  Better  Business  Bureau 
ordinarily  are  considered  beneficent. 

A  great  problem  concerning  restraints  is  the  standard  to  apply.  This  the 
authors  do  not  discuss.  In  the  light  of  their  principal  recommendation, 
it  seems  fair  to  believe  they  have  not  made  their  own  analysis,  presumably 
for  lack  of  knowledge  of  industry.  If  this  is  true,  however,  the  props  fall 
away  from  their  own  conclusion  referred  to  above,  that  big  industry,  gen- 
erally speaking,  is  in  restraint  of  trade  in  the  undesirable  sense. 

(4)  The  penalties  that  the  authors  suggest  as  part  of  their  program  for 
the  short  run  are  so  severe  that  if  the  courts  should  enforce  them  they  prob- 
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ably  would  have  a  profoundly  deterrent  effect.  One  of  the  characteristics 
of  present  procedures  for  enforcing  the  Sherman  Act  is  that  so  often  what 
the  courts  hold  to  be  illegal  are  practices  that  grew  up  with  the  industry, 
may  have  been  in  effect  for  a  considerable  time,  frequently  have  been  gen- 
erally accepted,  and  in  most  cases  are  themselves  not  wholly  without  merit. 
Not  infrequently  the  court  that  decides  after  a  long  and  hard  litigation  is 
itself  divided.  Instances  are  not  unknown  in  which  over  a  period  of  time 
the  courts  have  decided  sometimes  one  way  and  sometimes  another.  In 
these  circumstances  the  severity  of  the  penalty  can  be  highly  unjust  to  indi- 
viduals. The  more  serious  problem,  however,  is  the  extent  to  which  they 
may  prostrate  activity.  Here  again  the  authors  do  not  seem  to  have  gone 
deep  into  the  problem.  Probably  it  is  fair  to  say  that  until  recently  in 
American  life  there  was  general  agreement  that  activity  and  development 
are  desirable,  and  that,  if  some  abuse  creep  in,  it  is  less  undesirable  than 
would  be  to  restrict  development  and  growth.  Apparently  our  authors 
take  the  other  view  and  believe  that  it  is  more  important  to  prevent  what 
they  believe  to  be  undesirable  restraints  of  trade  than  that  business  should 
continue  to  be  done. 

(5)  The  authors  make  the  usual  gibes  at  the  lawyers  and  seem  in  their 
own  minds  to  explain  the  attitudes  of  judges  by  the  clubs  they  belong  to 
and  the  newspapers  they  read,  just  as  they  measure  a  grand  jury  by  the 
supposed  feeling  of  its  members  for  other  people  of  similar  income  and  pur- 
suits. It  does  not  seem  to  occur  to  them  that  in  this  country  of  ours,  which 
business  and  big  business  have  done  so  much  to  develop,  many  a  substan- 
tial and  responsible  man  may  honestly  believe  that  a  practice  asserted  by 
the  Department  of  Justice  to  be  a  restraint  of  trade  may  be  merely  an  inci- 
dent in  a  severe  competition  between  great  competitors.  The  authors  ap- 
pear not  to  recognize  that  there  are  many  honest  people  who  still  believe 
in  letting  the  business  process  work  itself  out  over  the  longer  period. 

(6)  Since  the  authors  wrote  their  monograph,  our  country  has  seen  the 
defense  program  and  the  beginning  of  the  war.  The  Government  has  felt 
the  need  for  products  in  great  amounts  and  has  sought  to  gain  various 
industrial  and  business  objects  economically  and  speedily.  Legal  advisers 
who  a  few  short  months  or  years  before  had  unsuccessfully  sought  to  jus- 
tify practices  to  the  Department  of  Justice  as  being  in  accordance  with  the 
trend  of  the  times  and  with  efficiency  and  development  have  found  other 
departments  now  urging  them  in  the  interest  of  defense  and  of  the  war  not 
only  to  follow  those  practices  but  to  carry  them  farther.  These  experiences 
confirm  the  view  that  the  practices  were  in  fact  in  accordance  with  the 
technique  and  requirement  of  development  and,  economically,  were  de- 
sirable. 

(7)  It  is  to  be  wished  that  this  paper  had  risen  higher  above  the  con- 
ventional and  the  trivial  and  had  brought  more  into  relation  with  the 
problem  of  procedure  the  broader  questions  that  lie  at  the  base  of  the 
problem  of  antitrust. 
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Problems  of  Small  Business 

MONOGRAPH  No.  17  is  a  study  made  under  the  auspices  of  the  Depart- 
ment of  Commerce  and  of  the  Securities  and  Exchange  Commission 
for  the  use  of  the  Temporary  National  Economic  Committee.  This  study 
is  divided  into  three  parts:  Part  I,  entitled  "High  Mortality — Facts  and 
Factors,"  represents  an  attempt  to  piece  together  the  findings  of  many  inde- 
pendent studies  regarding  business  mortality.  Part  II,  entitled  "Market 
Security  and  Price  Stabihty,"  reviews  "some  phases  of  competition  in  dis- 
tribution." Part  III,  entitled  "Adequate  Long-term  and  Short-term  Fi- 
nancing," presents  two  studies  on  the  financial  problems  of  small  business; 
one  summarizes  available  fragments  of  information,  and  the  other  sum- 
marizes the  results  of  field  surveys  undertaken  by  the  Securities  and  Ex- 
change Commission. 

Apparently  (as  implied  in  the  Foreword  by  Willard  L.  Thorp)  the  major 
author  of  the  monograph  is  Dr.  John  H.  Cover,  Chief  Economic  Analyst 
of  the  Department  of  Commerce.  He  was  assisted  by  Nathanael  H.  Engle, 
Assistant  Director  of  the  Bureau  of  Foreign  and  Domestic  Commerce;  Pro- 
fessor Earl  D.  Strong  of  Grinnell  College;  Peter  R.  Nehemkis,  Jr.,  of  the 
S.E.C.;  and  by  William  Saunders,  Harold  Vatter,  and  Harold  H.  Wein, 
economists  with  the  Department  of  Commerce. 

It  would  appear  that  all  of  the  chapters  must  be  considered  as  joint  prod- 
ucts of  the  several  authors,  with  the  exception  of: 

Chapter  14  on  Government  Regulation  (Cover) 

Chapter  15  on  Struggle  for  Marketing  Control  (Engle) 

Chapter  16  on  Resale  Price  Maintenance  (Strong) 

Chapter  17  on  Capital  Problems  of  Small  Business  (Saunders,  Vatter,  and 

Wein) 
Chapter  18  on  Financial  Problems  of  Small  Business  (Nehemkis) 

PART  I.    HIGH  MORTALITY— FACTS  AND  FACTORS 

Part  I  is,  as  the  letter  of  transmittal  to  Senator  O'Mahoney  correctly  says, 
"an  exhaustive  compilation  of  the  available  segments  of  information  on 
business  mortality." 

It  is  almost  entirely  factual,  being  the  best  compilation  of  all  available 
data  and  studies  on  business  mortality.  Having  itself  a  minimum  of  argu- 
mentative observation,  it  requires  no  exhaustive  analysis. 

A  few  highlights  from  Part  I,  however,  do  merit  our  attention: 

(1)  The  authors  emphasize  (p.  3)  the 
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.  .  .  regularity  of  failure  over  more  than  a  half  century  of  business  history.  It 
is  not  a  new  experience,  nor  the  result  of  a  current  emergency.  Neither  is  it 
primarily  a  phenomenon  of  cyclical  depressions.  A  descriptive  phrase  which 
might  indicate  the  persistence  of  business  dissolution  is  the  stability  of  mortality. 
The  long-time  trend  of  disillusionment  is  impressively  constant. 

And  on  page  81  they  add: 

From  long-time  studies  of  mortality  rates,  it  would  appear  that  there  has  been 
little  change  in  the  average  life  span  of  enterprises. 

In  other  words,  we  must  go  further  back  than  either  the  1929  depression 
or  the  New  Deal  "blitzkrieg"  to  find  the  causes  of  business  mortality. 

(2)  Should  conditions  of  business  averaging  the  experience  of  the  last  50  years 
prevail,  about  7  of  each  10  new  grocery  stores  opening  today  will  survive  into 
their  second  year.  Only  4  of  the  10  may  expect  to  celebrate  their  fourth  birthday. 
[Pages.] 

(3)  Manufacturing  and  wholesaling  enterprises  survive,  on  an  average,  for 
longer  periods  than  retail,  craft,  or  service  concerns.     [Ibid.] 

(4)  Mortality  Studies. — In  recent  years,  twenty-three  studies  have  been 
made  within  restricted  geographical  areas  regarding  the  length  of  life  of 
business  enterprises.  Two  of  these  studies  covered  periods  of  more  than 
fifty  years,  while  the  others  concentrated  upon  comparatively  recent  turn- 
over records.  No  comparable  study  has  ever  been  made  for  the  country 
as  a  whole.  The  results  of  these  studies  differ  somewhat,  due  to  three  rea- 
sons: (1)  different  years  were  used  as  bases,  (2)  different  source  material 
was  used,  and  (3)  different  classifications  for  mortality  were  used.  For 
instance,  a  study  based  on  all  business  concerns  which  were  active  in  the 
city  of  Poughkeepsie  covered  the  years  from  1844  to  1933,  while  a  study 
of  all  active  retail  concerns  in  142  towns  in  Colorado  covered  the  years  from 
1927  to  1932.  In  some  cases,  consecutive  issues  of  local  city  directories  were 
used  as  the  primary  source  material;  in  other  cases,  the  Reference  BooJ^  of 
R.  G.  Dun  &  Co.,  the  mercantile  agency  (known  now  as  Dun  &  Bradstreet, 
Inc.),  was  used.  In  some  cases,  a  concern  was  considered  to  have  discon- 
tinued operations  when  the  owner  sold  control;  in  other  cases,  the  life  of 
the  concern,  no  matter  how  many  changes  in  control  took  place,  was  con- 
sidered to  be  the  vital  unit  (pp.  3-5). 

(5)  Manufacturing  and  Wholesaling. — Fewer  studies  have  been  made  of 
mortality  among  manufacturing  and  wholesaling  lines  than  retail  trades. 
The  Poughkeepsie  study  (1844-1933)  indicated  that  23,7  per  cent  of  new 
manufacturers  and  20  per  cent  of  the  wholesalers  discontinued  during  their 
first  year.  A  study  of  all  kinds  of  business  concerns — manufacturers,  whole- 
salers, retailers,  and  service — in  three  Minnesota  cities  (1926-1930)  compared 
the  advantage  of  net  worth.  The  average  life  of  concerns  with  a  net  worth 
of  $500,000  or  over  was  33.2  years;  between  $75,000  and  $500,000,  30  years; 
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and  then  a  steady  drop  to  5.2  years  for  those  with  a  net  worth  of  $2,000  or 
less  or  unclassified.  A  study  in  the  shoe  manufacturing  industry  indicated 
that  mortality  was  higher  in  the  small  towns;  this  is  opposed  to  the  con- 
clusions in  the  retail  studies.  This  finding  would  tend  to  confirm  the  view 
that  the  better-managed  concerns  prefer  the  superior  facihties  of  the  medium- 
sized  and  larger  cities  (pp.  45-49). 

(6)  Over-all  Picture. — An  over-all  picture  is  obtained  from  the  statistics 
of  Dun  &  Bradstreet,  Inc.  The  July  1936  Reference  Boo\  of  this  organiza- 
tion carried  the  names  of  2,010,000  commercial  and  industrial  business  enter- 
prises. This  classification  excluded  financial  institutions,  railroads,  public 
utilities,  personal  holding  companies,  insurance  companies,  professional  men 
such  as  lawyers  and  doctors,  and  other  types  of  business  enterprises  not  ordi- 
narily seekers  of  commercial  credit.  During  1936  there  were  408,000  new 
concerns  and  382,000  discontinuances.  Of  the  discontinuances,  9,185  were 
failures  and  the  remainder  voluntary  liquidations  in  which  no  loss  was  taken 
by  creditors.  In  other  words,  for  each  failure  in  1936  there  were  approxi- 
mately 40/4  voluntary  discontinuances  (pp.  63-71).  (Discontinuances  may 
represent  stoppage  because  of  inability  to  make  money,  stoppage  because  of 
death  or  physical  infirmities,  or  stoppage  because  of  retirement  to  enjoy 
profits  made;  not  all  of  them,  however,  are  comparable  with  "failure"  fig- 
ures. Similarly,  it  is  evident  that  "failure"  figures  do  not  record  the  total 
volume  of  lack  of  business  success.) 

(7)  Reasons  for  Discontinuances. — Reasons  for  these  high  rates  of  discon- 
tinuances are  grouped  in  this  particular  study  into  two  general  classes  (pp. 
81-85;  127-130):  (1)  errors  in  management,  and  (2)  lack  of  adequate  pro- 
tection by  the  Government.  Errors  in  management  are  broken  down  into 
the  following  more  detailed  classifications:  technical  training,  but  no  busi- 
ness experience;  business  experience,  but  no  technical  assistants  in  special- 
ized fields;  lack  of  records,  as  indicated  by  a  study  of  New  Jersey  and 
Boston  bankrupts  where  almost  one  third  kept  no  records  and  less  than 
one  fourth  adequate  records;  fraud;  the  lack  of  sufficient  capital  to  operate 
new  concerns  and  the  consequent  use  of  excessive  credit;  failure  to  control 
overhead  expenses;  inability  to  develop  adequate  sales,  particularly  on  the 
part  of  small  retail  stores;  poor  location  on  the  part  of  retailers,  where  pedes- 
trian traffic  and  transportation  are  so  important;  losses,  from  the  extension 
of  credit  to  unsound  risks;  and  personal  factors,  such  as  serious  illness  on 
the  part  of  a  proprietor  or  someone  in  his  immediate  family. 

These  difficulties  are  summarized  succinctly  at  this  point  in  the  study 
(p.  136): 

Granting  the  importance  of  the  vagaries  of  economic  life  and  of  environmental 
conditions  in  which  the  businessman  is  a  pawn,  it  still  appears  probable  that  no 
less  than  one  half  of  business  failures  [the  reviewers  would  increase  this  pro- 
portion closer  to  ninety  per  cent]  is  direcdy  chargeable  to  inadequate  manage- 
ment.    And  most  of  the  dissolutions  resulting  from  this  major  factor  are  the 
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inevitable  result  of  the  Incompetence  and  inexperience  of  proprietors,  discernible 
at  the  time  of  their  assuming  managerial  responsibilities.  Motives  activating  their 
launching  of  new  enterprises  are  in  most  instances  commendable — the  desire  for 
independence  and  for  an  improved  standard  of  living.  Nor  should  subsequent 
eflforts,  after  failure,  be  condemned.  But  such  complete  ignorance  of  the  require- 
ments and  problems  involved  is  demonstrated  that  there  is  desperate  need  of  a 
preconditioning  through  instruction  and  apprenticeship. 

(8)  Government  Regulation. — Dr.  Cover's  chapter  on  "Government  Regu- 
lation as  a  Factor  in  Business  Mortality"  is  an  excellent  review  of  govern- 
mental policies.  The  author  soundly  characterizes  the  efforts  of  local  mer- 
chants, laborers,  contractors,  printers,  and  farmers  to  have  local  and  state 
governments  discriminate  against  competitors  from  other  communities  and 
other  states  (p.  143) :  "The  movement  toward  local  isolation  can  result  only 
in  the  stagnation  of  exchange  and  the  failure  of  many  enterprises."  And 
again  (p.  145) :  "The  tendency  of  these  regulations  is  toward  isolation. 
Progress  in  the  United  States  has  been  aided  by  free  trade  among  its  people 
and  specialization  in  production.  A  program  of  self-sufficiency  in  each 
state  would  be  harmful  to  all."  Dr.  Cover  questions  the  wisdom  of  so-called 
"protective"  legislation  (maintained  and  cost-fixed  prices)  but  says  (p.  150) 
that  "no  conclusion  can  be  reached  as  to  the  effect  upon  public  welfare  or 
upon  the  business  enterprises  of  these  having  laws." 

Dr.  Cover  in  this  chapter  (XIV)  reviews  in  some  detail  governmental 
regulation  covering  license  requirements,  zoning  restrictions,  inspection  re- 
quirements, monopolistic  practices,  use  taxes,  marketing  devices,  price  regu- 
lation, etc. 

Some  of  those  who  accuse  "business"  of  seeking  to  keep  down  the  scale 
of  living  should  ponder  this  observation  by  Dr.  Cover  (p.  146) :  "Business 
enterprises  are  aided  by  an  increase  in  national  income  and  in  the  standard 
of  living  of  our  people." 

Dr.  Cover's  excellent  study  is  slightly  marred  by  his  apparent  acceptance 
(p.  142)  of  the  Berle  and  Means  analysis  of  corporation  income  and  wealth 
{Modern  Corporations  and  Private  Property^.  Many  besides  Dr.  Cover 
have  accepted  as  virtually  conclusive  and  final  the  figures  in  the  Berle- 
Means  book.  The  statistical  materials  and  interpretations  of  Berle  and 
Means  have  been  analyzed  by  Professor  W.  L.  Crum  of  Harvard  Univer- 
sity  {American  Economic  Review,  March  1934),  whose  study  concluded: 

"With  the  statistical  foundation  of  the  authors'  findings  I  take  issue  at 
numerous  points,  some  of  them  decisively  important.  In  particular,  and 
chiefly,  I  hold  that:  (1)  by  failing  to  treat  important  classes  of  corporations 
(especially  public  utilities)  separately,  they  have  obtained  a  misleading  esti- 
mate of  the  existing  degree  of  concentration;  (2)  by  neglecting  the  corpora- 
tions reporting  deficits,  they  have  presented  an  analysis  in  terms  of  net  in- 
come which  is  not  pertinent  to  the  main  issue;  and  (3)  by  using  incon- 
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sistent  measures  of  growth,  they  have  failed  to  demonstrate  statistically  that 
there  is  a  large  differential  rate  of  growth  as  between  giant  and  other  cor- 
porations." 

Berle  and  Means  made  the  following  statement  in  their  book  (p.  28) : 

"Thus  the  two  hundred  big  companies  controlled  49.2%  [in  1929]  or 
nearly  half  of  all  non-banking  corporate  wealth." 

In  order  to  check  the  accuracy  of  the  Berle-Means  figures,  the  NAM  in 
1938  made  a  detailed  analysis  of  them  (not  published),  which  found: 

"In  checking  the  1929  data  numerous  errors  and  inconsistencies  have  been 
noted.  A  case  in  point  is  the  data  shown  for  1929  for  American  Telephone 
and  Telegraph.  Here  the  authors  say  that  the  company  had  at  the  end 
of  that  year  gross  assets  of  4,228  millions  of  dollars  after  depreciation, 
whereas  upon  checking  it  was  found  that  this  figure  included  reserve  for 
depreciation  of  some  699  millions  of  dollars.  This  is  one  of  the  many  in- 
stances in  which  depreciation  was  not  deducted. 

"Moreover,  it  appears  that  in  some  instances  the  authors  duplicated  some 
companies  when  they  attempted  to  estimate  the  consolidated  assets  of  a  hold- 
ing company  which  did  not  report  a  consolidated  statement.  For  example, 
the  1929  assets  for  Allegheny  Corporation  are  estimated  at  1,600  millions 
of  dollars,  the  estimate  evidently  being  based  on  the  company's  substantial 
interest  in  Erie  R.R.,  Kansas  City  Southern,  New  York  Chicago  &  St. 
Louis,  Wheeling  &  Lake  Erie,  and  other  investments.  If  such  is  the  case, 
then,  in  view  of  the  fact  that  in  the  tabulation  published  in  the  book  the 
latter  companies  are  included  under  the  Allegheny  Corporation,  the  indi- 
cations are  that  the  assets  of  these  companies  are  tabulated  twice,  once  as  a 
part  of  the  estimated  consolidated  total  of  the  Allegheny  Corporation,  and 
once  from  their  own  reported  balance  sheet  statement. 

"Going  back  to  the  original  records  of  the  corporations,  we  find  that  the 
difference  between  Means'  figure  and  ours  is  due  to  his  neglect  to  deduct 
for  depreciation  in  several  cases,  to  duplication  of  companies,  and  to  incor- 
rect transcription." 

(9)  Industrial  Migration. — There  has  been  so  much  talk  in  recent  years 
of  industrial  migration,  and  an  effort  in  some  quarters  to  make  it  seem 
that  such  migration  is  selfish  and  economically  unsound,  that  it  is  freshen- 
ing to  be  told  (p.  73)  that  "shifts  of  industrial  enterprise  are  continuous 
...  a  frequent  occurrence  in  our  economic  history." 

The  monograph  further  says  (p.  74)  that  the  comparatively  recent  "in- 
crease of  plant  equipment  in  the  South  was  due  to  specialization  in  cloth 
and  yarn  manufacture,  a  disparity  in  operating  costs  between  the  upper  tier 
of  Southern  States  and  the  deeper  South,  community  desire  for  industries 
where  agriculture  was  faltering."    On  the  same  page,  a  Massachusetts  re- 
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port  is  cited  which  revealed  that  most  of  the  decUne  in  woolen  and  worsted 
mill  operations  in  Massachusetts  was  due  to  "bankruptcies,  liquidations, 
and  suspensions  of  business,"  rather  than  to  actual  removals. 

The  following  factors  are  listed  as  of  major  importance  in  industrial 
movement  to  or  from  different  sections — out-of-state  competition,  high  wages, 
restrictive  laws,  labor  difficulties,  taxation,  technological  changes,  nearness 
to  raw  materials,  nearness  to  markets,  power  costs,  freight  costs,  tax  exemp- 
tions (also  reviewed  by  Dr.  Cover  in  Chapter  XIV). 

The  authors  conclude  (p.  29)  that  there  is  "a  tendency  for  industries  to 
be  less  concentrated  in  certain  favorite  spots"  and  that  this  provides  "less 
dependence  of  areas  upon  single  types  of  manufacture  or  activity  for  live- 
lihood," together  with  "less  violent  depressions  and  less  excited  prosperities 
due  to  diversification  of  industry." 

(10)  A  United  States  Department  of  Commerce  study  of  New  Jersey 
bankruptcies  is  cited  (p.  123)  which  declared  that  "in  very  few  cases  could 
it  be  said  that  competition  was  the  cause  of  failure." 

Since  those  who  fail  nearly  always  try  to  blame  someone  or  something 
other  than  themselves,  this  statement  quoted  (p.  123)  from  a  Department 
of  Commerce  study  of  Boston  business  is  illuminating: 

"Lack  of  sufficient  ability,  resources,  and  opportunity  to  overcome  existing  com- 
petition is  a  frequent  cause  of  failure,  but  in  many  other  cases  the  inability  of  cer- 
tain established  concerns  to  match  the  progressive  activities  of  new  and  better 
qualified  competition  is  a  cause  of  failure." 

The  monograph  says  (p.  122)  that  "each  new  channel  of  distribution  be- 
comes a  competitive  device  resented  by  the  existing  trade  outlets."  A  study 
of  Chicago  bankruptcies  by  Dr.  Cover  is  quoted  {ibid.)  in  which  he  says, 
with  reference  to  chain  store  competition: 

"It  is  not  apparent  that  the  chain  store  as  an  institution  is  eliminating  the  best 
of  the  individual  proprietors.  It  would  appear  that  most  of  the  failures  occurred 
to  marginal  firms,  parasitic  in  nature,  which  could  remain  in  business  only  so 
long  as  not  challenged  by  pressure  of  economic  forces  or  of  modern  business 
methods. 

PART  II.    COMPETITION  IN  DISTRIBUTION 

This  section  of  the  monograph  is,  as  stated  in  the  frankly  written  letter 
of  transmittal  from  Dr.  Kreps  to  Senator  O'Mahoney,  a  "highly  sketchy 
and  fragmentary  analysis  of  the  struggle  for  marketing  control  together 
with  a  brief  summary  of  certain  facts  on  resale  price  maintenance."  Being 
both  sketchy  and  fragmentary,  it  merits  only  brief  consideration  of  the  fol- 
lowing points: 

(1)  Manufacturers  use  seven  different  types  of  distribution  channels  to 
sell  their  goods.    A  study  of  90  industries  during  the  period  1929-1935  indi- 


PROBLEMS  OF  SMALL  BUSINESS  251 

cates  that  in  21  of  them  wholesalers  took  a  larger  share  of  the  product  in 
1935,  but  lost  about  10  per  cent  of  their  former  share  for  the  whole  90. 
"There  seems  to  be  no  clearly  defined  pattern"  of  change  (p.  160). 

(2)  Manufacturers  have  sought  new  distribution  channels  because  con- 
stantly goaded  by  the  hope  of  increased  gain  through  larger  volume  with 
its  concomitant  lower  costs  (p.  162). 

(3)  Wholesalers  and  large-scale  retailers  engaged  in  "counter-offensives." 
They  "adopted  private  brands  and  found  manufacturers  who  were  willing 
to  make  them."  The  wholesalers  "turned  to  closer  co-operation  with  their 
retail  customers."  "So-called  voluntary  chains"  developed.  But  during  the 
depression  years  the  wholesalers  and  retailers  "shifted  their  ground  from  the 
economic  to  the  political  field  and  started  a  legislative  offensive  against 
their  competitors" — taxes  on  chain  stores,  buying  advantages  of  large-scale 
retail  organizations,  and  so-called  "unfair  practice"  acts  (pp.  163-164). 

(4)  It  is  stated  (p.  167)  that  chain  store  "rate  of  growth  appears  to  have 
slowed  down  very  markedly"  and  that  "large-scale  retailing  has  become  a 
more  powerful  factor  in  the  distribution  picture." 

(5)  The  development  of  super-markets  is  interestingly  reviewed  and 
there  is  "general  and  widespread  recrudescence  of  the  old  general-store  con- 
cept" as  the  "result  of  competitive  forces  at  work  in  the  field  of  retailing" 
(pp.  183,  184). 

(6)  Benefits  of  competition  to  consumers  are  thus  presented  (pp.  182, 
183): 

The  total  volume  of  business  done  by  consumer  co-operatives  is  less  than  2  per 
cent  of  total  retail  sales.  The  reasons  for  the  small  scale  of  this  movement  are  not 
far  to  seek.  Retailing  in  the  United  States  has  been  highly  competitive  and  on 
the  ^l^le  quite  efficient.  [Reviewers'  query:  Would  it  have  been  as  efficient  if 
a  large  portion  of  those  who  failed  had  been  given  subsidies  to  help  them  stay 
in  business?]  The  competitive  thrust  of  mass  distribution  has  kept  prices  down 
to  such  a  level  that  the  co-operatives  have  found  little  opportunity  to  do  a  better 
job.  ...  In  the  main  they  remain  an  insignificant  factor  in  the  struggle  for 
control  of  American  marketing  machinery. 

(7)  During  the  period  1924-1928  (p.  185),  "small  manufacturing  corpora- 
tions .  .  .  earned  sUghtly  higher  profits  on  total  capital  than  did  large  cor- 
porations. .  .  .  Earnings,  moreover,  fluctuated  somewhat  less  from  year  to 
year  among  the  smaller  companies."  This  seems  to  show  that  small  manu- 
facturing was  not  being  "frozen  out"  by  large  firms  in  the  pre-depression 
period. 

(8)  The  "economic  summary"  of  "resale  price  maintenance"  by  Dr.  Strong 
concludes  (p.  203)  that  "resale  price  maintenance  is  bad  in  principle  and 
practice"  although  "despite  its  potentialities  for  evil  the  actualities  are 
minor"  since  "it  is  applicable  to  only  a  small  segment  of  trade."  Dr. 
Cover,  as  previously  noted,  concluded  (p.  150)  that  "since  no  adequate,  ob- 
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jective  study  has  been  made  of  these  problems,  no  conclusion  can  be  reached 
as  to  the  effect  upon  public  welfare  or  upon  the  business  enterprises  of 
these   many   laws." 

PART  III.    ADEQUATE  LONG-TERM  AND  SHORT-TERM  FINANCING 

That  there  is  a  very  definite  and  acute  problem  in  the  financing  of  small 
business  is  the  main  theme  of  Part  III.  This,  however,  is  about  the  only 
definite  conclusion  that  stands  out  clearly  from  the  two  chapters  and  three 
appendixes  that  comprise  Part  III,  entitled  "Adequate  Long-term  and  Short- 
term  Financing,"  of  this  monograph  covering  problems  of  small  busi- 
ness. The  lack  of  unity  and  consistency  in  the  findings  and  recommenda- 
tions is  quite  apparent  in  Chapters  XVII  and  XVIII,  since  the  various 
writers  use  different  criteria  and  touch  upon  both  overlapping  and  non- 
overlapping  aspects  of  the  subject. 

Anyone  having  close  contact  with  the  operation  of  small  business  or 
studying  the  subject  with  an  impartial  attitude  cannot  but  be  conscious  of 
the  difficulty  of  financing  small  business  of  all  kinds  and  wherever  located 
— the  same  difficulties,  of  course,  confront  many  large  businesses.  As  this 
problem  moves  farther  out  of  the  "talk"  stage  and  approaches  the  "action" 
stage,  the  facts  in  this  report  cannot  help  but  be  of  outstanding  value.  So 
much  data  are  assembled  that  it  would  seem  at  first  glance  as  though  it 
could  be  used  to  support  almost  any  position  one  wished  to  take.  Yet  it 
is  only  by  assembling  and  analyzing  this  mass  of  information  that  well- 
thought-out  conclusions  can  be  reached  and  proper  remedies  developed  for 
a  future  program  of  alleviation. 

Probably  the  most  obvious  and  at  the  same  time  necessary  requirement  to 
adequately  discuss  the  problem  on  anything  like  a  scientific  basis  is  to  define 
the  meaning  of  "small."  What  is  a  "small"  business?  In  one  table,  in  Chap- 
ter XVII,  a  small  business  is  defined  as  one  with  assets  less  than  $3,000,000. 
But  in  most  of  the  tables  in  this  chapter  the  inference  is  that  a  small  business 
is  one  having  total  assets  of  less  than  $50,000.  The  needed  definition  is  also 
developed  at  some  length  in  Chapter  XVIII.  The  criteria  of  total  assets, 
number  of  employees,  and  value  of  products  are  examined.  For  general  pur- 
poses, the  single  criterion  of  total  assets  seems  to  the  reviewers  most  usable,  as 
having  the  widest  applicability  due  to  the  availability  of  data. 

Further,  the  term  "business"  is  defined  as  referring  to  trade,  manufactur- 
ing, service  (except  professional  and  governmental),  construction  (other  than 
governmental),  mining,  and  quarrying.  This  would  exclude  finance,  farms, 
homes,  governmental,  social,  and  professional  enterprises,  railroads,  and  all 
regulated  utilities.  This  may  seem  like  a  reasonable  definition,  but  this  re- 
viewer cannot  see  the  logic  of  applying  the  size  limitations  set  up  in  Chapter 
XVIII,  of  "small"  having  assets  of  less  than  $250,000,  "intermediate"  having 
assets   between    $250,000   and    $5,000,000,    and    "large"    having   assets    over 
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$5,000,000,  to  all  five  of  the  business  groups  indiscriminately.  It  seems  rather 
plain  that  a  store  having  assets  up  near  $250,000  should  be  considered  as  a 
large  business  in  comparison  with  the  assets  of  most  stores;  while  a  manufac- 
turing business  having  assets  under  $250,000  can  readily  be  classed  as  a  small 
business.  Following  out  this  line  of  thought,  we  should  need  a  table  with 
the  blank  spaces  filled  in  before  we  could  have  a  truly  useful  classification  of 
business,  thus: 

classification  of  Size  of  Total  Assets  (Net  Worth) 

Class  Trade 

Small    

Intermediate  .... 
Large     


Manufacturing          Construction 

Service 

Mining-Quarrying 

Under  $250,000                     ? 

} 

? 

$250,000-15,000,000             ? 

? 

? 

Over  $5,000,000                    ? 

? 

? 

While  definitions  are  important,  they  are  merely  technicalities.  To  the 
reviewers,  the  major  criticism  of  the  over-all  viewpoint  is  that  throughout 
the  study  the  static  aspects  of  the  small  business  problem  are  stressed,  and 
yet  everyone  knows  that  there  is  nothing  static  about  any  particular  business, 
particularly  any  small  business.  All  business  units  are  essentially  dynamic. 
The  position  changes  from  day  to  day  and  the  result  of  all  changes  shows  up 
quicker  in  a  small  business  than  in  a  large  one.  A  recognition  of  this  fact 
might  be  obtained  by  classifying  these  units  as  having  the  elements  of 
growth,  stability,  or  decline.  Each  of  these  types  calls  for  a  different  kind 
of  treatment  of  its  financial  as  well  as  other  problems. 

A  growth  company  is  one  that  shows  evidence  of  becoming  larger  or  more 
profitable  or  both.  The  evidence  may  be  its  nature,  a  favorable  location,  a 
protected  market,  a  monopoly  position,  or  some  other  factor,  but  in  most 
cases  will  be  a  reflection  of  the  management  factor.  With  a  poor  manage- 
ment, an  otherwise  favorable  situation  might  be  wrecked,  while  with  a  good 
management  an  otherwise  unfavorable  situation  might  present  an  excellent 
growth  pattern.  In  general,  it  might  be  said  that  the  financial  problems  of 
this  type  of  small  business  are  due  to  newness  or  the  necessities  of  growing. 

A  stable  company  is  one  that  has  reached  the  limits  of  its  probable  growth, 
but  will,  of  course,  move  with  the  conditions  of  general  business.  This  type 
of  management  will  have  demonstrated  its  ability  to  operate  over  a  period 
of  time,  although  it  may  occupy  pretty  much  of  a  marginal  position.  This 
need  not  be  the  case,  as  in  many  cases  a  certain  level  will  have  evolved  as 
the  one  most  suitable  for  a  given  set  of  conditions.  In  general  the  financial 
problems  of  this  type  will  be  due  to  smallness. 

A  decline  company  is  one  where  the  outlook  is  definitely  negative.  This 
may  be  due  to  external  factors,  but  is  probably  a  reflection  of  the  manage- 
ment factor  and  represents  the  reverse  of  the  growth  situation.  The  finan- 
cial problems  of  this  type  of  small  business  are  just  as  painful  as  those  of  the 
other  two,  but  unless  our  Government  or  some  huge  philanthropic  institu- 
tion wishes  to  enter  into  a  program  of  subsidizing  inefficiency  on  a  grand 
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scale,  the  only  solution  for  the  problems  of  companies  in  this  group  is  for 
nature  to  take  its  course. 

The  above  should  not  be  interpreted  as  a  permanent  classification.  Any 
given  business  unit  can  pass  from  one  to  another  of  these  three  classes  but 
it  is  highly  doubtful  that  such  a  change  will  occur  without  the  introduction 
of  some  new  factor. 

The  following  quotations  summarize  the  ground  covered  and  the  conclu- 
sions reached  in  the  two  chapters  that  comprise  Part  III  of  the  monograph: 

SUMMARY  AND  CONCLUSIONS   OF   CHAPTER  XVH    (pp.   239-243) 

In  general,  business  concerns  can  obtain  additional  capital  in  several  ways — by 
reinvesting  earnings,  by  turning  to  the  capital  markets  for  sale  of  securities,  or  by 
borrowing  from  banks.  The  efforts  of  small  business  firms  to  tap  these  sources, 
however,  have  been  comparatively  unsuccessful.  The  depression  greatly  reduced 
the  possibility  of  obtaining  capital  from  earnings;  many  small  firms  have  had  to 
take  losses  in  recent  years.  The  organization  of  the  capital  markets  gives  little 
or  no  access  to  this  source  of  funds,  as  the  cost  of  floating  securities  is  prohibitive 
when  the  amount  of  the  issue  is  small.  Borrowing  from  banks  has  also  become 
a  less  satisfactory  source.  Small  bank  loans  carry  higher  rates  than  large  loans. 
With  the  advent  of  the  depression  in  1929,  moreover,  banks  have  placed  more 
emphasis  on  liquidity  as  a  basis  for  extending  credit.  Receivables  and  inventories, 
which  usually  are  the  most  liquid  assets  of  small  businessmen,  were  unsatisfactory 
collateral  to  the  banks  in  many  cases.  The  general  emphasis  on  liquidity  has  in- 
creased the  difficulty  of  small  firms  in  obtaining  credit  both  for  short-  and  long- 
term  uses. 

The  banks,  however,  take  the  view  that  "virtually  no  small  business  or  medium- 
sized  business  which  is  entitled  to  credit — either  for  a  short  or  a  long  time,  and 
which  can  give  reasonable  assurances  of  repayment — fails  to  get  it." 

It  is  clear  that  the  truth  of  this  statement  will  be  determined  by  the  meaning 
of  the  phrase  "entitled  to  credit."  Those  who  reason  from  a  private,  profit-motive 
standpoint  define  "entitled  to  credit"  in  terms  of  "soundness,"  or  risk.  "Sound" 
small  businesses  are  those  which  satisfy  the  criteria  that  have  been  established  by 
bankers  through  long  experience  with  the  risk  and  profitability  of  varied  types  of 
loans  and  investments.     Thus,  the  needs  of  "sound"  small  businesses  are  met. 

On  the  other  hand,  from  the  viewpoint  of  the  small  businessmen  themselves, 
or  an  organization  not  primarily  interested  in  making  a  profit  from  loans  or 
investments,  these  criteria  of  soundness  are  not  necessarily  determinate.  This 
report  has  shown  that  there  are  small  businesses  "whose  credit  standing  at  the 
present  level  of  business  activity  does  not  make  them  acceptable  risks  for  banks. 
These  are  not  misconceived,  or  mismanaged,  or  insolvent  businesses,  but  busi- 
nesses whose  prospects  of  success  are  dimmed  by  the  current  economic  situation." 
Moreover,  there  is  a  minor  proportion  of  small  businesses  which,  even  though 
"sound"  on  banking  standards,  yet  cannot  obtain  credit. 

It  must  be  recognized  that,  by  and  large,  efficiency  of  operation  is  only  one 
factor  in  the  problem  of  small  business,  and  a  factor  moreover  not  independent 
of  the  ability  to  obtain  funds  when  most  needed.  Financial  strength  itself  is  an 
important  factor  in  business  success,  especially  during  an  era  of  severe  business 
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contractions  and  slow  recovery.  The  firm  that  cannot  tap  the  community's 
supply  of  long-term  capital  except  at  high  cost,  and  that  cannot  rely  upon  an 
immediate  short-term  credit  when  opportunity  knocks,  is  evidently  at  a  disad- 
vantage for  that  reason  alone.  The  role  of  capital  and  credit  in  business  expan- 
sion and  success  should  not  be  underestimated.  Whatever  other  causes  may  have 
contributed  to  the  weakness  of  small  business,  this  may  be  recognized  as  an  essen- 
tial factor. 

Thus,  both  the  contradictory  positions  on  this  problem  are  reasonable  when 
considered  from  their  particular  viewpoints.  The  logic  of  those  who  take  the 
small  business  view  is  that  insufficient  capital  creates  unsoundness  and  contributes 
to  the  inferiority  of  their  competitive  position.  The  logic  of  those  who  take  the 
orthodox  investment  view  is  that  small  businesses  cannot  obtain  term  credit  or 
equity  capital  precisely  because  they  are  economically  and  financially  unsound. 
Thus,  the  one  view  is  that  a  cause  of  the  poor  condition  of  small  businesses  is 
their  credit  and  capital  difficulties;  the  other  view  is  that  their  credit  and  capital 
difficulties  are  a  result  of  their  poor  condition.  But  the  central  economic  issue 
of  the  relative  operating  efficiencies  of  small  and  large  units  cannot  be  demon- 
strated in  favor  of  either  side,  so  that  the  problem  cannot  be  resolved  at  this  level. 

What  is  necessary  is  a  consideration  of  all  the  elements  from  a  social  point  of 
view.  From  this  viewpoint,  it  is  clear  that  one  of  the  really  important  difficulties 
making  small  business  "unsound"  can  be  alleviated.  To  hold  that  the  "unsound- 
ness" or  the  poor  condition  of  small  businesses  is  due  to  their  economic  ineffi- 
ciency, and  that  all  "sound"  small  businesses  obtain  adequate  credit  and  capital, 
is  very  similar  to  asserting  that  all  workers  who  are  unemployed  are  submarginal 
and  that  any  efficient  worker  willing  to  work  can  find  a  job.  In  either  case,  one 
factor  is  magnified  to  explain  the  entire  problem.  Making  available  to  the  small 
businessman  more  capital  based  on  cheaper  credit  provides  a  means  by  which  the 
community  can  continue  to  move  forward.  Denial  that  ultimately  sound  expan- 
sion can  be  achieved  in  this  way  implies  that  opportunity  for  growth  in  America 
is  closed  to  small  business  or  open  only  to  big  business. 

It  is  believed,  therefore,  that  since  small  business  cannot  obtain  needed  capital 
through  existing  facilities,  the  dilemma  can  best  be  solved  by  the  Government. 
This  is  made  advisable  by  the  importance  of  the  small-business  sector  of  the 
economy,  and  by  the  urgency  of  their  needs.  It  is  made  possible  by  the  unim- 
peachable credit  of  the  Government  and  the  huge  lending  power  of  the  banking 
system.  It  is  made  workable  by  the  fact  that  there  are  many  small  businesses 
that  are  sound  now  and  want  long-term  funds  or  will  be  sound  if  the  national 
income  increases  and  the  needed  funds  are  made  available.  Thus,  a  Government 
program  designed  to  stimulate  the  activity  of  the  entire  economy  should  include 
and  will  be  made  easier  by  any  measures  that  assist  small  business  to  obtain  addi- 
tional investment  funds. 

It  was  in  recognition  of  the  serious  difficulties  faced  by  small  business  that  Con- 
gress authorized  the  Reconstruction  Finance  Corporation  and  the  Federal  Reserve 
banks  to  make  loans  to  business  directly  or  in  co-operation  with  banks.  How- 
ever, these  agencies  have  contributed  only  slightly  to  the  alleviation  of  the  diffi- 
culty. Of  $450,000,000  in  loans  authorized  by  R.F.C.  between  1932  and  1939, 
less  than  4  per  cent  were  for  loans  under  $10,000  and  only  about  30  per  cent  were 
for  loans  under  $100,000;  at  the  other  extreme,  loans  for  $1,000,000  or  more  rep- 
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resented  almost  30  per  cent  of  the  total  amount  authorized.  Actual  disbursements 
in  the  7-year  period  totaled  only  $180,000,000;  if  the  distribution  of  disbursements 
is  assumed  to  be  identical  with  that  of  authorizations,  the  total  credit  extended  in 
loans  of  $50,000  or  less  was  about  $32,600,000  during  the  period.  Obviously  the 
R.F.C.  has  done  little  to  meet  the  needs  of  small  business.  Similarly,  the  Federal 
Reserve  banks,  with  $180,000,000  as  the  total  authorizations  and  $32,000,000  as 
the  largest  amount  of  advances  outstanding,  during  this  period  cannot  be  con- 
sidered important  factors  in  this  area. 

A  more  effective  program  may  involve  direct  Government  loans,  a  system  of 
loan  insurance  by  the  Government  to  encourage  banks  to  expand  their  lending 
operations,  or  perhaps  Government  investment  in  small  businesses  through  pur- 
chase of  stock,  preferably  nonvoting  preferred  stock.  Direct  loans  could  be  made 
on  more  liberal  terms  by  existing  Government  agencies  or  by  new  agencies  estab- 
lished for  that  purpose.  Purchase  of  stock  would  eliminate  fixed  payments  by 
the  small  business  and  would  exact  payment  for  the  entire  program  from  the 
successful  firm  but  might  be  less  advantageous  to  the  Government.  Insurance 
of  private  loans  would  make  greatest  use  of  existing  facilities,  but  might  fail  to 
increase  the  volume  of  loans  significantly  if  the  insurance  coverage  were  not  high. 
The  type  of  insurance  that  would  provide  the  most  loans  appears  to  be  that  which 
guarantees  each  individual  loan  completely,  but  is  restricted  to  some  portion  of 
the  banks'  total  obligations.  The  experience  of  FHA  suggests  that  such  insur- 
ance of  a  fraction  of  the  loans,  guaranteeing  each  completely,  might  be  sufficient 
inducement  for  the  banks  to  make  the  large  volume  of  reasonably  sound  loans 
which  they  now  hesitate  to  risk. 

The  success  of  any  policy  designed  to  aid  small  business  depends  in  part  upon 
the  trend  of  general  business  activity.  Small  business  cannot  hope  to  be  pros- 
perous unless  the  whole  nation  is  prosperous.  Consequently,  a  broad  recovery 
program  aimed  at  achieving  full  utilization  of  both  idle  labor  and  idle  capital 
would  greatly  lift  the  level  o.f  sales  and  insure  that  the  assistance  to  small  busi- 
ness would  be  a  profitable  rather  than  an  unprofitable  venture.  The  importance 
of  greater  sales  volume  is  brought  out  by  the  facts  uncovered  in  the  study.  The 
small  manufacturing  corporations  which  showed  net  income  during  the  period 
1931-36  had  uniformly  higher  turn-over  ratios  than  the  concerns  which  showed 
no  net  income.  The  inference  that  many  more  would  show  net  income  if  sales 
increased  is  therefore  not  unreasonable.  This  is  likely  to  be  true  in  retail  trade 
also  where  44.5  per  cent  of  the  units  had  gross  sales  of  less  than  $5,000  per  year. 
A  greater  sales  volume  would  in  fact  do  much  to  solve  the  problem,  provided 
small  businesses  can  obtain  the  working  capital  necessary  to  maintain  the  in- 
creased volume  of  business  before  the  expanded  market  is  absorbed  by  their  larger 
competitors. 

CONCLUSION  OF   CHAPTER   XVIII    (pp.   276-279) 

The  small  business  enterprises  which  experience  difficulty  in  obtaining  capital 
and  credit  are  concentrated  largely  in  two  sectors  of  the  small  business  area:  (1) 
That  older  group  of  enterprises  whose  liquid  and  capital  assets  have  been  dissi- 
pated in  the  course  of  recurring  depressions  and  whose  credit  facilities  have  been 
cut  off  through  the  shut-down  of  more  than  15,000  local  banks;  and  (2)  that 
younger  group  of  enterprises,  still  in  the  early  stages  of  their  development,  which 
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have  not  yet  either  accumulated  sufficient  liquid  and  fixed  capital  or  have  been 
unable  to  establish  permanent-credit  relations. 

These  two  groups  are  unable  to  obtain  bank  credit  on  the  basis  of  established 
credit  standards  and  lending  techniques  of  the  commercial  banks.  While  these 
two  groups  of  borrowers  may  not  be  regarded  as  credit-worthy  by  the  commercial 
banks,  they  are  by  no  means  considered  uncredit-worthy  by  all  lenders.  For  these 
groups  of  small  business  do  obtain  considerable  credit  from  trade  creditors,  fac- 
tors, finance  companies,  personal  loan  companies,  and  private  lenders.  Although 
the  smaller  enterprises  obtain  credit  from  such  extra-banking  sources,  they  are 
forced  to  pay  a  high  price  for  the  accommodation  and  are  placed  at  a  disadvan- 
tage in  relation  to  those  of  their  competitors  who  possess  adequate  capital  re- 
sources or  have  access  to  the  regular  banking  channels. 

A  remedial  program  for  the  supply  of  capital  and  credit  to  small  business 
should  have  as  its  major  objective  the  creation  of  mechanisms  and  techniques 
(1)  for  the  provision  of  equity  capital;  (2)  for  the  supply  of  credit  at  cost  sharply 
below  present  levels;  and  (3)  to  provide  small  business  with  informational  service 
on  accounting,  managerial,  technical,  and  capital  problems  comparable  to  that 
enjoyed  by  the  larger  business  concerns. 

1.  With  respect  to  the  provision  of  equity  capital.  Of  the  existing  financial 
institutions,  the  investment  trust  or  company  appears  to  be  the  instrumentality 
whose  form  is  most  suitable  for  providing  equity  capital  to  the  incorporated  sector 
of  small  business.  The  past  activities  of  investment  trusts  have  not,  however, 
followed  this  path.  Whether  or  not  the  investment  trust  will  in  the  future  par- 
ticipate actively  in  the  provision  of  equity  capital  remains  to  be  seen. 

2.  With  respect  to  the  provision  of  long-  and  short-term  credit.  That  credit 
can  be  extended  successfully  to  small  business  is  shown  by  the  phenomenal  and 
profitable  growth  of  the  "retailers"  of  credit — the  accounts  finance  companies, 
the  factors,  the  personal  loan  companies,  etc.  The  successful  experience  of  these 
lenders  is  due  largely  to  their  having  developed  such  techniques  and  methods  as 
(a)  pooling  of  risks;  {b)  routine  procedures  for  appraisal,  accounting,  and  servic- 
ing; and  {c)  establishment  of  schedules  of  charges  appropriate  to  each  class  of 
risk  as  well  as  to  individual  risks.  In  other  words,  these  "retailers"  of  credit  have 
been  successful  in  financing  small  business  because  they  have  devised  "mortality 
tables"  expressly  designed  for  the  financing  of  small  business. 

By  encouraging  the  organization  of  additional  finance  and  factoring  companies 
of  moderate  size  and  a  wider  extension  of  the  field  of  activity  of  the  existing  com- 
panies, coupled  with  some  machinery  for  the  co-ordination  of  their  functions  and 
activities  in  such  a  way  as  to  reduce  costs  and  to  improve  terms,  the  deficiency 
in  credit  facilities  for  small  business  might  in  part  be  remedied.  Consideration 
should  also  be  given  to  the  desirability  of  providing  insurance  against  losses  sus- 
tained by  such  intermediary  institutions  either  by  an  agency  of  Government  or 
by  a  corporation  privately  financed  and  expressly  organized  for  that  purpose. 

While  recognizing  that  the  making  of  "capital"  loans  by  commercial  banks  is 
open  to  serious  question,  the  practice,  nevertheless,  merits  further  thought  in  con- 
sidering the  entire  problem  of  financing  small  business.  If  it  is  deemed  advisable 
for  the  commercial  bank  to  further  extend  its  aid  to  small  business  in  this  direc- 
tion, it  might  be  recognized  that  facilities  will  have  to  be  provided  to  protect 
the  banks  against  the  nonliquid  and  nonmarketable  character  of  the  assets  which 
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they  will  be  required  to  hold,  as  well  as  against  the  added  risks  involved.  Con- 
sideration should  be  given  to  the  advisability  under  suitable  safeguards  for  the 
Federal  Reserve  banks  or  the  Reconstruction  Finance  Corporation  to  assume  the 
role  of  guarantor  on  such  loans.  The  basic  principle  for  such  an  "insurance" 
arrangement  has  already  been  embodied  in  a  legislative  proposal. 

Certain  of  the  measures  which  have  been  proposed  to  Congress  for  the  pro- 
vision of  more  adequate  long-term  and  intermediate  credits  for  small  business 
recognize  that  the  commercial  banks  cannot  undertake  this  type  of  financing 
without  additional  mechanisms  for  the  distribution  of  risk,  for  guidance  to  banks 
unfamiliar  with  the  handling  of  small  business  credits,  and  for  extensions  of 
credits  which  local  banks  are  unable  to  provide. 

One  such  proposal  provides  for  the  creation  of  an  industrial  loan  corporation 
which  would  utilize  the  existing  machinery  of  the  Federal  Reserve  System.  This 
corporation  would  utilize  the  12  Federal  Reserve  banks  and  their  24  branches 
distributed  throughout  the  country.  In  its  operations,  such  a  corporation  would 
finance  small  and  intermediate  businesses  through  the  acquisition  of  the  obliga- 
tions of  such  enterprises,  or  by  the  purchase  of  preferred  stock  or  by  making  com- 
mitments to  do  so.  The  corporation  could  also  make  advances  directly  or  in 
co-operation  with  local  banks  or  guarantee  loans  made  by  the  banks  directly. 
Losses  would  be  prorated  between  the  lending  bank  and  the  corporation.  The 
basic  principle  underlying  this  proposal  is  the  same  as  that  in  Title  I  of  the  Fed- 
eral Housing  Act,  which  covers  loans  made  by  banks  for  modernization  of  residen- 
tial dwellings.  This  proposal  utilizes  the  existing  banking  system  but  endeavors 
to  overcome  some  of  its  deficiencies  in  the  handling  of  small  business  credits. 

Among  other  proposals  to  overcome  the  deficiencies  of  the  existing  commercial 
banking  system  in  supplying  credits  to  small  business  have  been  those  for  the 
creation  of  a  capital-credit  banking  system  as  a  supplement  to  the  existing  bank- 
ing structure.  Those  who  have  urged  such  proposals  believe  that  such  a  bank- 
ing system  is  required  not  only  for  small  and  intermediate-size  businesses  but 
for  business  as  a  whole,  since  only  through  such  banks  can  equity  financing  be 
provided. 

Chairman  Frank  has  proposed  that  there  be  established  a  system  of  regional 
finance  companies.  In  each  of  the  Federal  Reserve  districts  there  would  be  set 
up  a  financial  institution,  the  common  stock  of  which  would  be  owned  by  pri- 
vate persons  in  the  district.  The  Government  would  invest  in  their  preferred 
stocks,  but  such  preferred  stock  would  have  little,  if  any,  voting  power.  These 
institutions  would  purchase  the  common  stocks  of  local  enterprise.  The 
institutions  would  not  make  loans — they  would  supply  equity  capital.  In  short, 
the  institution  proposed  by  Chairman  Frank  "would  be  a  sort  of  speculative 
finance  company  or  investment  trust."  Such  proposals  contemplate  that  Govern- 
ment would  give  some  aid  in  financing  the  regional  banks.  So  that  Government 
might  not  own  the  voting  stock  of,  or  otherwise  control,  such  corporations  or  the 
businesses  in  which  investments  are  made,  it  has  been  suggested  that  the  Gov- 
ernment should  purchase  only  the  nonvoting  preferred  stocks  of  the  proposed 
banks,  the  common  stock  to  be  held  by  private  individuals.  The  latter  would 
thus  own,  control,  and  operate  the  banks. 

It  cannot,  however,  be  emphasized  too  strongly  that  merely  to  reduce  the  cost 
of  credit  or  to  make  its  supply  more  abundant  will  not  solve  all  of  the  small 
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businessman's  problems.  Nor  can  it  be  overlooked  that,  in  addition  to  adequate 
capital  and  credit  facilities,  small  business  also  requires  that  its  operating  efficiency 
and  technical  equipment  be  improved.  Small  business  must,  in  order  to  survive, 
match  the  operating  and  developmental  efficiencies  which  large  business  enjoys 
through  its  expert  accounting,  managerial,  and  operating  techniques. 

Just  as  the  credit  and  marketing  problems  of  the  farmer  have  been  dealt  with 
successfully  because  they  have  been  delimited  and  special  solutions  developed  for 
particular  needs,  so,  too,  the  capital  and  credit  problem  of  small  business  requires 
to  be  broken  down  into  its  component  parts  and  special  solutions  found  for  its 
peculiar  requirements. 

The  foregoing  remedial  suggestions  by  no  means  exhaust  all  of  the  possibilities; 
nor  is  it  to  be  assumed  that  their  presentation  constitutes  a  recommendation  for 
the  adoption  of  any  one.  Ours  is  but  the  task  of  presenting  the  factual  data  upon 
which  a  solution  to  the  problem  may  be  predicated  and  of  blocking  out  the  broad 
lines  by  which  the  financing  of  the  small-business  sector  as  a  whole  might  be 
undertaken. 
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Trade  Association  Survey 

THE  preparation  of  this  monograph  is  credited  to  Dr.  Charles  Albert 
Pearce,  with  the  assistance  o£  several  other  members  of  the  Department 
of  Commerce,  four  of  whom  wrote  four  of  the  eight  chapters  (IV-VII). 
The  study  was  not  concerned  with  historical  aspects  of  the  subject,  and  was 
limited  mainly  to  characteristics  and  activities  of  trade  associations  since  the 
period  of  the  N.R.A. 

The  national  trade  association  is  an  important  factor  in  the  business  world.  In 
the  past,  numerous  legal,  philosophical,  and  economic  analyses  have  appeared  in 
magazines  and  book  form.  Elaborate  studies  have  been  made  of  individual  cases. 
An  over-all  picture  drawn  from  an  adequate  basis  of  fact,  however,  has  been 
largely  missing.  The  present  study  sketches  in  the  full  pattern,  so  that  one  can 
better  evaluate  the  movement  as  a  whole,  at  least  in  terms  of  certain  tangible 
measures. 

So  says  Willard  L.  Thorp,  Adviser  on  Economic  Studies,  Department  of 
Commerce,  in  his  letter  of  transmittal  presenting  the  Trade  Association  Sur- 
vey to  the  chairman  of  the  T.N.E.C.  Conceding  that  there  are  obvious  diffi- 
culties in  attempting  to  make  a  neat  summary  description  of  trade  associa- 
tions in  this  country,  Mr.  Thorp  cites  one  fundamental  characteristic.  "The 
trade  association,"  he  says,  "is  an  intermediate  state  between  the  integration 
of  an  industry's  activity  through  merger  and  consolidation  into  a  single  or 
small  number  of  units,  and  the  maintenance  of  many  completely  inde- 
pendent, competing  enterprises."  For  any  readers  who  may  not  previously 
have  thought  of  trade  associations  in  this  particular  light,  we  have  here  an 
explanation  of  the  reason  for  including  this  study  in  the  "Investigation  of 
Concentration  of  Economic  Power." 

The  plan  for  reviewing  this  T.N.E.C.  monograph  will  be  to  give  a  brief 
running  digest  of  the  salient  features  of  the  report,  with  an  occasional  com- 
ment by  the  reviewers,  covering  the  main  areas  of  the  study  in  the  following 
order:  (1)  general  characteristics  and  functions  of  trade  associations,  (2)  asso- 
ciation activities  and  restraint  of  competition,  and  (3)  conclusions  of  the 
study. 

GENERAL  CHARACTERISTICS  AND  FUNCTIONS  OF  TRADE 

ASSOCIATIONS 

The  sources  of  data  upon  which  the  report  is  based  are  chiefly  two:  (1) 
a  questionnaire  survey  of  listed  associations,  and  (2)  records  of  actions  taken 
by  the  Department  of  Justice  and  the  Federal  Trade  Commission. 
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The  first  two  chapters  of  the  report  present  an  analytical  description  of 
the  nature  and  activities  of  trade  associations.  A  considerable  amount  of 
valuable  information  has  been  secured  and  competently  analyzed.  Since 
nothing  of  the  kind  has  been  done  before,  this  is  a  significant  contribution 
to  the  literature  on  trade  associations. 

A  trade  association,  as  considered  in  this  report,  is  defined  as  follows:  "A 
voluntary,  non-profit  organization  of  enterprises  engaged  in  a  particular  kind 
of  business." 

A  number  of  important  national  associations  do  not  fit  under  this  defi- 
nition, frequently  because  their  members  are  not  in  the  same  kind  of  busi- 
ness. Among  organizations  not  considered  to  be  trade  associations,  the  fol- 
lowing are  examples:  Chamber  of  Commerce  of  the  United  States,  National 
Association  of  Manufacturers,  Advertising  Federation  of  America,  Associa- 
tion of  National  Advertisers,  and  National  Foreign  Trade  Council.  Tech- 
nical and  professional  associations  are  also  excluded. 

The  survey  is  confined  mostly  to  national  and  regional  trade  associations, 
which  are  estimated  to  number  approximately  1,505  in  the  year  1938.  State 
and  local  trade  associations,  not  covered  by  the  survey,  are  estimated  at  ap- 
proximately 6,000. 

Of  the  1,505  national  and  regional  trade  associations,  sufficient  information 
was  obtained  to  include  1,311  associations  in  one  or  more  of  the  tabulations 
presented  in  the  report.    They  are  classified  in  the  eight  Povprao-p 

industrial  groups  listed   in   the  following  table,  which  „  Siirvpv 

gives  the  number  of  associations  covered  in  the  survey 
and   the   percentage  of  the  estimated   total   number  of  associations    (p.   2 
and  exhibit  on  pp.  403-404) : 

Number  of  Percentage 

associations  of  estimated 

Industrial  field  in  survey  Total  number 

Fishery     7  78% 

Mining,   manufacturing,  and   construction    858  92 

Wholesale  trade    147  85 

Retail  trade    85  86 

Finance  and  real  estate   23  79 

Insurance    67  66 

Transportation,  communication,  and  other  public  utilities  69  83 

Personal,  business,  and  recreational  services    55  71 

Total     1,311  87 

Of  the  total  of  1,311  associations,  898,  or  68  per  cent,  are  classified  as 
national,  and  413,  or  32  per  cent,  are  classified  as  regional.  The  report  sets 
forth  the  chief  characteristics  of  these  associations  as  determined  in  the 
questionnaire   survey. 

Very  little  duplication  in  the  industrial  coverage  of  associations  was 
noted,  as  indicated  by  the  fact  that  the  1,311  associations  cover  as  many 
as  1,031  differently  defined  industries. 
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There  are  few  restrictions  on  eligibility  for  voting  membership,  less  than 
10  per  cent  of  the  associations  reporting  other  requirements  besides  pay- 
ment of  dues  and  good  behavior. 

There  is  great  variation  in  the  size  of  associations,  the  average  being  362 
members.  The  total  number  of  members  of  all  national  and  regional  trade 
associations  in  1938  is  estimated  at  about  550,000. 

Approximately  84  per  cent  of  the  associations  reported  that  they  repre- 
sented more  than  50  per  cent  of  the  volume  of  business  in  their  respective 
industries. 

The  total  annual  income  of  all  national  and  regional  associations  is  esti- 
mated at  $70,000,000.  The  reporting  associations  had  an  average  income 
of  about  $48,000.  Slightly  more  than  1  per  cent  of  the  associations  had  an 
income  of  more  than  $500,000,  50  per  cent  had  less  than  $15,000,  and  nearly 
20  per  cent  had  less  than  $2,500. 

The  paid  staffs  of  most  associations  are  small,  78  per  cent  having  five 
persons  or  less  on  the  staff  and  only  2/4  per  cent  having  over  fifty. 

Sixty-one  per  cent  of  the  associations  base  their  dues  on  size  or  volume, 
20  per  cent  have  equal  dues  for  all,  and  19  per  cent  use  either  a  combina- 
tion of  size  and  volume  or  some  entirely  different  basis. 

Nearly  one  fourth  of  the  associations  having  more  than  twenty  members 
receive  40  per  cent  or  more  of  their  income  from  the  dues  of  their  four 
largest  members. 

Voting  strength  is  generally  not  based  on  size  of  business  or  amount  of 
contribution.  In  86  per  cent  of  the  associations  all  members  have  equal 
votes. 

Only  two  of  the  reporting  associations  were  formed  before  the  year  1860, 
73  per  cent  of  the  total  were  organized  before  the  year  1933,  23  per  cent 
originated  during  the  NRA  years  1933  to  1935,  and  only  4  per  cent  of  the 
associations  were  organized  later  than  1935.  While  nearly  800  associations 
were  formed  during  the  years  1933-35,  only  about  75  of  these  were  active 
at  the  time  of  the  survey  in  1938. 

About  one  fifth  of  the  trade  associations  are  administered  by  so-called 
management  organizations. 

The  questionnaire  forms  sent  to  association  executives  were  fairly  de- 
tailed in  their  examination  of  association  activities.  A  table  given  in  an 
.     .   .  .  appendix  to  the  report  (pp.  373-374)  lists  as  major  and 

Activities  ...  r-i-^/i/i  1  1  1 

T>         4.  J  mmor  certam  activities  or  1,244  national  and  regional 

Reported  ,  •         /  ,         u-  c  u 

trade  associations  replying  adequately  to  this  part  or  the 

questionnaire.     The  following  table  gives  an  abbreviated  version  of  this 

information: 
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Associations  indicating  activity 
expressed  as  per  cent  of  total  number 
Activity  Major  activity  Minor  activity 

Government  relations    58.0  24.2 

Employer-employee  relations    30.3  30.4 

Public  relations    25.8  25.5 

Trade  promotion   49.8  20.6 

Standardization  and  simplication    i6.7  21.6 

Technical  research  and  advisory  services    25.9  17.7 

Trade    statistics    34.4  9.7 

Price  and  bid  information   8.0  7.0 

Accounting,  cost  statistics  and  studies    21.6  23.4 

Statistical  republications  and  special  studies    26.7  27.8 

Traffic  and   transportation    12.2  17.5 

Credit   information    12.8  15.7 

Collection  service   4.3  7.8 

Trade  practices    35.2  31.8 

Commercial  arbitration   7.3  10.0 

Registration  of  patents,  trade-marks,  designs,  and  styles.  .  .     2.7  9.0 

Miscellaneous  services    28.1  32.6 

Conventions    36.2  17.4 

The  report  presents  also  a  fairly  detailed  analysis  of  the  kind  of  activi- 
ties reported  by  associations  in  various  categories  by  industry,  by  size,  and 
by  various  other  characteristics  (pp.  375-384). 

The  survey  reveals  that  much  trade-association  activity  is  carried  on  by 
means  other  than  a  paid  staff.  In  47  per  cent  of  the  associations  in  a  random 
sample  of  131  associations,  the  unpaid  officers  devoted  on  the  average  ten 
to  twenty  days  per  year  to  association  matters,  while  in  only  19  per  cent 
the  unpaid  officers  devoted  less  than  five  days  a  year  to  association  work. 

Statistics  on  staff  personnel  relate  to  such  subjects  as  salaries,  number  of 
experts  employed,  and  qualifications  of  the  principal  executive.  An  inter- 
esting sympathetic  exposition  of  the  status  of  the  association  executive  and 
his  problems  is  set  forth,  bearing  the  earmarks  of  having  been  written  by 
someone  who  has  learned  through  personal  experience   (pp.  37-38). 

The  report  touches  upon  the  federation  type  of  organization,  in  which 
various  trade  associations  are  affiliated  in  larger  groups.  There  are  62  such 
federations,  having  a  total  of  139  national  and  regional  associations  as  affili- 
ated members. 
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Dealing  with  one  phase  of  trade-association  activities,  a  chapter  on  trade 

practices  is  given  special  importance,  since  most  of  the  charges  of  behavior 

tending;  toward  monopolistic  control  are  based  on  ac-       m     j    -o       *• 

1  •  /^i  TTT         AC  1A-.X     ^     1        Trade-Practice 

tivities  m  this  category  (Chapter  III,  pp.  45-103).    Irade        .    ,.   ... 

practices,  according  to  the  report,  in  their  broadest  mean- 
ing "are  synonymous  with  competitive  practices,"  and  "in  this  sense,  nearly 
all  activities  of  trade  associations  in  some  manner  may  concern  the  trade 
practices  of  the  members — either  by  conditioning  these  practices  or  by  in- 
creasing their  actual  or  potential  effectiveness." 
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A  part  of  the  discussion  in  the  chapter  on  trade  practices  is  based  on  infor- 
mation obtained  directly  from  trade  associations;  and  a  larger  part  (36  pages) 
on  an  analysis  of  the  125  cases  acted  upon  by  the  Federal  Trade  Commission 
and  the  Department  of  Justice  since  the  NRA,  arising  from  alleged  viola- 
tions of  the  Sherman  Antitrust  Act  and  the  Federal  Trade  Commission  Act. 

This  discussion  of  trade-practice  activities  of  trade  associations  relates 
chiefly  to  those  efforts  that  are  designed  to  guide  or  control  competition 
among  members  of  the  industry.  It  seeks  primarily,  says  the  report,  "to 
interpret  the  objectives  and  to  describe  the  methods  of  action.  It  does  not 
attempt  to  appraise  trade-association  activity  from  the  standpoint  of  present 
or  alternative  public  policy."  By  "alternative  public  policy"  the  authors  ap- 
parently mean  the  course  recommended  at  the  conclusion  of  the  report. 

Under  the  heading  "Mutual  Restraints  of  Competition"  the  discussion  be- 
gins (p.  46)  with  an  apparently  very  intelligent  exposition  of  pricing  prob- 
lems in  competitive  industry.  Touching  upon  the  destructive  aspect  of  too- 
intense  price  competition,  the  report  observes,  "And  there  are  few  trade  asso- 
ciations on  which  a  demand  for  preventive  or  remedial  action  is  not  some- 
times made."  Explaining  the  economic  philosophy  which  condemns  unmiti- 
gated rivalry  as  the  precursor  of  chaos  and  disaster,  the  report  states  (p.  47) : 

It  is  deemed  by  the  association  to  be  within  the  best  interests  of  the  participants 
in  the  market  that  this  rivalry  be  tempered — restrained  in  some  degree.  This 
restraint  must  be  a  mutual  restraint,  and  it  must  rest  on  a  foresight  that  will 
lead  the  individual  members  to  look  beyond  immediate,  short-run  advantages  in 
the  market. 

It  may  perhaps  be  justifiably  interpolated  here  by  the  reviewers  that 
throughout  this  monograph  the  authors  seem  to  place  too  much  stress  on 
prices  per  se  as  the  sole  dominant  element  of  competition.  In  some  industries 
price  unquestionably  does  overshadow  every  other  element  of  competition, 
but  it  would  appear  that  the  monograph  might  give  a  truer  picture  of  com- 
petitive practices  by  devoting  somewhat  more  attention  to  the  many  elements 
of  present-day  competitive  merchandising  which  are  not  directly  connected 
with  price  poUcies. 

The  report  notes  that  a  number  of  price-control  devices  were  incorporated 
in  the  NRA  codes.  Likewise,  production  and  capacity  restrictions  were  per- 
mitted a  limited  scope  of  operation  by  the  NRA  administration. 

With  the  end  of  the  NRA,  many  associations  discontinued  their  activities 
and  other  abandoned  efforts  to  control  prices.  Still  others,  says  the  report, 
have  continued  to  concern  themselves  with  the  achievement  of  price  sta- 
bility (p.  51).  Their  activities  are  exemplified  by  the  125  cases  prosecuted 
by  the  Federal  Trade  Commission  and  the  Department  of  Justice,  which 
are  summarized  in  the  report  (pp.  67-103). 

It  is  conceded,  however,  that  it  is  unlikely  that  any  substantial  proportion 
of  the  associations  have  engaged  in  such  direct  restrictions  on  price  compe- 
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tition.  One  of  the  main  reasons  given  for  this  is  the  threat  of  prosecution 
by  antitrust  agencies  of  the  Government,  the  sheer  nuisance  value  of  which 
promotes  caution. 

The  methods  used  by  trade  associations  endeavoring  to  achieve  price  sta- 
bihty  are  directed  to  obtaining  recognition  of  the  principle  of  self-restraint 
in  the  market  (p.  52).  One  of  the  approaches  is  the  collection  and  dissemi- 
nation to  members  of  various  kinds  of  information,  such  as  trade  statistics, 
price  and  bid  statistics,  freight-rate  information,  and  credit  information.  The 
other  principal  approach,  according  to  the  monograph,  is  through  the 
promulgation  of  codes  of  ethics,  dealing  generally  with  such  trade  practices 
as  discounts,  datings,  guarantees,  commissions,  returns,  allowances,  and  guar- 
antees against  price  decline  or  advance;  the  monograph  states,  however,  that 
"some  associations  carefully  avoid"  any  recommendations  on  these  subjects 
(p.  53). 

It  is  remarked  in  the  report  that  one  aspect  of  trade-association  effort  to 
promote  price  stability  which  should  not  be  overlooked  is  the  "stress  that  is 
placed  on  quality  and  sales  promotion  as  the  proper  channel  for  competi- 
tion." This  is  cited  as  an  attempt  by  "indirection"  to  minimize  price  com- 
petition (p.  57) .  Associations,  it  is  said,  are  not  concerned  about  the  possible 
costs  of  competitive  selling  efforts  through  advertising,  sales  promotion,  and 
product  "differentiation,"  leaving  these  forms  of  competition  open  "as  ave- 
nues of  retreat  from  price  competition"  (p.  58). 

Our  interest  is  stimulated  here  by  the  use  of  the  term  "product  differ- 
entiation" as  indicating  an  "avenue  of  retreat"  from  price  competition.  It 
seems  that  the  authors,  perhaps  unconsciously,  are  deprecating  the  efforts  of 
competing  producers  to  make  their  respective  products  better,  and  thereby 
win  more  customers.  What  is  here  termed  "differentiation"  to  provide  an 
avenue  of  "retreat,"  others  have  more  aptly  called  "product  improvement" 
to  secure  greater  "customer  satisfaction."  Since  this  particular  form  of  com- 
petition is  responsible  for  most  of  our  civilized  progress,  it  might  well  have 
deserved  at  least  passing  recognition  in  the  monograph. 

Favorable  reference  is  made  to  the  trade-practice  conference  procedure  of 
the  Federal  Trade  Commission,  which  makes  available  a  means  for  the  vol- 
untary co-operation  of  trade  associations  with  the  Commission  in  the  estab- 
lishment and  observance  of  rules  of  fair  practice.  Such  rules  deal  with  false 
advertising  and  other  practices  which  are  illegal.  Several  hundred  trade 
associations  have  adopted  such  rules,  according  to  the  report  (p.  58). 

Some  discussion  is  devoted  to  efforts  of  trade  associations  to  control  the 
competition  of  nonmembers  (pp.  59  ff .) .  Economic  coercion  is  mentioned 
as  the  usual  means  of  influencing  such  control,  the  coercive  measure  ordi- 
narily taking  the  form  of  boycott.  However,  it  appears  that  government  has 
lent  considerable  aid  to  the  control  of  nonmember  competition  through  en- 
forcement of  such  laws  as  the  Robinson-Patman  Act  and  state  fair-trade  acts. 
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The  passage  of  such  laws  was  sponsored  by  a  number  of  trade  associations 
and  others  have  fought  for  chain-store-tax  measures,  tariff  revisions,  and 
favorable  freight  rates.  A  very  unsavory  example  is  detailed  about  a  piece 
of  licensing  legislation  secured  by  a  certain  state  tile  and  mantel  contractors' 
association  to  stifle  the  competition  of  nonmembers  (pp.  61-62). 

Introducing  the  presentation  of  the  125  cases  of  alleged  law  violations  acted 
upon  by  the  Department  of  Justice  and  the  Federal  Trade  Commission  since 
.    ^.   .^.  the  NRA,  it  is  noted  that  92  of  these  cases  implicated 

A-ClIVIlIGS 

_  -  .         ,  trade  associations.     In  the  33  remaining  cases  the  re- 

^    _  ^,  spondent    groups   were   not   formally   organized.     The 

to  Prosecution         ^  ,  ?  i     •      i  r  i      i     -i         -i  1 1 

authors  pomt  out  the  madequacy  or  the  details  available 

concerning  all  these  cases  and  warn,  also,  against  any  possible  hasty  con- 
clusion, that  of  a  total  of  some  1,500  national  and  regional  trade  associations 
125  have  engaged  in  illegal  restraint  of  trade  since  the  NRA.  These  records 
of  125  cases,  it  is  also  emphasized,  merely  "indicate  what  the  Government 
does  not  want  done  rather  than  a  fully  authenticated  record  of  the  illegal 
activities  carried  on  by  the  trade  associations"  (p.  68).  It  must  be  observed 
here  that  the  signing  of  a  consent  decree  is  not  an  automatic  admission  that 
practices  it  is  agreed  to  stop  have  been  "illegal."  In  many  such  cases  the 
respondents  specifically  denied  or  declined  to  admit  the  truth  of  the  com- 
plaint but  accepted  an  order  as  a  more  economical  procedure. 

An  analysis  is  made  of  the  alleged  objectives  of  the  125  accused  parties  and 
their  methods  in  attempting  to  attain  them.  A  tabulation  shows  that  in  85 
cases  this  objective  was  said  to  be  elimination  of  price  competition,  in  38 
cases  it  was  elimination  of  competitors,  and  in  the  remaining  two  cases  the 
objective  was  eUmination  of  design  piracy.  The  principal  methods  alleged 
in  the  85  cases  to  have  been  employed  in  programs  to  eliminate  price  com- 
petition are  tabulated  as  follows  (Table  51,  p.  395) : 

Number 
Method  of  cases 

Price  agreements    78 

Co-operative  selling  and  licensing    4 

Resale  price  maintenance    40 

Agreement  on  processing  and  product  differentials    5 

Restrictions  on   trade  and   quantity   discounts  and  customer  classification    ..  .  51 

Restriction  on  geographic  price  policies    31 

Restriction  on  terms  and  other  conditions  of  sale 35 

Price  filing  and  price  statistics    32 

Trade  statistics   18 

Standardization  and  simplification  7 

Production  and  sales  control    13 

Allocation  of  buyers  and  sales  territories 13 

Buying    out     5 

Although  a  considerable  amount  of  space  is  devoted  to  an  analytical  dis- 
cussion of  these  cases,  no  conclusion  is  drawn  from  them  at  this  point. 

With  the  explanation  that  a  thorough  analysis  of  a  single  case  can  more 
adequately  portray  underlying  market  circumstances  than  the  condensed 
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record  of  125  cases,  an  entire  chapter  (Chapter  IV,  pp.  _,,     « 

105-143)  is  given  to  the  history  of  the  sugar  industry  and  j     ...    . 

the  career  of  the  Sugar  Institute,  which  existed  from 
1928  to  1936  and  was  discontinued  after  being  convicted  of  violating  the 
antitrust  laws.    This  case  history  is  very  interesting,  though  not  presented 
as  necessarily  typical. 

One  of  the  longest  chapters  of  the  monograph  (Chapter  V,  pp.  145-256), 
substantially  more  than  60,000  words,  is  devoted  to  a  detailed  description 
and  discussion  of  trade-association  activities  concerned  m      , 

with   the   compilation    and   dissemination   of   statistical  «.    ..  .. 

data.    More  than  half  of  the  trade  associations  are  re- 
ported as  engaging  in  such  activities. 

The  report  presents  an  exhaustive  analysis  of  the  specific  kinds  of  trade 
statistics  compiled  by  trade  associations,  the  methods  employed  to  secure 
the  data,  and  the  uses  made  of  the  information.  It  is  noted  that  the  pri- 
mary reason  for  the  collection  and  dissemination  of  current  trade  statistics 
is  to  furnish  members  a  factual  basis  for  decisions  regarding  prices  and 
production.  "As  it  actually  works  out,"  observes  the  report  (p.  180),  "the 
program  may  have  no  effect  on  the  members'  policies,  it  may  have  the  effect 
of  sharpening  the  competitive  struggle  for  the  market,  or  it  may  serve  to 
temper  and  minimize  competition  between  the  members  of  an  industry." 
Further  (p.  181),  "Trade  statistics  illuminate  the  extent  of  the  market  and 
the  moves  of  the  various  rivals  in  the  market,  and  competition  may  very 
well  become  more  acute  because  it  is  more  informed." 

A  statistical  program  that  serves  successfully  to  guide  the  price  and  pro- 
duction policies  of  the  members,  it  is  explained,  rests  on  a  general  accept- 
ance in  the  industry,  whether  conscious  or  otherwise,  of  the  principle  that 
mutual  restraint  in  the  market  is  needed  if  chaotic  or  destructive  compe- 
tition is  to  be  minimized  or  avoided. 

In  Chapter  VI  (pp.  257-300),  on  "Uniform  Accounting,  Cost  Statistics, 
and  Cost  Studies,"  the  authors  suggest  that  the  NRA  was  largely  respon- 
sible for  trade  associations  taking  up  this  type  of  work.  TTTiifftrm 

It  is  stated  further  that  such  recent  legislation  as  the  ^^ „+•„„ 

^  ,  ^  ^        t      T-  •    T   1       f^       1     1     A  Accounting 

Robnison-Patman  Act,  the  rair  Labor  Standards  Act, 

and  state  fair-trade  acts  will  undoubtedly  accelerate  the  growth  of  uniform 

cost  accounting  (p.  258). 

Methods  used  by  trade  associations  in  fostering  uniform  accounting  are 
discussed  in  detail  by  the  report,  which  also  devotes  some  attention  to 
various  principles  of  accounting  practice.  The  primary  objectives  of  ac- 
counting programs  are  described  as  (1)  the  maintenance  of  profitable  and 
stable  prices  and  (2)  the  stimulation  of  economies  (p.  285). 

In  a  final  chapter  on  trade-association  activities  (Chapter  VII,  pp.  301- 
342),  the  report  covers  several  important  fields  of  activity  which  are  given 
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^  ,  only  a  comparatively  brief  description,  since  they  "have 

.      .    .  .  been  little  affected  by  public  controversy  and  questions 

of  legality"  (p.  301).  The  activities  discussed  are  tech- 
nical research  and  advisory  services,  standardization  and  simplification,  trade 
promotion,  employer-employee  relations,  and  Government  relations.  Many 
examples  are  cited,  and  the  compiled  information  is  extremely  interesting, 
constituting  a  segment  of  the  total  picture  actually  more  important  than  all 
the  preceding  four  chapters  dealing  with  activities  presumed  to  influence 
restraints  on  competition. 

CONCLUSIONS  OF  THE  STUDY 

The  concluding  chapter  of  this  monograph,  entitled  "Summary  and 
Conclusions"  (p.  343-358),  presents  what  might  be  termed  a  neat  and  con- 
cise summary  of  the  Trade  Association  Survey. 

The  problems  of  industry  underlying  the  development  of  trade-association 
activities  are  clearly  and  logically  set  forth  and  an  intelligent  attempt  is  made 
to  interpret  these  activities  in  terms  of  the  public  interest.  The  funda- 
mental problem  presented  in  the  conclusion  is  to  determine:  (1)  the  degree 
to  which  competition  shall  be  required  to  be  free  of  tempering  restraints, 
and  (2)  the  methods  and  means  by  which  the  restraining  factors  shall  be 
regulated. 

While  the  reasoning  seems  to  be  well  presented,  for  the  most  part,  many 
O  1  T  P  tb  *>  ^^^'^^''^  "^^y  receive  a  slight  jolt  at  the  somewhat  sur- 
prising turn  it  takes  in  the  final  pages,  ending  with  these 
passages  in  the  very  last  paragraph  of  the  report  (p.  358) : 

As  to  the  basic  issues,  it  appears  that  two  paths  are  open.  The  first  is  to 
sharpen  and  strengthen  the  antitrust  laws  in  the  effort  to  approach  more  closely 
to  the  ideal  of  perfect  competition.  In  such  a  program  the  functions  of  trade 
associations  would  be  further  limited  and  restricted.  The  second  path  is  to  relax 
the  antitrust  laws,  opening  the  way  for  industries  to  endeavor  to  deal  with  spe- 
cific problems  by  group  action,  under  the  supervision  of  some  appropriate  Gov- 
ernment agency.  .  .  .  The  best  immediate  step  might  be  to  sharpen  the  antitrust 
laws  in  their  definitions  of  acts  in  restraint  of  trade  while  at  the  same  time  open- 
ing the  way  for  more  flexible  treatment  of  industry's  problems  in  those  situations 
where  the  processes  of  free  competition  appear  to  lead  to  social  waste  and  insta- 
bility. 

While  it  may  not  be  entirely  fair  to  the  authors  of  the  report  thus  to  place 
the  last  words  of  their  conclusions  first,  for  purposes  of  review  it  does  help 
to  know  the  end  while  studying  the  process  of  getting  there.  We  must  admit 
we  do  not  see  clearly  why  there  are  only  the  "two  paths"  as  asserted  in  the 
passage  quoted  above.  In  effect,  the  authors  hold  that  we  must  either 
enforce  "perfect  competition,"  with  resultant  disastrous  chaos,  or  we  must 


TRADE  ASSOCIATION  SURVEY  269 

have  "group  action"  under  Government  supervision.  As  explained  a  little 
farther  on,  this  proposed  supervision  is  to  be  exercised  by  a  Federal  agency 
with  rather  wide  authority,  which  is  to  take  over  some  of  the  functions 
hitherto  performed  by  trade  associations  and  to  regulate  other  association 
activities. 

Discussing  the  reasons  why  a  large  proportion  of  national  and  regional 
trade  associations  have  engaged  in  co-operative  efforts  "to  temper  the  force 
of  competitive  circumstances,"  the  report  observes  (p.  346) : 

These  efforts,  fundamentally,  proceed  from  the  fact  that  competition,  however 
initiated,  encounters  no  natural  force  or  circumstance  that  halts  the  movement 
at  the  level  of  cost  and  from  the  fact  that  there  is  no  characteristic  of  the  market 
that  automatically  corrects  a  competitive  situation  in  which  the  members  of  an 
industry  fail  to  cover  their  costs.  Economists  reason  that,  if  business  competitors 
have  a  complete  knowledge  of  one  another's  price  policies,  the  adverse  conse- 
quences to  them  of  price  cutting,  and  the  point  of  best  adjustment  to  the  gen- 
eral market  situation,  prices  will  be  so  established  and  maintained  as  to  yield  the 
maximum  of  possible  net  returns  or  minimize  the  losses,  or,  to  the  extent  that 
business  competitors  have  this  knowledge  and  foresight,  they  will  avoid  the  un- 
necessarily  unprofitable  or  destructive  consequences  of  competition. 

Based  on  the  information  compiled  in  this  survey,  including  the  review 

of  the  prosecutions  of  the  Federal  Trade  Commission  and  the  Department 

of  Justice  since  the  NRA,  the  report  concludes  that  a  -it         n     • 

,  .       ,  .    .     ^       . ,  NoncoUusive 

large  majority  or  trade  associations  avoid  sponsoring  or  p     tv  '   t 

participating  in  collusive  restraints  on  competition.     It  ,,     p    , , 

adds  (p.  348) : 

By  and  large,  however,  it  is  not  collusive  restraint  of  trade  that  constitutes  the 
principal  problem  raised  by  the  activities  of  national  and  regional  trade  associa- 
tions but  rather  those  forms  of  restraint  that  do  not  involve  collusion,  as  this  term 
has  been  considered  above. 

The  "noncollusive  efforts"  referred  to  are  principally  (1)  the  fostering  of 
trade-practice  standards,  (2)  the  dissemination  of  trade  statistics  and  price 
information,  and  (3)  the  promulgation  of  uniform  cost-accounting  prin- 
ciples and  guides  and  the  dissemination  of  cost  statistics.  The  most  preva- 
lent noncollusive  approach  to  the  problem  of  achieving  market  stability, 
states  the  report  (p.  349),  is  the  dissemination  of  current  price  information 
and  trade  statistics  on  production,  stocks,  shipments,  and  orders.  These 
furnish  association  members  with  a  factual  basis  for  current  decisions  re- 
garding prices  and  production. 

The  difference  between  collusive  and  noncollusive  approaches  is  explained 
as  merely  "one  only  of  the  directness  of  the  device"  (p.  352) : 

The  exact  point  or  points  at  which  group  activity  directed  at  the  achievement 
of  price  stability  assumes  a  collusive  form  manifestly  cannot  be  stated  as  a  general 
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proposition,  which  in  part  accounts  for  the  area  of  legal  doubt  concerning  the 
application  of  the  antitrust  laws  to  trade-association  activities. 

In  support  of  their  efforts  to  achieve  price  stability,  trade  association 
leaders  are  reported  (p.  352)  as  contending  that 

.  .  unrestrained  competition,  particularly  under  conditions  of  excess  capacity 
and  depressed  demand,  has  a  tendency  to  drive  prices  to  levels  that  are  destruc- 
tive of  the  interests  of  the  enterprises,  their  investors,  workers  in  the  industry,  and 
in  the  long  run  of  the  interests  of  consumers  as  well.  This  competition,  it  is  con- 
tended, injures  the  efficient  along  with  the  inefficient  firms  and  leads  to  further 
concentration  of  economic  power  in  those  concerns  that  have  the  greatest  finan- 
cial staying  power.  It  destroys  capital  and  reduces  the  incentive  to  replace  capital 
or  to  increase  production  efficiency.  .  .  . 

About  this  contention  the  report  says  (p.  353) :  "To  deny  or  disregard 
these  claims  as  lacking  in  essential  truth  or  wide  application  is  to  argue  for 
the  enforcement  of  really  free  competition."  Such  a  position,  it  adds,  would 
outlaw  most  of  the  activity  in  fostering  trade-practice  standards  and  might 
even  "forbid  trade  associations  altogether,  on  the  ground  that  people  who 
are  to  compete  fiercely  should  never  be  allowed  to  be  convivial  together." 

A  less  extreme  position,  and  apparently  the  one  favored  by  the  authors 
of  the  report,  would  retain  the  purely  informational  activities  of  trade  asso- 
ciations and  the  work  of  standardization  and  simplification  but  would  out- 
law a  great  many  current  trade  association  activities;  including,  for  exam- 
ple, any  recommendation,  criticism,  or  discussion  of  price  policies,  produc- 
tion policies,  or  distribution  policies.  The  prohibited  subjects  of  discussion 
would  include  all  matters  pertaining  to  basic  prices,  differentials,  terms  or 
conditions  of  sale,  as  well  as  company  or  industry  policies  concerning  dis- 
tribution or  volume  of  production.  Also  prohibited  would  be  any  recom- 
mendation of  cost-accounting  methods  "not  in  accord  with  sound  account- 
ing practice"  or  involving  the  use  of  "particular  labor,  material,  or  machine 
requirements,  values,  or  cost  or  price  relationships." 

Proceeding  from  this  exposition  of  "a  less  extreme  position,"  the  conclu- 
sions move  further  toward  the  recommendation  for  control  and  partial  re- 
placement of  trade-association  activities  through  a  Government  agency,  in 
this  transitional  passage  (p.  353) : 

To  agree  .  .  .  with  the  position  of  trade  associations  regarding  the  excesses  of 
unrestrained  competition,  is  to  argue  for  discarding  the  present  distinction  be- 
tween collusive  and  noncollusive  restraints  on  competition  and  for  permitting  any 
industry  that  is  distressed  by  too  much  competition  to  adopt  such  methods  as 
would  be  most  effective  in  correcting  its  situation.  Most  trade  association  leaders 
would  be  prepared  to  admit  that  controls  of  this  nature  should  be  subject  to  Gov- 
ernment supervision  or  participation  but  would  favor  some  procedure  whereby 
they  would  be  given  more  freedom  to  deal  with  their  problems. 
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Here,  within  five  pages  of  the  end  of  this  voluminous  and  scholarly  report, 
the  reasoning  has  begun  to  appear  slightly  strained,  to  fit  a  given  end.  It 
is  hard  to  find  any  basis  for  the  assertion  that  the  "position  of  trade  asso- 
ciations" calls  for  "discarding  the  present  distinction  between  collusive  and 
noncollusive  restraints."    The  evidence  does  not  support  such  a  conclusion. 

At  this  point,  one  might  also  question  the  repeated  use  of  the  term 
"noncollusive  restraints"  which  appears  so  frequently  in  this  part  of  the  re- 
port. The  position  of  the  authors  seems  to  be  that  collusive  restraints  are 
those  which  are  now  prohibited  by  the  antitrust  laws,  while  the  noncollu-' 
sive  restraints  are  those  resulting  from  the  lawful  activities  by  which  trade 
associations  succeed  in  tempering  the  destructiveness  of  wild,  shortsighted, 
uninformed  price-competition  through  the  dissemination  of  necessary  infor- 
mation. It  does  not  seem  that  these  activities  could  be  called  "restraints." 
The  only  kind  of  restraint  that  there  can  ever  be,  unless  it  is  imposed  by 
force,  must  come  either  from  collusion  or  from  self-control.  So  the  only 
kind  of  noncollusive  restraint  the  authors  can  possibly  have  in  mind  must 
be  the  self-restraint  of  individuals  acting  independently.  When  trade  asso- 
ciations inspire  genuinely  noncollusive  self-restraint,  they  do  so  purely 
through  education,  which  must  be  free  of  all  coercion  and  fraud.  The  law 
prohibits  collusive  and  coercive  methods,  as  well  as  fraud,  and  Government 
agencies  stand  ready  to  punish  infractions.  The  term  "noncollusive  re- 
straint" is  misleading,  since  the  only  restraint  arising  from  noncollusive 
action  is  self-restraint,  and  any  trade-association  activities  in  that  connection 
do  not  in  themselves  restrain,  but  merely  serve  to  provide  information 
which  may  or  may  not  lead  to  self-restraint  on  the  part  of  independent 
competitors. 

Proceeding  another  step  toward  the  recommendation  which  ends  this 
report,  the  authors  state  (p.  354)  : 

The  positions  taken  by  the  proponents  of  market  stabilization,  on  the  one  hand, 
and  of  free  competition,  on  the  other,  both  carry  the  implication  that  the  exist- 
ing legal  character  of  the  antitrust  laws  needs  change. 

This  statement  does  not  seem  to  be  well  founded,  unless  it  refers  to  the 
positions  taken  by  extremists  on  the  two  sides.  There  is  repeated  reference 
to  these  two  extreme  viewpoints,  leading  eventually  to  the  "two  paths"  men- 
tioned in  the  closing  passage  of  the  report:  on  the  one  hand  "perfect  com- 
petition," and  on  the  other  hand  Government  regulation.  Apparently  little 
consideration  is  given  to  any  moderate  point  of  view  which  would  not  re- 
quire either  complete  "market  stabilization"  or  the  ideal  of  "perfect  com- 
petition." Without  having  made  a  survey,  the  reviewers  believe  that  most 
business  leaders  have  such  a  moderate  viewpoint;  and  the  Trade  Associa- 
tion Survey  reveals  no  good  reason  for  abandoning  it  in  favor  of  either 
extremist  viewpoint. 
Coming  direcdy  to  the  recommendation  for  a  Government  agency  to 
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supervise  trade-association  activities,  the  report  mentions,  first,  the  lack  of 
A  Government  existing  knowledge  "concerning  the  incidence  of  unre- 
Affencv  strained   competition    and   adequate   techniques   of   the 

Recommended  public  supervision  or  control  that  presumably  would  be 
necessary  if  the  antitrust  laws  were  relaxed."  To  secure 
the  necessary  facts  a  Government  agency  is  to  be  given  the  definite  respon- 
sibility of  studying  the  entire  situation  and  of  determining  more  or  less 
in  detail  what  the  public  policy  should  be  and  what  form  of  control  is  to 
be  developed. 

Still  referring  to  this  same  agency,  to  be  appointed  for  research  purposes, 
the  report  continues  with  a  description  of  its  possible  functions,  until,  seem- 
ingly growing  in  confidence  as  its  description  proceeds,  the  agency  finally 
takes  on  the  appearance  of  a  permanent  body,  clothed  with  a  formidable  set 
of  continuing  functions  and  armed  with  a  considerable  amount  of  bureau- 
cratic authority.     This  should  have  been  caught  in  the  editing. 

Following  are  some  of  the  functions  to  be  performed  by  the  suggested 
Government  agency  (pp.  354-357) : 

.  .  .  seek  to  develop  practical  criteria  for  identifying  circumstances  in  which 
the  public  interest  formerly  served  by  competition  might  more  effectively  be 
served  by  some  form  of  control. 

.  .  .  seek  to  analyze  and  test  the  grievances  of  specific  industries  against  the 
operation  of  the  antitrust  laws  .  .  . 

.  .  .  advancing  the  publicity  of  trade-association  activities  .  .  . 

[To  extend  the  availability  of  data  compiled  by  trade  associations.] 

[To  publish  periodically  a  directory  of  trade  associations  with  all  essential  facts 
about  each.] 

[To  compile  from  time  to  time  information  on  legislative  measures  which  asso- 
ciations are  sponsoring  or  opposing.] 

.  .  .  the  establishment  of  standards  for  the  dissemination  of  trade -association 
statistics  to  interested  parties  in  the  trade  other  than  participants  .  .  . 

[To  increase  the  reliability  of  trade-association  statistics  through  supervision  of 
techniques.] 

.  .  .  supplementing  trade-association  series  with  statistical  collections  of  its  own. 
To  lend  assistance  in  the  development  of  cost-accounting  methods  and  dis- 
courage unsound  practices.] 

In  concluding  its  recommendations  concerning  the  proposed  Government 
agency,  the  report  says  (p.  357)  that  the  present  study  "has  not  considered 
the  form  of  organization  for  such  an  agency,  its  proper  location  within  the 
Government,  the  size  of  budget  necessary,  or  other  necessary  matters  of  de- 
tail." Also  the  problem  of  "the  powers  which  might  be  necessary"  has  not 
been  examined,  says  the  report,  adding  significantly:  "It  may  be  that  expe- 
rience would  demonstrate  that  the  power  of  subpoena  would  prove  neces- 
sary or  that  some  form  of  licensing  might  be  the  best  way  of  bringing  all 
trade  associations  within  the  program." 
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This  opens  up  startling  possibilities.  It  is  difficult  to  imagine  a  situation 
on  the  American  scene  where  all  trade  associations  would  have  to  get  licenses 
or  be  under  permanent  power  of  subpoena  by  a  government  agency  which 
supervises  their  activities. 

The  monograph  recommends  that  some  government  agency,  either  a  new 
one  or  an  old  one,  shall  "supplement  and  supervise  the  collection  of  indus- 
trial statistics  by  trade  associations."  Unless  all  private  business  is  to  be  sub- 
jected to  complete  government  control — as  is  advocated  in  some  of  the 
T.N.E.C.  monographs,  but  not  by  most  of  the  authors  of  Monograph  18 — 
there  would  seem  to  be  serious  dangers  involved  in  governmental  "suspen- 
sion" of  collection  of  statistics  by  trade  associations.  Such  "suspension" 
might  easily  be  translated  into  "control,"  not  only  of  the  associations  but 
of  their  members.  Thus,  in  Monograph  No.  7,  Dr.  Kreps  (p.  124)  sug- 
gests that  the  governmental  Bureau  of  Industrial  Economics  shall  especially 
concern  itself  with  details  about  the  300  biggest  corporations. 

There  is  no  room  for  doubt  that  an  expansion  of  the  Government's  sta 
tistical  services  in  the  industrial  and  commercial  fields  could  be  extremely 
helpful  in  rationalizing  the  type  of  "noncollusive  restraint"  which  is  deemed 
to  be  in  the  public  interest;  and  the  kinds  of  additional  statistics  needed  are 
revealed  by  the  survey. 

Another  sound  conclusion  of  the  study  is  that  there  should  be  clarifica- 
tion of  antitrust  laws  where  they  touch  upon  trade  practice  activities  and 
information  services  of  trade  associations,  sharpening  the  line  between  col- 
lusive restraint  and  informed  self-restraint.  The  analysis  shows  that  the 
Department  of  Justice  and  the  Federal  Trade  Commission  have  adequate 
power  to  protect  the  public  interest  against  collusive  restraints  of  competi 
tion.  There  is  little  evidence  to  support  the  recommendation  to  create  a 
Government  agency  to  regulate  and  supervise  trade  associations  and  to  build 
a  new  NRA  on  the  ashes  of  the  old. 

This  500-page  monograph  is  a  splendid  work  of  compilation,  analysis,  and 
factual  report,  and  it  has  considerable  value  as  a  permanent  reference.  The 
report  would  be  considerably  more  valuable  if  it  had  expanded  the  section 
on  activities  that  do  not  restrain  competition — and  thus  helped  to  redirect 
trade-association  attention  and  activity. 


REVIEW   OF    T.N. E.G.    MONOGRAPH   NO.    1 9 

Government  Purchasing 

THIS  monograph,  the  nineteenth  in  the  series  pubHshed  by  the  Tempo- 
rary National  Economic  Committee  concerning  the  "Investigation  o£ 
Concentration  of  Economic  Power,"  deals  with  government  purchasing.  It 
was  written,  under  the  supervision  of  Morris  A.  Copeland,  Director  of  Re- 
search of  the  Division  of  Statistical  Standards  in  the  Bureau  of  the  Budget, 
by  Clem  C.  Linnenberg,  Jr.,  and  Dana  M.  Barbour  of  the  economic  staff  of 
the  Bureau. 

In  general  it  includes  an  analysis  of  the  scope  of  government  purchasing— 
the  dollar  value  of  purchases  made  by  Federal,  state,  and  local  agencies,  the 
types  of  items  bought  (determining  in  what  markets  government  pur- 
chasing is  an  important  factor),  the  timing  of  Federal  purchases,  and 
methods  of  combating  identical  bids  (indicating  monopolistic  practices). 
Other  questions  raised  include:  What  is  a  fair  price  for  the  government  to 
pay.?  What  use  can  be  made  of  cost  studies,  centralized  purchasing,  and 
flexible  specifications  .f'  Under  what  conditions  should  the  government  pro- 
duce or  manufacture  the  products  it  needs  .f*  How  can  intelligent  govern- 
ment purchasing  aid  in  the  reduction  of  business  variations  due  to  cyclical 
and  seasonal  changes? 

Many  of  the  suggestions  made  are  commendable  while  others  at  least 
appear  questionable.  The  most  effective  way  to  review  is  probably  a  con- 
sideration of  the  points  as  outlined  in  the  report. 

The  introduction  to  the  monograph  (pp.  xv-xix)  apologizes  for  the  lack  of 
adequate  statistics  and  information  concerning  government  buying  activity. 
It  is  pointed  out  that  it  has  been  necessary  to  obtain  some  of  the  data  from 
manufacturers.  It  seems  reasonable  to  ask,  "Why  haven't  procurement 
records  been  kept  to  aid  in  the  very  important  function  of  government 
purchasing?" 

Chapter  I  (pp.  1-16)  deals  with  the  scope  and  characteristics  of  Federal 
purchasing.  The  Federal  Government  is  the  largest  individual  purchaser 
„  ,  in  the  country.    Its  purchases  are  made  by  several  agen- 

p,  „  cies.    For  the  fiscal  year  of  1938,  the  dollar  value  of  pur- 

Bu^^r  ^^  °  ^"^^^^^  ^°^^^^^  $913,400,000.00,  and  over  910,000  different 

items  were  bought.  Construction  materials  comprised 
the  largest  individual  class,  amounting  to  19.4  per  cent  of  the  total;  with 
food  and  feed  next,  at  14.6  per  cent.  The  War  Department's  purchas- 
ing agency  spent  $270,500,000.00,  or  30  per  cent  of  the  total.  The  Navy  was 
next  with  24  per  cent,  followed  by  WPA  with  21  per  cent,  and  the  Depart- 
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ment  of  the  Interior  at  6  per  cent.  No  other  individual  agency  accounted 
for  more  than  5  per  cent. 

With  the  wide  geographical  area  covered  and  the  large  number  of  perish- 
able items  needed,  this  monograph  states  that  value  of  centralized  purchas- 
ing is  somewhat  limited.  The  point  is  apparently  missed  that  there  can  be 
effective  decentralized  purchasing  with  competent  centralized  control. 

There  are  five  principal  types  of  Federal  purchasing  procedure: 

1.  Direct  purchase  by  the  using  agency  from  suppliers 

2.  Purchase  by  the  using  agency  under  a  contract  made  by  the  Procure- 
ment Division  of  the  Treasury  Department 

3.  Purchase  by  the  using  agency  under  a  contract  made  by  some  other 
Federal  operating  department  or  establishment 

4.  Purchase  by  the  using  agency  from  warehouse  stocks  of  the  Procure- 
ment Division  or  another  operating  agency 

5.  Purchase  by  the  Procurement  Division  for  the  using  agency 

The  origin  of  the  Procurement  Division  of  the  Treasury  Department  can 
be  traced  back  to  the  appointment  of  a  General  Supply  Committee  in  1909, 
but  the  division  was  not  officially  established  until  an  executive  order  was 
issued  on  June  10,  1933.  This  division  is  the  only  centralized  control  for 
government  purchasing  and,  while  its  activities  have  materially  expanded 
since  its  inception,  for  the  fiscal  year  of  1939  it  only  made  approximately 
30  per  cent  of  all  the  Federal  Government  purchases.  An  analysis  shows 
that  most  of  this  30  per  cent  is  accounted  for  by  WPA  purchases,  and  that 
the  War  Department  and  Navy  Department  handled  the  purchase  of  prac- 
tically all  of  their  requirements  without  consulting  the  Procurement  Divi- 
sion. While,  undoubtedly,  there  is  a  variance  of  items  bought,  it  seems  rea- 
sonable to  assume  that  some  economies  could  be  effected  by  combining  these 
purchases. 

The  statistics  available  on  the  extent  and  character  of  state  and  local  pur- 
chasing, as  noted  in  Chapter  II,  are  very  incomplete.  From  the  data  avail- 
able it  appears  that  the  character  of  the  purchases  is  very  similar  to  that 
of  the  Federal  Government.  There  naturally  is  somewhat  more  of  a  tend- 
ency to  make  a  greater  percentage  of  purchases  locally. 

Chapters  III  and  IV  discuss  the  timing  and  prices  of  Federal  purchases. 
An  investigation  of  the  purchase  orders  of  forty-five  Federal  agencies  for 
the  twelve-month  period   of  December,   1937,  through  T'nii   o-    nH 

November,  1938,  shows  that  the  dollar  value  of  these  p  . 

orders  is  by  no  means  spread  evenly  through  the  year. 
In  June  of  this  period   (the  month  in  which  a  Federal  agency  is  faced 
with  the  alternative  of  placing  an  order  or  having  a  part  of  its  appropria- 
tion revert  to  the  Treasury),  13  per  cent  of  the  dollar  volume  of  purchase 
orders  for  the  entire  year  was  made.    If  the  purchases  had  been  distributed 
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equally  over  the  year,  the  purchases  would  have  been  8%  per  cent  of  the 
total  for  each  month.  As  pointed  out  in  the  monograph,  it  is  lamentable  to 
have  the  expiration  of  an  appropriation,  rather  than  market  conditions  or 
the  need  for  the  material,  determine  the  timing  of  government  buying.  This 
method  of  timing  has  caused  some  of  the  Government's  large  purchases  to 
be  made  at  high  market  prices. 

Often  the  government  purchases  are  so  large  that  they  affect  the  price 
structure  of  the  entire  market.  If  in  these  cases  purchasing  was  intelligently 
planned,  it  could  provide  a  stabilizing  rather  than  a  disturbing  effect.  Good 
timing  for  any  buying  must  be  based  on  an  analysis  of  the  need  for  the 
product,  together  with  a  market  analysis. 

Of  330,000  bid  openings  for  the  period  of  December,  1937,  through  No- 
vember, 1938,  23  per  cent,  or  more  than  76,000,  contained  identical  bids. 
While  identical  bidding  does  not  positively  prove  collusion,  it  definitely  sug- 
gests it.  Conversely,  dififerent  bids  do  not  always  prove  the  lack  of  collusion 
or  assure  the  buyer  of  a  fair  price.  The  authors  conclude  (p.  35)  that  the 
large  quantity  of  identical  bids  on  government  purchases  cannot  be  explained 
on  any  basis  other  than  that  "something  is  wrong." 

A  considerable  portion  of  the  analysis  concerns  the  problem  of  war  procure- 
ment (Chapter  V,  pp.  43-63).  The  analysis  states  that  the  two  most  signifi- 
jjj  cant  facts  about  war  procurement  are:  (1)  that  it  must 

-,  .  take  place  in  markets  where  the  supply  and  demand 

conditions  are  rapidly  changing,  and  (2)  that  the  gov- 
ernment demand  inevitably  becomes  a  major  price  determining  factor  in  a 
wide  range  of  markets.    This  is  no  doubt  the  case. 

The  general  chaotic  conditions  and  disorderly  purchasing  that  character- 
ized the  1917  war  era  are  outlined,  and  much  emphasis  is  placed  on  the 
evils  of  the  cost-plus  contracts  of  that  time  which  led  to  excessive  profiteer- 
ing. The  inefficiency  and  delay  of  the  First  World  War  period  are  also 
criticized. 

The  requisites  of  adequate  preparedness  for  procurement  in  time  of  war 
are  stated  as  follows  (pp.  54-55,  with  slight  abridgment) : 

1.  Accurate  and  dependable  records  of  purchases  and  inventories  must  be  main- 
tained as  a  basis  for  making  reports  to  a  procurement  co-ordinating  office. 

2.  Such  records  must  be  used  as  a  basis  for  developing  estimates  to  be  sub- 
mitted to  the  central  procurement  co-ordinating  office.  This  office  should 
be  organized  with  commodity  sections,  and  the  estimates  received  will  be 
used  by  the  commodity  sections  in  their  studies  of  conservation  and  produc- 
tion.    [This  is  similar  to  the  present  WPB  setup.] 

3.  Power  should  be  vested  in  the  central  procurement  co-ordinating  office  to  dis- 
approve or  modify  such  estimates. 

4.  Power  must  be  given  to  require,  with  respect  to  commodities  for  which  it 
is  deemed  desirable,  that  purchase  orders  themselves  be  cleared  through  the 
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central  co-ordinating  procurement  agency.    Thus  priorities  could  be  assigned 
when  necessary  and  allocations  made  to  the  best  advantage. 

These  aims  all  appear  to  be  desirable  and,  to  some  extent,  are  what  the 
WPB  is  doing  at  present.  However,  it  is  our  opinion  that  the  powers  of 
the  Army  and  Navy  in  pressing  their  present  wants  overshadow  the  recom- 
mendations of  the  WPB,  whether  or  not  these  wants  represent  immediate 
war  needs. 

The  analysis  further  devotes  considerable  space  to  the  steps  taken  toward 
preparedness  (as  of  1940)  including  the  establishment  of  the  army  indus- 
trial college;  designation  of  strategic,  critical,  and  essential  materials;  stock- 
ing of  strategic  and  critical  materials;  standardization;  the  development  of 
specifications;  allocation  of  domestic  producing  facilities;  educational  or- 
ders; experimentation  with  various  forms  of  contracts,  and  investigation  of 
British  and  French  military  procurement. 

It  is  interesting  to  note  in  this  connection  that  rubber  was  not  designated, 
in  the  list  shown,  as  one  of  the  items  to  be  stocked;  and  it  has  turned  out 
to  be  one  of  the  most  critical  materials. 

The  monograph  next  considers  the  possibility  of  further  co-operation  in 
procurement  between  Federal,  state,  and  local  purchasing  agencies  (Chap 
ter  VI,  pp.  65-75).    It  is  pointed  out  that  seven  states  Cooperation 

have  a  system  whereby  municipalities  or  counties  may  QmonD' 

purchase  through  a  central  state  agency.     It  is  further  P  nvpr nrnPTit*: 

argued  that  with  the  similarity  between  purchases  of  the 
Federal  Government  and  those  of  six  large  cities  a  similar  arrangement 
should  be  worked  out  for  local  agencies  to  purchase  on  Federal  contracts. 
It  is  stated  that  the  increased  volume  should  bring  lower  prices. 

Examining  this  point,  however,  we  find  that  most  of  the  contracts  for 
this  purpose  would  have  to  be  of  the  indefinite  quantity  kind.  It  is  ques- 
tionable how  eager  vendors  would  be  to  bid  on  this  type  of  contract.  No 
economies  would  be  effected  in  billing,  and  in  many  cases  transportation 
charges  would  be  higher.  There  is  the  additional  problem  of  having 
standard  specifications  for  each  purchasing  group.  In  general,  we  do  not 
beheve  the  extensive  use  of  this  type  of  contract  is  a  feasible  means  of  sub- 
stantially lowering  government  purchase  prices. 

In  addition,  it  should  be  pointed  out  that  the  proposal  would  tend  to  add 
one  more  factor  to  the  many  which  have  developed  during  recent  years  in 
the  breakdown  of  the  relationships  between  local,  state,  and  Federal  gov- 
ernments which  have  existed  in  the  United  States  for  a  century  and  a  half. 
From  a  purely  practical  standpoint,  moreover,  any  such  "scrambling"  of 
these  relationships  as  is  proposed  would  mean  that  if  serious  errors  and 
breakdowns  resulted  it  would  be  difficult,  if  not  impossible,  to  fix  the  respon- 
sibility. 
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The  other  co-operative  arrangements  suggested  in  the  monograph  are  as 
follows : 

« 

1.  Consolidation  of  purchases  (definite  quantities)  into  one  large  order. 

The  difficulty  of  this  job  on  a  large-scale  basis  for  a  great  number  of 
state  and  municipal  agencies  appears  tremendous,  but  it  is  still  probably 
one  of  the  best  potential  methods  of  reducing  prices. 

2.  Purchase  by  one  government  unit  through  the  agency  of  another  gov- 
ernment unit. 

3.  Purchase  directly  from  the  warehouse  stocks  of  another  government 
unit. 

Both  of  the  last  two  recommendations  also  appear  to  have  very  defi- 
nite physical  limitations  for  large-scale  usage. 

Next  the  monograph  deals  with  the  need  for  greater  flexibility  in  gov- 
ernment procurement  activities  (Chapter  VII,  pp.  77-98).  It  is  argued 
Nppd  of  ^^'^^  ^'^  ^^^  performance  of  the  purchasing  function,  the 

Flpxihilitv  Government   should  employ  businesslike  methods  and 

should  have  the  same  freedom  as  private  enterprise. 

The  first  recommended  freedom  is  the  permitted  use  of  long-term  con- 
tracts. At  the  present  time  most  appropriations  are  made  on  a  yearly  basis, 
and  it  is  argued  that  longer-term  planning  should  encourage  better  buying. 
This  seems  most  logical,  and  we  believe  it  would  be  well  for  all  govern- 
ment procurement  agencies  to  plan  their  buying  for  longer  periods  of  time. 
However,  the  point  is  apparently  missed  that  it  is  possible  to  do  a  consider- 
able amount  of  long-term  planning  without  placing  purchase  commitments. 

Some  discussion  is  devoted  to  the  advisability  of  making  government  bids 
public.  The  conclusion  drawn  is  that  there  is  no  objection  to  such  publicity, 
and  any  disadvantage  resulting  from  the  publication  of  these  bid  figures 
could  be  overcome  by  requiring  private  enterprises  to  make  public  their  bid 
figures.    Statutory  action  of  this  type  is  recommended. 

This  suggestion  is,  of  course,  unreasonable.  In  the  first  place  the  mere 
mechanical  and  clerical  work  involved  in  making  all  industry  bids  public 
is  stupendous.  More  important,  however,  is  the  impetus  this  would  give  to 
further  collusion  among  suppliers.  Much  of  the  price  competition  that  pri- 
vate industry  now  obtains  is  due  to  the  fact  that  no  bidder  is  certain  as  to 
the  prices  which  his  competitors  have  quoted. 

In  the  use  of  long-term  contracts  the  need  of  flexible  specification  arrange- 
ments to  meet  changing  conditions  is  pointed  out,  as  is  also  that  of  a  reason- 
able price-adjustment  clause.  Various  price-adjustment  methods,  including 
price  changes  based  on  costs,  changes  based  on  agreed  indices,  and  slack- 
season  and  recession  discounts,  are  discussed.  In  the  placing  of  government 
contracts  the  consideration  of  these  points  is  certainly  advisable. 

A  further  recommendation  is  made  (pp.  87-94)  that  Federal  procurement 


GOVERNMENT  PURCHASING  279 

procedure  should  not  only  be  supplemented  by  long-term  contracts,  but  also 

by  government  production  of  goods  and  services  for  its  ^ 

T-u     J  ■  ■       c  J  /      on\  Government 

own  use.     Ihe  determmmg  factor  is  stated  (p.  o9)   to  p     h     t" 

be  that  "for  the  Government,  as  for  any  other  user  of 

supplies  and  materials,  it  is  efficient  to  produce  what  might  be  bought,  if 

production  is  cheaper  than  purchase. 

The  following  recognized  objections  are  considered: 

1.  Cost  is  an  indeterminate  item,  and  it  is  difficult  to  include  the  correct 
figures  for  depreciation,  obsolescence,  overhead,  etc. 

2.  A  business  concern  which  undertakes  procurement  by  manufacture 
cannot  usually  continue  in  such  a  side-line  the  research  necessary  to 
forward  the  art. 

3.  With  shifting  requirements,  it  would  be  difficult  to  build  or  obtain  a 
plant  of  the  proper  size — also  it  might  be  nationally  uneconomic  to 
increase  the  capacity  of  a  particular  industry. 

4.  A  government  agency  is  tax-free  and  therefore  costs  will  appear  lower 
than  actual. 

5.  In  addition,  such  procedure  would  deprive  the  Government  of  tax 
revenue. 

These  objections  are  all  discounted.  It  is  claimed  that  with  the  proper 
initial  survey,  and  the  setting  up  of  the  proper  accounting  system,  they 
could  be  eliminated.  This  may  be  true;  but,  with  the  political  phase  as  part 
of  the  picture,  it  is  doubtful  that  the  economic  factors  would  always  be  the 
determining  influence  as  to  whether  Government  should  manufacture  for 
its  own  needs.  Under  our  present  set-up,  we  are  sure  that  our  best  interests, 
in  the  long  run,  are  served  by  the  continued  patronage  of  private  industry. 

Some  consideration  is  given  to  private  operation  of  Federal-owned  plants. 
For  periods  of  emergency,  and  where  the  contract  may  be  stopped  at  any 
minute,  as  on  the  production  of  war  materials,  this  is  a  sound  arrangement, 
as  it  obtains  the  benefit  of  private  industrial  production  knowledge  at  the 
most  economical  figure. 

The  Federal  antitrust  laws  and  other  Federal  regulatory  devices  which 
can  be  used  as  an  aid  in  procurement  are  reviewed  in  Chapter  VIII  (pp. 
99-115).    It  is  pointed  out  that  in  the  case  of  identical  ^       ,   .. 

bids  or  other  monopolistic   practices,  the   Government  a'H'ti 

(and  other  buyers)   have  recourse,  by  law,  under  the  p  . 

Sherman  Antitrust  Act,  the  Wilson  Tariff  Act,  the  Clay- 
ton Act,  and  the  Federal  Trade  Commission  Act.    As  it  stated  in  the  mono- 
graph, it  is  not  always  necessary  to  carry  legal  action  to  a  definite  conclu- 
sion, as  often  the  initial  stages  of  legal  action  bring  about  the  desired  result. 

In  general,  it  is  easier  to  obtain  a  Federal  Trade  Commission  cease-and- 
desist  order,  than  it  is  to  obtain  a  conviction  under  the  Sherman  Act,  but 
the  Sherman  Act  conviction  is  more  likely  to  obtain  the  desired  result. 
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The  Miller-Tydings  Act  and  the  Fair  Trade  Acts,  which  have  been 
adopted  by  some  forty  odd  states,  nulHfy  the  various  antitrust  laws,  in  so  far 
as  they  combat  resale  price  maintenance.  These  Fair  Trade  laws  make  it 
not  only  legal,  but  mandatory,  to  sell  certain  listed  items  at  the  established 
retail  prices. 

The  monograph  recommends  that  identical  bidding  be  made  prima  facie 
evidence  of  collusion.  This  does  not  seem  to  be  a  logical  solution,  as  in 
some  instances  it  would  work  a  hardship  on  innocent  vendors,  and  in 
others  it  would  only  force  collusionists  to  be  more  ingenious. 

Another  type  of  law  required  is  one  to  combat  price  discrimination  (to 
the  advantage  of  one  buyer  and  against  another  buyer).  The  Robinson- 
Patman  Act  is  the  chief  tool  for  this  purpose.  However,  as  is  stated,  if  sales 
to  the  Federal  Government  at  discriminatory  prices  cannot  be  proved  to 
lessen  competition,  the  Government  cannot  recover  the  treble  damages  for 
this  discrimination  under  the  Act. 

It  is  therefore  recommended  (p.  Ill)  that  additional  legislation,  similar 
to  the  Robinson-Patman  Act,  be  enacted  to  protect  the  Government  against 
price  discrimination.    The  proposed  law  would  include  the  following  points: 

1.  Injury  need  not  be  proved  but  solely  the  fact  that  a  price  differential 
existed. 

2.  The  defenses  offered  the  respondent  are  difference  in  cost  and  the  meet- 
ing of  competition. 

3.  An  investigation  should  be  made  to  determine  other  possible  defenses. 

4.  The  time  for  which  the  price  would  have  to  hold  must  be  determined. 

5.  It  would  be  prima  facie  evidence  of  violation  to  sell  the  Government 
at  a  price  "not  substantially  lower"  than  that  given  to  any  other  buyer, 
provided  the  Government  buys  in  substantially  larger  quantities  than 
the  other  buyers. 

While  it  does  seem  reasonable  to  give  the  Government  similar  recourse 
to  the  Robinson-Patman  Act  for  price  discrimination  against  it,  point  No.  5, 
concerning  prices,  does  not  appear  advisable  in  view  of  the  cost  accounting 
problems  involved. 

It  is  stated  that  the  usefulness  of  the  antitrust  and  similar  legislation  for 
the  protection  of  government  purchasing  is  directly  proportional  to  the 
vigilance  of  the  procurement  agencies. 

We  believe  this  means  that  these  procurement  agencies  must  be  staffed 
with  competent  help  and  must  recognize  when  prices  are  out  of  line.  This 
is  necessary  for  two  reasons:  first,  that  the  industry  may  not  be  called  on 
to  defend  itself  needlessly  against  unfair  charges  brought  by  incompetent 
persons  and,  second,  that  action  may  be  taken  when  it  is  required  (that  is, 
when  there  is  a  real  violation  and  when  the  amount  involved  is  of  sufficient 
magnitude  to  warrant  action).    We  firmly  beUeve  that  adequate  staffing 
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will,  in  itself,  eliminate  many  of  the  government  procurement  difficulties. 

The  last  chapter  of  the  monograph  (IX,  pp.  117-131)  is  devoted  to  ad- 
vance planning  of  procurement  or  purchase  budgeting.    This  includes  sys- 
tematic estimates  of  requirements,  in  terms  of  quantities  p       , 
of  material  and  dollar  value,  for  specific  periods  in  ad-  -,    ,      .. 
vance.    The  advantages  of  purchase  budgeting  for  the 
Government  are:  (1)  the  effecting  of  procurement  economies  and  (2)  op- 
portunities for  directing  government  procurement  activities  so  as  to  help 
stabiHze  business  conditions. 

Advance  planning  allows  the  consolidation  of  orders  to  effect  quantity 
savings  and  gives  the  buyer  freedom  of  choice  in  determining  the  market 
in  which  he  should  buy.  The  report  commendably  points  out  that  while 
"choosing"  a  favorable  market  may  permit  some  speculation,  continuous 
hand-to-mouth  buying  is  no  way  to  avoid  market  risks.  Also,  adequate 
personnel  can  ehminate  a  considerable  part  of  the  market  speculation. 

To  bring  about  the  full  advantages  of  advance  planning,  further  cen- 
traHzation  of  the  government  procurement  function  is  required.  It  seems 
logical  that  this  should  be  done  by  the  Procurement  Division  of  the  Treasury 
Department. 

The  report  states  that  to  make  government  buying  effective  as  a  stabiliz- 
ing factor  in  the  business  situation,  two  changes  are  necessary  (p.  119) : 

1.  Funds  must  be  made  available  in  advance  of  use  needs,  to  finance  ad- 
vance buying  in  large  volume, 

2.  Government  agencies  using  the  goods  must  be  given  an  incentive  to 
do  this  advance  buying,  or  it  must  be  a  function  of  the  Procurement 
Division,  or  both. 

A  plan  proposed  consists  of  the  establishment  and  use  of  a  revolving  fund 
for  use  by  the  Procurement  Division  to  finance  purchases  to  be  stored  in  its 
warehouses.  The  difficulties  of  shifting  a  large  proportion  of  the  Govern- 
ment's spending  ahead  are  discussed.  These  include  the  perishableness  of 
many  items  such  as  food,  storage  problems  on  all  items,  etc. 

If  the  funds  are  made  available  for  advance  procurement  by  state  or  local 
agencies,  the  same  problems  exist. 

The  conclusion  is  correctly  drawn  that  advance  buying  has  a  very  limited 
field  in  the  effective  stabilization  of  business. 

The  monograph  calls  attention  (p.  122)  to  the  very  small  amount  of  ad- 
vance planning  that  is  now  being  done  with  regard  to  government  buying. 
The  principal  excuse  for  this  current  lack  of  planning  is  that  only  meager 
records  are  currently  available  concerning  government  purchases.  The  need 
is  stressed  for  monthly  reports  from  the  various  buying  agencies,  on  the 
dollar  value  of  procurement,  and  for  reports  of  inventories  and  supplies  (by 
well-defined  standardized  classes). 


282     FACT  AND  FANCY  IN  THE  T.N.E.C.  MONOGRAPHS 

We  concur  that  it  hardly  seems  possible  to  purchase  efficiently  for  Gov- 
ernment (or  other  needs)  without  adequate  records,  and  the  proposal  of 
having  these  records  compiled  by  the  Procurement  Division,  based  on  infor- 
mation received  from  the  various  buying  agencies,  should  aid  in  solving  the 
problem. 

These  records  should  help  give  government  buying  the  many  advantages 
of  planned  purchasing,  which  result  from  consolidation  of  small  orders, 
proper  timing,  and  competent  price  analysis. 
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Taxation,  Recovery,  and  Defense 

THIS  is  a  374-page  monograph  submitted  October  11,  1940,  to  the  Chair- 
man of  the  Temporary  National  Economic  Committee  by  Theodore  J. 
Kreps,  Economic  Adviser  of  the  Committee.  The  author  of  the  monograph 
is  given  as  Dr.  F.  Dewey  Anderson,  Executive  Secretary  of  the  Committee. 
The  monograph  is  composed  of  four  parts,  with  three  appendices,  as  follows : 

Part  I  — The  Dynamics  of  Our  Economy 

Part  II  — The  Needs  of  Government — An  Analysis  of  Gov- 

ernment Expenditures 
Part  III         — The  American  Revenue  System 
Part  IV        — The  Social  Economic  Effects  of  the  Revenue  System 
Appendix  A — The  Economic  Structure  of  the  United  States 
Appendix  B — Supplementary  Data  on  Government  Expenditures 
Appendix  C — Supplementary  Data  on  Government  Revenues 

At  the  close  of  Part  IV  is  a  short  section  headed  "General  Conclusions" 
(pp.  269-270).  It  does  not  repeat  the  specific  suggestions  made  earlier  in 
the  monograph,  especially  in  the  section  immediately  p  , 

preceding  devoted  to  tax  recommendations;  but  points.  ^       ,     . 

out  that  they  fall  into  the  following  two  general  classes: 

1.  Fundamental  reforms  requiring  drastic  changes  in  the  Federal,  state, 
and  local  tax  systems;  and 

2.  Specific  changes  in  tax  statutes  which  can  usually  be  made  without 
regard  to  fundamental  reforms. 

The  first  purpose  can  best  be  accomplished,  it  is  asserted,  by  designating 
a  fiscal  unit  of  the  Federal  Budget  Bureau  to  collect  data  and,  in  co-opera- 
tion, with  other  departments,  to  prepare  a  long-range  attack  on  tax  prob- 
lems.   The  second  purpose  can  proceed  at  once  by  statute  amendment. 

The  basic  reforms  "revolve  around  an  effective  income  tax  structure  sup- 
plemented by  certain  levies  on  business  privileges,  such  as  a  tax  on  'value 
added  by  manufacture.' "  It  is  asserted  that  "...  a  sound  tax  system  can 
be  developed  to  aid  in  stabilizing  either  a  preparedness  or  a  peacetime 
economy."  To  avoid  gaps  between  "our  archaic  tax  system"  and  "the  level 
of  economic  development  we  have  attained,"  a  tax  administration  must  be 
developed  which  "can  determine  when  and  how  to  apply  certain  phases  of 
the  tax  program  in  order  to  produce  a  desired  economic  effect." 
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This  must  not  be  taken  to  mean  that  the  elective  representatives  of  the  people 
are  to  abdicate  their  power  to  pass  tax  laws;  much  more  administrative  discretion 
is  required,  however,  to  operate  a  tax  system  which  takes  cognizance  of  the  busi- 
ness cycle,  and  dovetails  various  elements  in  the  tax  program  to  the  recognized 
phases  of  that  cycle  in  order  to  obtain  a  maximum  economic  benefit  from  the  tax 
program. 

The  last  two  sentences  of  the  section  on  General  Conclusions  (and  of  the 
report)  are: 

.  .  .  An  economically  sound  plan  of  taxation  will  be  built  on  the  fundamental 
principle  that  citizens  should  bear  the  direct  costs  of  government  in  proportion 
,  to  their  economic  ability  to  do  so.  No  better  principle  has  been  discovered  worthy 
of  a  democracy  which  seeks  to  achieve  a  high  standard  of  living  and  maintain 
economic  prosperity. 

The  last  few  quotations  from  the  closing  paragraphs  of  the  report,  given 
above,  indicate  the  general  bias  with  which  the  author  approached  the 
problem  of  taxation  and  in  support  of  which  the  material  has  been  selected 
and  the  discussion  directed.  It  is  probably  accurate  to  state  that  the  author 
believes  (1)  that  large  incomes  should  be  taxed  relatively  more  heavily  than 
has  been  done  in  the  past  ("in  proportion  to  their  economic  ability"),  and 
(2)  that  the  part  that  Congress  plays  in  establishing  tax  systems  and  rates 
should  be  reduced  while  the  part  of  bureaucratic  manipulation  (the  report 
uses  the  words  "more  administrative  discretion")  should  be  substantially 
enlarged. 

Since  these  are  the  attitudes  generally  displayed  throughout  the  report, 
it  is  not  surprising  that  the  fundamental  fault  in  the  report  is  the  failure 
either  to  challenge  "ability  to  pay"  as  the  sole  basic  thesis  of  taxation  or  to 
consider  the  economic  consequences  of  taxation  based  exclusively,  or  almost 
exclusively,  on  this  principle.  There  is,  for  example,  no  attempt  made  to 
draw  the  distinction  (if  any)  between  the  ethics  of  government  seizing 
through  legislative  processes  economically  excessive  portions  of  selected  peo- 
ple's income,  simply  because  those  selected  have  income,  and  the  ethics  of 
the  common  thief  who  also  selects  his  victims  on  the  basis  of  their  posses- 
sions. Even  more  serious,  assuming  that  the  "ability  to  pay"  thesis  has 
adequate  ethical  support,  is  the  failure  in  the  monograph  to  give  thoughtful 
consideration  to  the  economic  consequences  of  laying  heavy  tax  penalties 
upon  the  nation's  most  productive  and  successful  individuals  and  institutions. 
The  omission  is  the  more  serious  in  that  in  the  past  decade  the  trend  away 
from  sound  principles  of  taxation  has  proceeded  with  violence. 

The  more  recent  application  of  Federal  income  taxation  abandons  all 
former  concepts  and  safeguards.  Inasmuch  as  the  recent  vigorous  trend 
towards  a  new  philosophy  has  been  attended  by  the  most  profound  and 
prolonged  unemployment  in  our  history,  it  is  amazing  that  a  mono- 
graph which  purports  to  examine  into  the  relationships  between  taxation  and 
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economic  conditions  should  fail  to  examine  into  the  relationships  that  may 
exist  between  the  coincident  phenomena.  It  blithely  assumes  the  more  re- 
cent philosophy  to  be  virtuous.  Its  proposal  when  boiled  down  to  its 
simple  essence  is  to  find  bigger  and  better  ways  of  taxing  production  in  gen- 
eral, and  the  rich  in  particular,  and  of  doing  it  as  much  as  possible  under  the 
authority  of  nonelected  bureaucrats. 

PART  I— THE  DYNAMICS  OF  OUR  ECONOMY 

With  this  general  appraisal  of  the  attitudes  and  conclusions  expressed  in 
the  monograph  in  mind,  a  more  detailed  consideration  of  parts  of  it  may  be 
undertaken. 

Part  I  (pp.  3-40)  deals  with  "The  Problems  of  the  Economy  to  Whose 

Solution   the   Tax   System   Should   Contribute"   and    with   a   summary   of 

"Modern  Tax  Theories  and  our  Economic  Problems."  , ,  t»     i  i  x. 

„,        .  ,  •      1     r  £  n      T  Problems  of 

1  here  is  no  clear  statement  m  the  first  part  or  Part  I  as  r\      -a  m 

•    111  ,1  r  1  Our  Economy 

to  precisely  what  the  problems  or  our  economy  may  be. 

It  can  be  gathered,  however,  that  the  main  problem  which  the  author  has 

contemplated  is  a  long  depression  starting  in  1929.    The  monograph  appears 

to  attribute  this  depression  to  the  country's  having  reached  maturity  in  1929. 

It  lists  (p.  4)  ten  "certain  disquieting  signs  of  trouble  which  broke  out  with 

catastrophic  effects  in  1929." 

1.  "The  physical  frontier  had  been  reached.  .  .  ."  It  is  true  that  the  phys- 
ical frontier  in  the  sense  of  free  land  had  been  reached,  but  it  was  reached 
for  all  practical  purposes  in  1900,  not  1930.  There  is  still  abundant  land  to 
be  had  at  low  prices. 

2.  "Franchises,  leases,  and  patent  rights  covering  valuable  natural  resources 
or  industrial  processes  had  become  almost  exclusively  the  property  of  busi- 
ness concerns  whose  ownership  was  in  relatively  few  hands."  This  is  a 
vague  statement  more  useful  in  inflaming  prejudices  against  property  owner 
ship  than  in  explaining  the  depression.  Moreover,  it  is  probably  not  true. 
From  such  meager  records  of  stockholders  as  are  available  it  would  seem 
that  the  ownership  of  business  corporations  in  1929  was  more  widespread 
than  it  had  ever  been  before. 

3.  "Technology  was  so  highly  developed  that  the  range  and  quantity  of 
consumers'  goods  exceeded  the  purchasing  power  of  the  buying  public."  It 
is  not  explained  why  the  fact  that  consumers  have  a  bountiful  range  and 
quantity  of  goods  to  choose  from  constitutes  a  "disquieting  sign  of  trouble 
which  broke  out  with  catastrophic  effects  in  1929."  As  a  matter  of  fact  con- 
sumers can  improve  their  well-being  only  as  the  range  and  quantity  of  goods 
from  which  they  may  choose  are  widened. 

4.  "The  distribution  had  become  so  uneven  that  even  in  1929  over  a  third 
of  the  population  had  too  little  money  to  buy  a  full  complement  of  the  barest 
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necessities  of  life."-  This  overlooks  the  fact  that  in  1929  the  income  of  the 
people,  both  monetary  and  real,  was  greater  than  it  had  ever  been  before  and 
that  the  third  of  the  population  which  had  the  smallest  incomes  nevertheless 
had  more  income  than  previously. 

5.  "The  unequal  distribution  of  income  resulted  by  about  1915  in  a  surplus 
of  funds  available  for  investment."  How  such  a  surplus  could  be  statistically 
detected  and  how,  if  detected,  it  could  be  proved  to  be  a  surplus  is  not  set 
forth.  If  we  should  adopt  the  Keynes  philosophy,  which  the  monograph 
later  seems  to  endorse,  that  the  accumulation  of  non-invested  funds  produces 
unemployment,  then  the  statement  may  be  judged  as  a  flat  misstatement  of 
facts;  because  it  was  not  until  two  decades  had  passed  that  unemployment 
in  the  United  States  seemed  to  have  been  made  chronic. 

6.  The  next  statement  attributes  the  prosperous  conditions  in  the  1920s  to 
expansion  and  construction  and  to  the  use  of  the  automobile,  "...  and  pur- 
chasing power  was  not  sufficiently  diffused  to  continue  this  process  uninter- 
ruptedly." One  can  only  point  out  with  amazement  and  amusement  that 
neither  was  there  an  uninterruptedly  expanding  market  for  horses  and  bug- 
gies, spinning  wheels,  candle  sticks,  bicycles,  roller  skates,  etc.  One  might 
add  that  progress  in  industrial  civilization  is  the  meeting  of  needs  as  they 
become  known  and  meetable  and  then  the  passing  on  to  the  meeting  of  new 
needs.  It  is  the  dead  economy  in  which  a  fixed  quantum  of  goods  is  regu- 
larly produced  with  no  recession  in  old  goods  and  no  expansion  in  new 
goods. 

7.  Our  decline  in  foreign  trade  is,  in  the  seventh  statement,  attributed 
chiefly  to  the  world-wide  spread  of  technology.  In  the  first  place,  there  was 
not  a  decline  in  foreign  trade  (leaving  out  the  wartime  peaks,  of  course) 
until  1928  when  new  foreign  financing  in  this  country  was  restricted  by 
rising  interest  rates.  In  the  second  place,  this  statement  so  completely  over 
looks  the  elements  which  do  influence  foreign  trade,  such  as  war  and  tariffs, 
that  it  must  be  considered  quite  inadequate. 

8  &  9.  Statements  8  and  9  point  out  that  inventories  were  accumulated 
during  the  '20s  and  various  devices  were  used  to  stimulate  buying.  "Yet 
despite  this,  inventories  continued  to  accumulate,  resulting  in  sharp  drops  in 
wholesale  prices  in  1928."  The  validity  of  these  affirmations  can  be  meas- 
ured by  noting  that  in  December  1928  the  Bureau  of  Labor's  index  of  whole- 
sale prices  was  less  than  one  per  cent  lower  than  it  was  in  January  of  the 
same  year. 

10.  Statement  10  calls  attention  to  the  agricultural  distress  resulting  from 
the  abnormal  expansion  during  the  First  World  War.  That  there  is  an  agri- 
cultural problem  no  one  denies;  but  the  slight  significance  of  it  as  evidence 
of  a  national  maturity  that  precludes  further  progress  is  recognized  in  the 
statement  itself,  which  attributes  the  distress  to  the  First  World  War. 

The  balance  of  this  section  of  Part  I  characterizes  the  period  from  1929 
to  1938  as  one  in  which  there  were  idle  men  and  machines,  along  with  an 


TAXATION,  RECOVERY,  AND  DEFENSE  287 

increase  in  the  production  per  man-hour,  and  it  provides       „,     Deuression 
statistics  which  purport  to  indicate  that  ownership  of       Fvnlai-npd 
corporations  is  not  widely  diffused. 

There  were,  of  course,  idle  men  and  machines  in  the  depression  of  the 
1930s,  as  there  are  in  all  depressions.  But  what  relationship  these  matters 
have  to  tax  poHcies  the  monograph  doesn't  say. 

In  this  section  the  monograph  does  attempt  to  establish  (p.  9)  that  in  this 
period  "the  savings  in  unit  production  costs  were  not  distributed  propor- 
tionately to  wage  earners  and  consumers  but  were  siphoned  off  by  capital 
and  salaried  claimants."  This  is  a  peculiar  statement  to  appear  in  the  mono- 
graph at  this  point,  because  on  the  next  two  pages  it  is  shown  that  the  net 
income  of  all  active  corporations  shrank  from  $8,740  million  in  1929  to  $4 
million  in  1934  (the  last  year  for  which  data  are  given),  whereas  on  the 
second  preceding  page  (p.  7)  no  such  shrinkage  in  man-hours  is  shown. 
The  indexes  published  by  the  Federal  Reserve  Board  show  that  in  the  same 
period  factory  pay  rolls  decreased  from  110  per  cent  to  65  per  cent  of  the 
1923-1925  average.  Having  asserted  (as  quoted  from  page  9)  that  produc- 
tion savings  were  siphoned  off  by  capital  and  salaried  claimants  (which,  to 
put  it  mildly,  appears  to  be  a  misrepresentation  of  the  facts),  the  monograph 
then  asserts  the  siphoning  off  constitutes  "a  major  hindrance  to  recovery  and 
economic  stabiHty."  It  may  be  pointed  out  that  a  true  conclusion  can  scarcely 
be  based  on  a  false  premise. 

In  pages  10  to  12  the  monograph  cites  statistics  to  prove  that  the  owner- 
ship of  corporations  "is  not  widely  diffused  and  that  the  Effprt  of 
distribution   of  corporate   dividends   tends   towards   the  fnrTinrfltp 

further  concentration  of  wealth  and  income  rather  than  -rk-   -j     j 

,.rc    ■  1  r    ■  ■        „  Dividends 

Its  diffusion  among  the  mass  or  citizens. 

Because  of  the  crucial  importance  of  corporations  in  the  business  system  of  this 
country,  this  fact  is  extremely  significant  in  the  formulation  of  social  policy  to 
achieve  economic  recovery  and  stability. 

The  affirmation  rests  on  a  table  which  is  said  to  show  that  the  siant  cor- 
porations  with  net  incomes  of  a  million  dollars  or  more,  which  were  only 
0.3  per  cent  of  all  corporations  in  1929,  made  80.1  per  cent  of  all  corporate 
net  income  reported. 

The  opposite  conclusion  could  as  readily  be  drawn  from  the  same  data: 
Only  .3  of  one  per  cent  of  all  the  corporations  were  able  to  earn  as  much  as 
one  million  dollars  in  1929,  and  all  their  net  income  in  that  most  prosperous 
year  constituted  less  than  10  per  cent  of  the  national  income.  In  1932  only 
.1  of  one  per  cent  of  all  the  corporations  were  able  to  make  as  much  as  one 
million  dollars,  and  their  aggregate  income  constituted  only  about  5  per  cent 
of  the  national  income.  It  would  appear  that,  whatever  concentration  of  in- 
come prevailing  before  the  great  depression  there  may  have  been  to  cause  the 


288     FACT  AND  FANCY  IN  THE  T.N.E.C.  MONOGRAPHS 

authors  of  the  monograph  to  be  concerned  about  its  significance  in  the  for- 
mulation of  social  policy  to  achieve  economic  recovery,  such  concentration 
was  largely  mitigated  and  dissipated,  according  to  their  own  figures,  during 
the  depression. 

Eagerly  pursuing  the  thesis  of  concentration  of  income,  the  monograph 
cites  (p.  16)  a  National  Resources  Committee  study  on  consumer  incomes 
in  the  United  States  as  authority  for  the  statement  that  "the  lowest  tenth  of 
all  consumer  units  in  1935-36  had  an  income  under  $340  a  year."  The  cited 
source  is  scarcely  to  be  considered  authoritative  (see  the  article  from  The 
Tax  Review,  July  1941,  published  by  The  Tax  Foundation,  reprinted  in  full 
in  the  review  of  Monograph  No.  3  in  this  volume) ;  but  there  are,  of  course, 
disparities  in  income.  They  are  logically  to  be  expected  and  some  disparities 
are  certainly  desirable.  The  income  of  the  stripling  at  his  first  job  is  nor- 
mally, and  fairly,  less  than  that  of  the  experienced  man  in  his  prime  who 
has  by  his  long  training  and  experience  become  entitled  to  a  larger  in- 
come and  by  his  diligence  and  thrift  been  enabled  to  secure  an  investment 
income.  It  is  easy  to  point  to  the  extremes  of  the  income  range  in  a  popu- 
lation of  130  million,  to  note  the  differences,  and  thereby  to  seek  to  arouse 
jealousy  and  envy;  but  it  is  as  little  to  the  point  in  realistically  dealing  with 
human  affairs  as  it  is  to  hold  up  for  condemnatory  gaze  the  disparity  be- 
tween the  salaries  of  a  Senate  page  and  the  President. 

The  first  section  of  Part  I  has  been  dealt  with  in  somewhat  more  detail 
than  the  remainder  of  the  document  will  be  treated  because  it  is  in  these 
earlier  pages  that  the  author  seeks  to  establish  and  bolster  a  framework  of 
prejudice  in  which  the  reader  is  to  approach  the  problem  of  taxation.  The 
general  nonusefulness  and  noninstructiveness  of  the  document  as  a  whole  is 
readily  to  be  understood  when  the  fallacies  in  its  underlying  premises  are 
exposed. 

The  remainder  of  Part  I  gives  a  summary  of  various  views  with  respect 
to  the  economic  situation  and  modern  tax  theories.  It  concludes  (p.  32) 
"M  rl        T  ^^^^  "both  conservative  and  progressive  tax  authorities 

mr^       .  ,  concede  taxation  a  large  place  in  modern  economic  life, 

r\      -a         y^-  but  they  disagree  widely  as  to  the  exact  role  taxation  can 

p     ,,        ,,  or  should  play  in  aiding  recovery."     The  monograph 

then  editorializes  to  the  effect  that  "the  classical  econ- 
omists and  fiscal  authorities  are  shackled  by  their  early  training  in  economic 
theory  and  their  views  on  taxation  have  not  kept  pace  with  current  events." 
Harley  Lutz,  for  example,  is  condemned  because 

...  he  utterly  neglects  the  prophetically  important  work  of  John  Maynard 
Keynes,  Harold  Groves'  articles  on  taxation  and  social  control  .  .  .  and  the  sig- 
nificant Brookings  Institution  series  on  America's  capacity  to  produce  and  con- 
sume. Instead  he  leans  heavily  on  J.  S.  Mill  (1806-73)  and  C.  F.  Bastable 
(1855 — ),  quoting  the  latter  at  length  in  support  of  his  tax  theories  as  they  apply 
to  economics. 
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The  monograph's  author  seems  to  overlook  the  fact  that  truth  transcends 
the  passage  of  time.  The  reasoning  of  the  monograph  at  this  point  is  not 
an  appraisal  of  tax  theories  on  their  merit,  but  a  condemnation  of  the  old 
because  they  are  old  and  approbation  of  the  new  because  they  are  new.  By 
the  same  process  of  reasoning  the  author  could  be  expected  to  condemn  the 
Bible  and  to  approve  Mein  Kampf,  to  condemn  the  Bill  of  Rights  and  to 
approve  technocracy.  In  reality  the  reader  is  thus  left  to  choose  for  himself 
between  the  time-tested  theories  of  taxation  and  the  modern  products  of 
"bright  minds." 

PART  II— THE  NEEDS  OF  GOVERNMENT— AN  ANALYSIS 
OF  GOVERNMENT  EXPENDITURES 

Part  II  (pp.  43-74)  does  not  make  any  real  appraisal  of  the  needs  of  Gov- 
ernment, so  it  is  the  subtitle  rather  than  the  major  title  which  is  appropriate. 
In  these  pages  the  rapidly  mounting  expenditures  of  Government 

the  Federal  Government  are  exhibited  in  tabular  form.  Expenditures 

These  expenditures  are  shown  to  have  grown  from 
$3,671  million  in  1931  to  $8,707  million  in  1939.  The  section  contains  a 
number  of  tables,  one  of  them  showing  annual  expenditures  from  1915  to 
1939.  The  report  seeks  to  minimize  the  magnitude  and  the  growth  of  the 
Federal  expenditures  by  comparing  them  with  state  and  local  expenditures. 
It  also  points  out  that  certain  functions  formerly  performed  by  the  state  and 
local  governments  are  now  performed  by  the  Federal  Government. 

On  page  49  the  total  government  expenditures  are  tabulated  for  the  fiscal 
year  ending  in  1938  as  $18,199  million.  Of  this  total  $7,691  million  is  Fed- 
eral. In  the  table  it  may  be  noted  that  $2,236  million  of  the  state  and  local 
expenditures  were  for  education,  as  against  $177  million  for  the  Federal  Gov- 
ernment; that  $1,410  million  of  the  state  and  local  expenditures  were  for 
highways  and  streets,  as  against  $260  million  for  the  Federal  Government; 
that  $704  million  of  the  state  and  local  expenditures  were  for  police  and  other 
protection,  as  against  $44  million  for  the  Federal  Government;  that  $903 
million  of  state  and  local  expenditures  were  for  relief,  welfare,  and  Social 
Security,  as  against  $2,182  million  Federal  expenditures;  that  $535  million  of 
state  and  local  expenditures  were  for  health  and  hospitals,  as  against  $36  mil- 
lion for  the  Federal  Government. 

The  monograph  does  not  supply  the  statistics  to  show  the  trends  in  these 
different  groups  of  expenditures  compared  between  the  state  and  local  gov- 
ernments and  the  Federal;  but  if  the  section  were  really  devoted  to  "the  needs 
of  Government"  some  appraisal  comparing  the  necessity  of  the  items  which 
make  up  the  bulk  of  the  state  and  local  expenditures  with  those  which  make 
up  the  bulk  of  the  Federal  expenditures  could  be  made.  This  section  in  the 
monograph  does  show  that  state  and  local  expenditures  have  shown  almost 
no  increase  from  1931,  whereas  the  Federal  Government's  expenditures,  ex- 
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eluding  debt  retirement,  were  in  1939  approximately  two  and  one  half  times 
what  they  were  in  1931.  This  increase  was  despite  a  reduction  in  the  amount 
expended  for  miHtary  functions.  That  amount  in  1931  (p.  58)  was  $1,725 
billion,  whereas  in  1939  it  was  $1,601  billion. 

Classifying  the  Federal  disbursements  into  functional  groups,  it  is 
found  (p.  61)  that  three  new  groups  "did  not  appear  until  the  advent  of  the 
New  Deal  and  these  three  alone  account  for  45  per  cent  of  all  expenditures 
in  1939."  The  three  groups  are  social  security,  agricultural  adjustment,  and 
unemployment  relief. 

PART  III— THE  AMERICAN  REVENUE  SYSEM 

This  section  (pp.  77-161)  classifies  taxes  by  source,  by  recipient  (state,  local, 
and  Federal),  and  by  "progressive"  and  "regressive."  It  suppHes  statistics 
m      «x  y  ^-  showing  amounts  of  taxes  collected   (in  a  number  of 

cases  by  years)  in  three  categories.  The  reviewers  have 
not  undertaken  to  verify  the  statistics  given.  If  they  are  correct,  this  part 
may  be  considered  as  useful  descriptive  reference  material. 

PART   IV— THE   SOCIAL-ECONOMIC   EFFECTS   OF   THE   REVENUE 

SYSTEM 

This  final  part  (pp.  163-270)  has  the  following  eleven  main  subdivisions: 

Who  Pays  the  Tax  Bill  ? 

The  Shifting  and  Incidence  of  Taxation 

The  Rate  Structure  and  Its  Effect 

Tax  Evasion  and  Avoidance 

Tax  Exemptions 

Does  the  Revenue  System  Retard  Recovery? 

Is  the  Revenue  System  Adequate? 

The  Balanced  Budget 

The  Preparedness  Program  and  Taxation 

Tax  Recommendations 

General  Conclusions 

In  the  first  subdivision  the  author  attacks  Moulton's  suggestion  ^  that 
corporate  and  personal  income-tax  rates  be  reduced  to  leave  funds  free  for 
economic  expansion.  He  does  so  by  comparing  total  tax  collections  with 
national  income  and  capital  formation,  finding  that  no  supporting  correla- 
tion exists  and  then  concluding  (p.  168) : 

It  seems  clear  that  taxes,  while  important,  do  not  determine  whether  capital 
investment  shall  expand  or  contract. 

1  Harold  G.  Moulton  et  al.,  Capital  Expansion,  Employment,  and  Economic  Stability,  Brook- 
ings Institution,  Washington,  1940. 
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Such  a  treatment  of  the  subject  is  superficial,  to  say  the  least,  as  is  indeed 
evidenced  by  the  monograph's  own  dictum  appearing  two  pages  later 
(p.  170): 

It  is  impossible  to  tell,  from  any  over-all  figures  on  the  ratio  of  taxes  to  national 
income,  at  what  point  that  figure  becomes  a  threat  to  our  economic  stability. 

It  is  next  attempted,  in  the  same  section,  to  portray  the  effect  of  taxation 
on  different  economic  classes.  It  is  done  chiefly  by  adopting  the  remark- 
able (and  fallacious)  findings  of  Tarosov  and  Colm  in  T.N.E.C.  Monograph 
No.  3.    Dr.  Anderson  concludes  (p.  175) : 

The  higher-income  classes  possess  great  income  reserves  above  the  needs  and 
luxuries  of  life,  or  taxes  imposed.  In  comparison  with  all  other  income  groups 
in  a  democracy  committed  to  the  concept  of  placing  the  tax  burden  on  those  able 
to  pay  it,  these  wealthy  people  are  highly  favored. 

It  is  notable  that  neither  in  this  section  (nor  elsewhere  in  the  monograph) 
is  any  consideration  or  recognition  apparently  given  to  the  possibility  that 
a  person  of  larger  income  may  have  earned  that  income  m  ^  ^• 

as  a  just  quid  pro  quo  for  a  larger  economic  service  ren-  ft        1* 

dered  and  therefore  be  justly  entitled  to  have  and  to  -  ^ 

hold  more  of  it  free  from  taxation  and  other  arbitrary 
seizure.  On  the  contrary,  the  basic  prejudice  of  the  monograph  as  here- 
tofore set  forth  is  that  an  income  larger  than  $2,000  a  year  is  the  proper 
object  of  increased  tax  seizure.  This  is,  of  course,  properly  to  be  regarded 
as  a  facet  of  a  philosophy  which  holds  that  economic  well-being  should  be 
legislatively  leveled,  more  or  less  without  regard  to  the  economic  produc- 
tiveness of  the  individuals  concerned.  It  is  hard  to  distinguish  such  an 
attitude  from  Communism.  But,  irrespective  of  the  merits  of  a  social  phi- 
losophy which  leads  towards  Communism,  the  basic  economic  considera- 
tion involved  is  whether  the  application  of  such  a  philosophy  will  result  in 
"the  greatest  good  for  the  greatest  number."  World  experience  pretty  well 
demonstrates  that  it  will  not,  but  on  this  point  the  monograph  is  silent. 

In  the  next  section  (pp.  177-180)  the  author  says  that  taxes  are  sometimes 
shifted.  He  quotes  Harold  M.  Groves'  Financing  Government  (Holt, 
1939),  and  refers  to  M.  Slade  Kendrick's  Taxation  Issues  (Harper,  1933). 
The  various  forms  of  taxes  are  very  briefly  discussed  as  to  the  possible 
shifting  of  them. 

The  following  section  (pp.  181-184)  on  the  rate  structure  and  its  effect, 
summarizes  two  opposing  views  but  does  not  analyze  or  appraise  them,  or 
reach  credible  conclusions  with  respecf  to  them.  One  of  the  views  is  that 
to  preserve  democracy  we  must  prevent  people  from  becoming  wealthy. 
The  other  one  is  that  to  preserve  democracy  we  must  not  use  the  power 
of  taxation  to  penalize,  as  though  they  were  criminals,  those  individuals 
whose  honest  accumulations  are  large.     Needless  to  say,  the  monograph 
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favors  the  former  viewpoint.  This  three-page  section,  by  the  way,  accord- 
ing to  its  title,  purports  to  deal  with  the  effect  of  the  rate  structure. 

The  next  section  (pp.  185-188),  dealing  with  "Tax  Evasion  and  Avoid- 
ance," lists  some  of  the  provisions  of  tax  laws  or  lack  of  provisions  which 
Tax  Evasion  "militate  against  the  effectiveness  of  progressive  forms 

of  taxation  in  attaining  a  higher  measure  of  tax  justice 
and  a  more  equitable  and  economic  redistribution  of  wealth  in  the  United 
States."  This  lets  the  cat  out  of  the  bag.  It  is  baldly  stated:  The  tax 
structure  should  be  used  to  redistribute  the  wealth.  Most  thoughtful 
people  will  find  it  difficult  to  distinguish  between  such  an  objective  and 
that  of  Communism. 

The  fallacious  reasoning  and  unfair  distortions  made  by  Dr.  Anderson 
in  this  chapter  are  thus  disclosed  by  Leo  Mattersdorf,  former  director  of 
tax  investigation,  New  York  State  Department  of  Taxation  and  Finance 
{journal  of  Accountancy ,  July,  1942,  pp.  62,  63)  : 

"I  was  amazed  to  find  this: 

An  examination  of  personal  income-tax  returns  by  the  Treasury  Department 
revealed  tax  evasions  and  avoidance  amounting  to  millions  of  dollars.  Ten  dif- 
ferent groups  of  methods  were  shown,  including  the  following: 

8.  Use  of  percentage  depletions  by  companies  engaged  in  mining  and 
petroleum  production,  permitting  deductions  of  a  percentage  of  gross  income 
to  cover  depletion  of  their  mines  and  wells. 

9.  Filing  of  separate  returns  by  husbands  and  wives  in  the  eight  states 
which  have  community  property  laws,  affording  residents  of  these  states 
lower  tax  rates  than  those  of  other  states. 

"The  uninitiated  reading  these  statements  in  a  book  published  by  the 
Government  will,  no  doubt,  be  led  to  believe  that  many  persons  are  using 
the  two  quoted  methods  as  tax-evasion  schemes,  or  at  best  avoidance,  which, 
though  legal,  has  an  evil  connotation.  It  is  well  to  point  out  that  neither 
of  these  methods  of  reducing  taxes  can  be  described  even  as  tax  avoidance. 
Percentage  depletion  is  allowed  and  recognized  as  a  deduction  in  the 
statute.  As  far  as  separate  returns  are  concerned  in  the  community  prop- 
erty states,  the  Supreme  Court  has  said  that  the  state  laws  on  the  incidence 
of  income  of  the  community  in  these  eight  states  govern.  ...  It  isn't  the 
taxpayer's  avoidance  or  evasion.  He  does  what  the  law  sanctions  and 
expressly  gives  him  the  right  to  do." 

The  next  section  on  "Tax  Exemptions"  has  the  thesis  that  "a  most  rep- 
rehensible form  of  tax  favoritism  benefiting  the  wealthy,  who  need  such 
ExpTTiTitinTits  favors  least  of  any  group  in  the  population,  is  the  issu- 

ance of  tax-exempt  government  securities."  Needless 
to  say,  anything  which  permits  the  accumulation  of  wealth  and  interferes 
with  its  spoliation  by  taxes  is  anathema  to  the  author  of  the  monograph. 
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Perhaps  the  most  interesting  comment  in  this  section,  and  revelatory  of 
the  author's  attitude,  is  to  be  found  on  page  198,  where  it  is  pointed  out 
that  governmental  instrumentaUties  (as  well  as  bonds)  are  untaxed.  The 
author  then  warns  local  government  as  follows: 

As  Government  takes  over  more  activities  from  the  private  sector  of  the 
economy  this  exemption  may  embarrass  those  local  governments  which  depend 
largely  on  such  [private]  activities  for  revenue. 

This  appears  to  be  a  little  bit  more  of  the  "cat  out  of  the  bag";  Govern- 
ment is  to  take  over  private  activities.  One  has  increasing  wonderment  as 
to  how  the  various  tax  reforms  the  monograph  favors  are  to  "preserve  democ- 
racy." One  is  necessarily  driven  to  suspect  that  the  argument  that  they 
would  preserve  democracy  is  to  be  classified  as  an  argument  of  deception. 

There  follows  a  section  entitled  "Does  the  Revenue  System  Retard  Re- 
covery.^" (pp.  200-222).    The  answer  to  this  question,  not  so  stated  by  Dr. 
Anderson,  is  that  of  course  it  does.     The  author  first         Taxation 
announces  that  various  people  claim  that  the  revenue  ,  Economic 

system  interferes  with  recovery.     He  cites  certain  sta-         Recoverv 
tistics  presented  by  such  persons  which  show  corporate 
taxes  paid  in  relation  to  corporate  income.    He  rejects  the  claim  with  ref- 
erence to  "taxes  other  than  income  taxes,"  and  so  concludes  (p.  209)  that 
taxes  aren't  quite  so  bad  as  some  of  these  critics  point  out. 

But  after  he  has  analyzed  the  statistics  submitted  from  various  sources 
and  made  his  own  corrections  and  interpretations,  the  appropriateness  of 
which  is  much  to  be  questioned,  he  makes  index  numbers  of  his  own  for 
gross  income,  federal  taxes,  and  other  items,  using  1929  as  a  base.  The 
index  numbers  are  made  for  various  groups  of  industry.  There  is  not  a 
single  instance  in  which  federal  taxes  on  the  basis  adopted  by  the  mono- 
graph have  not  grown  greatly  in  relation  to  income.  In  1937,  for  example, 
the  gross  income  of  rails  was  66  per  cent  of  the  1929  figure,  whereas  their 
federal  taxes  were  81  per  cent.  For  traction  utilities,  income  was  85  per 
cent,  and  taxes  161  per  cent.  For  motor  companies,  income  was  142  per 
cent  of  the  1929  amount  and  federal  taxes  were  375  per  cent. 

However  deprecatory  the  monograph  may  be  of  the  evidence  which 
others  may  have  presented  on  this  subject,  the  fact  still  remains  that  income 
taxes  have  been  tremendously  increased  in  the  past  decade.  That  decade 
has  been  one  characterized  by  tremendous  unemployment.  If  the  unem- 
ployment has  been  accompanied  by  increases  in  income  taxes  which  are  less 
than  most  people  believe,  that  only  serves  to  indicate  that  increases  in  in- 
come taxes  may  have  far  more  serious  consequences  than  is  generally  be- 
lieved. 

The  next  part  of  this  section  undertakes  to  justify  the  enlargement  of  the 
national  debt  in  these  words  (p.  215) : 
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To  an  economist  private  investment  and  private  debt  are  synonymous,  and  the 
volume  of  such  debts  indicates  the  relative  degree  of  prosperity  that  prevails,  for 
debts  mean  more  production,  more  employment,  more  purchasing  powder. 

The  statement  is  one  which  professional  economists  may  well  resent.  Debt 
is  but  one  form  and  the  most  undesirable  form  of  financing  private  invest- 
p  , ,.  ment  (but  in  particular  circumstances  may  be  both  jus- 

,  p  .      .  tifiable  and  proper).    Having  set  down  the  unsupported 

J.  Yif  ^^^  blatant  generality  we  have  quoted,  the  author  con- 

tends that  there  is  no  difference  between  private  and 
pubhc  debt.  That  again  is,  of  course,  an  insult  to  the  discriminating. 
Macaulay  long  ago  called  attention  to  the  illusion  "that  there  was  an  exact 
analogy  between  the  case  of  an  individual  who  is  in  debt  to  another  indi- 
vidual and  the  case  of  a  society  which  is  in  debt  to  a  part  of  itself."  (History 
of  England,  Chapter  19;  see  Stolper,  Age  of  Fable,  p.  94.) 

Moving  in  large  strides  from  one  such  generality  to  another,  which  only 
those  who  are  gullible  indeed  will  accept,  the  monograph  comes  to  a  con- 
sideration of  how  the  Federal  debt  is  going  to  be  paid  off.  On  this  it  says 
(p.  220) : 

The  national  income  will  probably  recover  to  reach  substantially  higher  levels, 
and  when  that  occurs,  the  debt  services  will  not  create  serious  difficulties  if  a 
high  income  level  can  be  maintained. 

It  is  pitiful  to  see  national  policy  evaluated  in  terms  of  such  pious  hopes. 

It  then  considers  the  possibility  of  the  service  charges  on  the  debt  advanc- 
ing and  thus  defeating  this  neat  solution  "to  paying  off  the  debt."  The  only 
possibility  of  danger  from  the  interest  burden,  it  is  suggested,  is  a  sudden 
and  unexpected  recovery  in  the  private  sector  of  the  economy.  It  is,  of 
course,  queer  that  a  recovery  in  the  private  sector  of  the  economy,  which 
presumably  is  the  objective  of  national  policy,  should  be  here  set  forth  as 
something  which  might  make  the  national  debt  unsupportable.  However, 
the  author  of  the  monograph  has  a  pat  solution  for  that,  as  follows  (p.  220)  : 
"In  any  event,  there  is  no  basis  for  any  expectation  of  such  a  sudden  large 
expansion  in  the  private  sector  of  the  economy.  .  .  ."  It  seems  that  here  we 
have,  first,  evasion  of  the  problem  of  the  national  debt,  and,  second,  some 
rather  amusing  contradictory  confusion. 

The  last  part  of  this  section  has  the  title  "Loss  of  Purchasing  Power."    The 

author  says  (although  the  saying  of  it  does  not  make  it  true)  that  74  per 

cent  of  all  revenues  is  paid  by  people  living  on  meager, 

_,       ,      .  inadequate   incomes   and   that  these  taxes   reduce  con- 

Purcnasmg"  .in 

p  sumption  mcomes  that  are  all  too  meager,  extractmg 

money  which  would  otherwise  be  used  for  increased 
purchases  of  consumption  goods.  Pay-roll  taxes  are  next  cited  as  still  fur- 
ther reducing  small  incomes,  and  the  author  concludes  (p.  222) : 
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.  .  .  Although  both  old-age  and  unemployment  benefits  are  sound  in  aim  and 
of  great  social  value,  it  appears  that  their  financial  basis  is  detrimental  to  eco- 
nomic recovery  and  stability.  It  seems  wise  therefore  to  reform  the  old-age  pay- 
ment system,  making  it  a  charge  on  the  general  treasury,  and  to  reduce  the  pay- 
roll charges  for  unemployment  insurance.  .  .  .  The  release  for  consumer  spend- 
ing of  the  millions  of  dollars  now  collected  in  pay-roll  taxes  would  have  a  most 
desirable  effect  on  the  national  economy. 

With  this  quotation  we  are  in  substantial  agreement,  so  far  as  its  con- 
clusions are  concerned,  but  the  last  sentence  evidences  some  lack  of  economic 
balance.  If  we  are  concerned  with  purchasing  power  in  the  community 
as  a  whole,  it  should  be  remembered  that  taxes  taken  from  one  part  of  the 
population  represent  money  handed  over  to  other  parts  of  the  population; 
namely,  bureaucrats,  government  employees,  and  other  recipients  of  gov- 
ernment funds.  The  purchasing  power  is  thus  returned  to  the  market 
and,  as  far  as  the  immediate  transaction  is  concerned  (granting  for  a  mo- 
ment equivalence  between  tax  receipts  and  government  disbursements),  the 
purchasing  power  remains  the  same.  In  this  sense,  taxes  are  merely  a 
mechanism  for  diverting  the  flow  of  goods  from  taxpayers  to  government 
employees  and  beneficiaries. 

There  are  virtually  only  two  considerations  which  are  strictly  relevant  to 
the  problem  of  whether  taxes  reduce  real  purchasing  power.  They  are,  first, 
whether  the  increasing  tax  burden  of  nonproductive  persons  can  be  sup- 
ported by  a  decreasing  number  of  productive  taxpayers  (for  government 
employees  are  largely  nonproductive  of  goods  and  services  that  enter  di- 
rectly into  the  scale  of  living;  though  of  course  many  of  them  perform 
highly  useful  functions  of  a  social  character) ;  and,  second,  whether  the  tax 
levied  is  one  which  will  deter  people  from  undertaking  production. 

On  the  first  point  the  monograph  has  indicated  that  the  tax  burden  is 
not  great  enough.  As  previously  set  forth  in  this  review,  the  monograph 
failed  to  make  any  appraisal,  in  its  discussion,  of  the  needs  of  Government 
and  of  the  extent  to  which  government  extravagance  could  be  replaced  by 
government  economy. 

With  respect  to  the  second  point,  the  monograph  has  nothing  to  say.  It 
might  be  suggested  that  there  is  virtually  no  other  way  to  enlarge  real  pur- 
chasing power  than  to  put  people  to  work.  There  is  virtually  no  other 
way  to  put  people  to  work  than  to  create  the  environmental  conditions 
under  which  people  at  work  can  create  the  values  which  will  cover  their 
continuing  wage.  There  is  virtually  no  way  of  doing  this  except  by  the 
investment  of  money;  when  John  Jones  invests  his  money  in  a  new  corner 
store,  then  there  is  a  clerking  job  for  some  John  Smith  thenceforth  to  fill. 
How  can  people  ordinarily  be  persuaded  to  invest  their  money  unless  they 
are  convinced  that  they  will  get  more  out  of  investing  it  than  out  of  not 
investing  it.?  It  is  possible,  on  the  other  hand,  completely  to  convince  people 
that  they  should  not  invest  their  money,  by  informing  them  through  tax  leg- 
islation that,  if  they  should  find  an  investment  profitable,  increasingly  large 
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proportions  of  that  profit  will  be  taken  away  from  them,  either  in  the  form 
of  profits  taxes  or  personal  income  taxes,  whereas  if  they  lose  their  money 
it  is  their  own  hard  luck. 

The  next  section  of  Part  IV  is  entitled  "Is  the  Revenue  System  Adequate 
to  Government  Needs?"  (pp.  223-228).  Needless  to  say,  this  government- 
paid  writer  tells  us  (p.  223) : 

.  .  .  the  present  level  of  Federal  expenditures  is  woefully  inadequate. 

And  on  page  224  he  suggests  that  the  realistic  approach  is  to  revamp  the 
revenue  structure  to  obtain  revenues  large  enough  to  pay  for  a  full  com- 
plement of  the  social  services  which  should  be  provided  at  public  expense. 
Following  is  a  section  on  "The  Balanced  Budget."    Its  thesis  is  (p.  230) : 

In  this  modern  day,  when  government  policy  and  the  private  business  economy 
are  inextricably  bound  together  for  better  or  for  worse,  it  is  essential  that  the 
fiscal  policy  of  the  Government  be  dovetailed  with  the  needs  of  the  national 
economy. 

It  points  out,  however  (p.  232),  that  detailed  studies  of  cyclical  budgets 
are  almost  nonexistent.  It  then  reports  that  both  major  political  parties  have 
p  pi-pjji  laid  the  subject  of  cyclical  budgeting  away  and  that 

„   J     ...  neither  could  safely  propose  a  pay-as-you-go  prepared- 

ness program,  even  if  it  were  economically  sound,  for 
their  constituents  would  never  consent  to  bear  the  taxes  required.  The 
monograph  thus  cites  the  evidence  which  supports  fully  the  contention  of 
those  who  argue  against  the  cyclical  budget.  Dr.  Anderson  very  properly 
calls  attention  to  the  danger  of  attempting  to  provide  huge  government 
reserves  for  future  use,  declaring  (p.  231)  that  "too  often  they  have  been 
built  up  only  to  be  wiped  out  by  raids  under  the  guise  of  pressing  emer- 
gency." 

The  following  section,  "The  Preparedness  Program  and  Taxation,"  hav- 
ing been  written  in  the  summer  of  1940,  deals  with  a  matter  which  has 
since  become  history  and  is  therefore  not  reviewed. 

The  next  to  the  last  section  (pp.  263-268)  contains  the  author's  specific 
tax  recommendations,  which  we  will  summarize: 

1.  Add  a  new  and  inclusive  gross  income  or  gross  sales  tax  (a  "turnover" 
tax),  or  the  modified  form  called  an  "added  value"  tax,  to  avoid  "pyramid- 
m      P  ing" — after    assembling  more    information    as    to    its 

,   . .  incidence  and  effect  and  exploring  the  adequacy  of  "eco- 

nomically sounder"  taxes  (p.  260). 

2.  Maintain  a  wide  base  of  the  personal  income  tax  (p.  262). 

3.  Increase  the  income-tax  rates  on  incomes  over  $2,000  and  especially 
increase  the  rates  on  incomes  from  $5,000  to  $100,000. 

4.  Apply  surtax  rates  before  rather  than  after  exemptions  and  credits  for 
dependents. 

5.  Compel  joint  returns. 


TAXATION,  RECOVERY,  AND  DEFENSE  297 

6.  Tax  the  grantor  on  income  from  property  transferred  through  a  short- 
term  trust. 

7.  Tax  long-term  capital  gains  as  heavily  as  current  income. 

8.  Prohibit  the  issuance  of  tax-exempt  securities. 

9.  Compel  corporations  to  disburse  certain  percentages  of  income  in  divi- 
dends or  to  issue  certificates  of  participation  in  undistributed  profits  to  stock- 
holders who  would  be  required  to  report  them  as  income  subject  to  taxation. 

10.  Tax  corporations  for  the  distinctive  privileges  granted  by  Government 
to  the  corporate  form  of  business  organization  (p.  264). 

11.  Tax  them  also,  together  with  other  forms  of  business,  for  the  benefits 
arising  from  the  maintenance  by  Government  of  an  environment  in  which 
they  can  function. 

12.  Tax  insurance  companies  on  the  same  basis  as  other  businesses. 

13.  Tax  profit-making  building  and  loan  associations  the  same  as  other 
profitable  businesses. 

14.  Tax  excess  profits. 

15.  Tax  gifts  made  by  people  over  60  years  of  age  as  though  they  were 
made  in  contemplation  of  death. 

16.  Eliminate  gift-tax  exemptions  except  when  made  to  immediate  family 
members. 

17.  Include  gifts  made  during  the  life  of  the  donor  in  the  taxable  estate, 
assessing  the  tax  against  the  total  estate. 

18.  Sharply  reduce  the  exemptions  on  estates  and  insurance. 

19.  Prohibit  the  establishing  of  trusts  with  power  of  appointment  to  issue 
of  the  legatee. 

20.  Levy  a  particularly  high  tax  on  property  passed  through  two  or  more 
generations. 

21.  Make  the  old-age  pension  universal,  and  support  it  through  a  general 
fund  set  up  in  the  Treasury  Department  rather  than  through  pay-roll  taxes. 

22.  Revise  the  unemployment  compensation  program  to  increase  the  cover- 
age and  prolong  the  benefit  period. 

23.  Tax  the  average  monthly  balances  held  by  banks  as  demand  deposits 
for  the  account  of  individuals,  after  deducting  a  specified  exemption  and 
after  making  provisions  against  evasion. 

24.  Assess  a  graduated  tax  on  cash  held  by  corporations  at  the  end  of  each 
year  in  excess  of  reasonable  working  cash  capital,  commitments,  and  reserves. 

25.  Let  the  Government  borrow  at  a  low  rate  of  interest  the  idle  funds  of 
individuals  and  spend  the  money  on  pubhc  works. 

The  last  three  proposals  are  included  by  Dr.  Anderson  among  types  of 
"incentive  taxation"  that  have  been  suggested,  but  as  "substantial  departures 
from  proven  tax  methods"  and  as  requiring  "careful  consideration  before 
being  applied"  (p.  267). 

The  final  section  of  Part  IV  carries  the  subtitle  "General  Conclusions," 
which  were  discussed  at  the  beginning  of  this  review. 


REVIEW   OF    T.N. E.G.    MONOGRAPH    NO.    21 

Competition  and  Monopoly  in  American  Industry 

MONOGRAPH  No.  21  was  written  by  Dr.  Clair  Wilcox,  Professor  of  Eco- 
nomics in  Swarthmore  College  and  an  economic  expert  of  the 
T.N.E.C.  He  was  aided  by  Dr.  William  N.  Loucks,  Professor  of  Econom- 
ics in  the  Wharton  School  of  Finance  and  Economics,  and  Kermit  Gordon 
of  Swarthmore  College. 

In  Chapter  I,  on  "The  Nature  and  Significance  of  Competition  and 
Monopoly,"  the  author  first  mentions  several  types  of  competition: 

There  is  perfect  competition,  pure  competition,  imperfect  competition,  monopo- 
Hstic  competition,  nonprice  competition,  oligopolistic  competition,  cut-throat  or 
m  i?  destructive  competition,  predatory  and  discriminatory  com- 

PnmTiptitinTi  petition,  unfair  and  fair  competition,  potential  competition, 

and  effective  or  workable  competition.     Each  of  these  con- 
cepts will  be  examined  in  turn. 

Under  perfect  competition,  both  buyers  and  sellers  are  so  small  and  so 
numerous  that  no  one  of  them,  by  increasing  or  decreasing  his  buying  or 
selling,  could  affect  the  market  price.  While  this  is  the  technical  definition 
adopted  by  certain  economists,  it  is  not  what  the  common  people  understand 
by  competition.  In  common  usage,  competition  means  struggle  and  rivalry 
among  a  few  sellers,  each  of  whom  is  trying  to  secure  a  larger  share  of  the 
business,  or  among  a  few  buyers,  each  of  whom  is  trying  to  get  a  larger  share 
of  a  limited  supply. 

A  customer  who  went  into  a  department  store  to  buy  a  shirt  would  prob- 
ably not  feel  that  he  was  competing  with  all  the  other  people  in  the  city  who 
buy  shirts.  But,  if  this  person  wanted  to  buy  a  certain  house  and  someone 
else  wanted  the  same  house,  each  would  feel  he  was  competing  with  the 
other.  A  farmer  raising  wheat  probably  does  not  feel  that  there  is  any  great 
rivalry  between  him  and  the  other  thousands  of  farmers  who  raise  wheat. 
But  if  there  are  only  two  storekeepers  in  a  town,  each  one  may  be  very  much 
alive  to  the  competition  of  his  rival. 

What  the  theoretical  economist  describes  as  perfect  competition  is  not  com- 
petition at  all,  in  the  ordinary  sense  of  the  word.  The  dictionary  defines 
competition  as  follows:  "The  effort  of  two  or  more  parties,  acting  independ- 
ently, to  secure  the  custom  of  a  third  party  by  the  oflfer  of  the  most  favorable 
terms."  But  certain  economists  have  defined  competition  as  the  function  of 
a  number  of  contestants.  If  there  is  only  one  producer,  we  have  monopoly, 
with  no  competition.  If  there  are  only  two  producers,  we  have  duopoly — 
with  very  Uttle  competition.    On  page  10,  we  read:  "In  their  essential  char- 
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acter  and  in  their  ultimate  effects,  duopoly  and  monopoly  are  the  same." 
If  there  are  only  a  few  producers,  we  have  oligopoly,  with  imperfect  com- 
petition.   In  the  words  of  the  monograph: 

In  this  case,  the  seller,  instead  of  taking  price  as  given  and  carrying  produc- 
tion up  to  the  point  where  the  costs  of  an  additional  unit  would  equal  the  in- 
come derived  from  its  sale,  will  consider  the  probable  effect  of  variations  in  pro- 
duction upon  the  price  and  adjust  his  output  accordingly.  His  production  policy 
will  therefore  differ  from  that  which  would  be  followed  by  a  seller  under  the  con- 
dition of  perfect  or  pure  competition. 

While  it  must  be  admitted  that  it  is  easier  for  three  or  four  producers  to 
get  together  on  a  program  of  maintaining  prices  and  profits  than  for  say  a 
thousand  producers  to  work  together  on  such  a  program — we  cannot  grant 
that  such  concert  of  action  among  a  few  producers  is  inevitable.  If  we  de- 
fine competition  as  the  condition  that  exists  when  there  is  a  large  number 
of  producers,  then  we  have  ruled  out,  by  definition,  the  possibility  of  com- 
petition among  a  small  number  of  producers.  But  if  we  think  of  competi- 
tion as  a  struggle,  a  battle,  between  rival  firms,  then  the  competition  between 
two  firms,  or  between  three  firms,  might  be  most  active  and  violent.  We, 
therefore,  cannot  concur  with  the  procedure  adopted  in  some  of  the  T.N.E.C. 
monographs,  by  which  the  competition  in  an  industry  is  assumed  to  decHne 
with  the  number  of  the  rival  companies.  We  are  told  that  if  there  are  only 
a  few  producers,  each  producer  hesitates  to  reduce  his  prices  because  he 
fears  that  his  competitors  will  then  reduce  prices  also.  But  would  he  not 
also  fear  to  increase  his  advertising,  or  increase  his  dealer  outlets,  or  improve 
his  product  in  quality,  because  his  rivals  would  follow  suit.?  If  it  be  true 
that  when  there  are  only  a  few  producers  prices  are  kept  at  artificially  high 
levels,  industries  with  but  a  few  companies  should  make  large  profits  on  the 
capital  employed,  while  industries  with  many  small  companies  should  make 
lower  profits.    Is  there  statistical  proof  that  this  is  the  situation? 

According  to  the  author's  definition,  perfect  competition  cannot  exist.  On 
page  3,  we  read: 

Perfect  competition,  thus  defined,  probably  does  not  exist,  never  has  existed, 
and  never  can  exist.  The  term  denotes  the  extreme  of  freedom  from  control  over 
price,  just  as  the  term  monopoly,  in  its  strictest  definition,  is  used  to  denote  the 
opposite  extreme  of  unlimited  control  over  price.  Actual  competition  always 
departs,  to  a  greater  or  lesser  degree,  from  the  ideal  of  perfection.  Perfect  com- 
petition is  thus  a  mere  concept,  a  standard  by  which  to  measure  the  varying  de- 
grees of  imperfection  that  characterize  the  actual  markets  in  which  goods  are 
bought  and  sold. 

The  author  sets  up  standards  for  measuring  the  degree  of  competition,  but 
none  of  these  standards  involves  the  element  of  struggle  or  rivalry.  While 
there  could  be  no  perfect  competition  between  two  rival  firms,  according  to 
the  author's  definition,  two  firms,  by  the  dictionary  definition,  could  be  in 
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such  perfect  competition  that  one  of  the  firms  could  be  knocked  out  and 
compelled  to  suspend  operations. 
We  read  on  page  4: 

Monopolistic  competition  is  the  form  of  imperfect  competition  which  results 
from  the  differentiation  of  products  by  sellers.  Under  monopolistic  competition, 
sellers  may  be  numerous  and  no  one  of  them  may  control  a  major  part  of  the 
supply  of  the  common  commodity  which  all  of  them  are  offering  for  sale.  But 
each  seller  may  so  differentiate  his  portion  of  the  supply  of  that  commodity  from 
the  portions  sold  by  others  that  buyers  will  hesitate  to  shift  their  purchases  from 
his  product  to  that  of  another  in  response  to  differences  in  price. 

There  is  some  confusion  here.  If  the  products  are  different,  then  they  are 
not  "common  commodities."  A  monopolist  has  no  rival  to  compete  with. 
How  then  can  there  be  "monopolistic  competition"?  The  words  are  mu- 
tually exclusive.  A  person  may  be  alive  or  a  person  may  be  dead.  But  can 
there  be  deadistic  life? 

Perfect  and  pure  competition,  since  they  require  commodity  standardization, 
pertain  to  competition  in  price  alone.  Imperfect  and  monopolistic  competition, 
since  they  permit  product  differentiation,  pertain  also  to  sellers'  competition  in 
quality,  in  service,  in  style,  and  in  advertising  and  salesmanship.  Competition 
in  quality  and  in  service  may  be  quite  as  effective  in  giving  the  buyer  more  for 
his  money  as  is  competition  in  price.  Competition  in  service,  however,  may 
compel  the  buyer  to  pay  for  something  he  does  not  use  or  want  as  a  condition 
of  obtaining  the  commodity  he  desires.  Competition  in  style  may  give  satisfac- 
tion to  the  buyer,  but  it  may  also  destroy  the  value  of  the  goods  he  purchases  by 
hastening  their  obsolescence.  Competition  in  advertising  and  in  salesmanship 
are  necessary  concomitants  of  competition  in  quality,  service,  and  style;  but  they 
may  not,  in  themselves,  give  the  buyer  a  value  which  is  equal  to  their  cost.  Each 
of  these  forms  of  competition  is  a  common  feature  of  the  markets  for  manufac- 
tured consumers'  goods.     [Page  4.] 

Mass  production  and  mass  distribution  (which  are  necessary  for  the  lowest 
prices)  require  a  large  output  of  identical  articles  sold  by  identical  methods. 
A  customer  who  objects  to  the  quality,  style,  service,  or  selling  methods  will 
need  to  have  his  merchandise  custom-made.  The  buyer  cannot  expect  to 
get  the  low  price  which  results  from  mass  production,  and  still  satisfy  his 
whims. 

Oligopoly  is  the  form  of  imperfect  competition  which  obtains  when  sellers  are 
few  in  number  and  any  one  of  them  is  of  such  size  that  an  increase  or  decrease 
in  his  output  will  appreciably  affect  the  market  price.     [Page  5.] 

Do  the  facts  support  the  oligopoly  theory?  In  1927,  when  Ford  reduced 
his  output  to  zero,  the  prices  of  other  cars  were  reduced  by  about  6  per  cent 
while  output  was  increased  by  about  8  per  cent.  Some  of  these  theories  of 
competition  need  to  be  tested  against  the  actual  facts  of  industry.     But, 
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according  to  the  theory,  when  Ford  dropped  out  of  the  market  the  other 
makers  should  have  raised  prices  in  order  to  maximize  profits. 

It  is  difficult  to  define  "fair  competition."  A  business  firm  would  be  likely 
to  call  any  act  unfair  which  resulted  in  its  injury.    On  page  7,  we  read: 

The  unfair-trade  laws  condemn  the  practice  of  selling  goods  at  a  price  below 
their  cost  plus  a  fixed  markup.  The  fair-trade  laws  condemn  the  practice  of  sell- 
ing goods  at  a  price  below  that  specified  by  their  producer  in  a  contract  with  a 
single  distributor.  In  specific  cases  the  recent  employment  of  the  concept  has 
completely  reversed  its  previous  application.  The  basing-point  practice  in  the 
steel  industry,  condemned  by  the  Federal  Trade  Commission,  was  required  by 
the  code  of  fair  competition  approved  by  the  NRA.  Resale  price  maintenance, 
repeatedly  condemned  by  the  Commission,  is  approved  by  the  fair-trade  laws  of 
44  states.  The  tendency  appears  to  be  toward  denouncing  as  unfair  any  effort 
to  compete  on  the  basis  of  price.  The  effect  is  to  rob  the  concept  of  unfairness 
of  whatever  significance  it  may  once  have  had. 

On  page  8,  we  read  that  effective  or  workable  competition  "cannot  be 
expected  to  obtain  in  fields  where  sellers  are  so  few  in  number,  capital  re- 
quirements so  large,  and  the  pressure  of  fixed  charges  so  strong  that  price 
warfare,  or  the  threat  of  it,  will  lead  almost  inevitably  to  collusive  under- 
standings among  the  members  of  the  trade."  Why  not?  The  greater  the 
injury  that  would  be  inflicted  by  a  price  war,  the  greater  would  be  the  oppor- 
tunity to  put  a  rival  out  of  business. 
1^    The  social  function  of  competition  is  given  on  page  9: 

In  brief,  competition  may  be  said  to  be  effective  or  workable  whenever  it  oper- 
ates overtime  to  afford  buyers  substantial  protection  against  exploitation  at  the 
hands  of  sellers  and  to  afford  sellers  similar  protection  against  exploitation  by 
buyers.    For  this  is  the  social  function  which  competition  is  supposed  to  perform. 

Absolute  monoply  is  rare  (p.  9)  : 

Monopoly  power  may  be  said  to  be  absolute  only  when  the  monopolist  can  fix 
price  and  quantity  without  considering  the  possible  effect  of  his  action  upon  con- 
sumers, potential  competitors,  or  the  State.    He  can  do  this  1^   .  ^ 
only  when  consumers  can  neither  dispense  with  his  product,                 Mn-n  -n  1 
purchase  a  substitute,  nor  import  such  goods  from  another 

market,  when  potential  competitors  can  neither  make  nor  import  them,  and 
when  it  is  certain  that  the  State  will  not  intervene.  These  conditions  are  never 
fully  satisfied.  Few  products  are  really  indispensable.  Few  are  without  close 
substitutes.  Indeed,  every  one  must  compete  with  every  other  one  to  obtain  the 
consumer's  dollar.  Science  and  invention,  moreover,  are  constantly  increasing  the 
possibility  of  competition  and  substitution.  Market  barriers  are  seldom  insur- 
mountable. The  threat  of  public  intervention  is  ever  present.  Monopoly  power, 
therefore,  is  always  partial,  limited,  and  temporary.  Monopoly,  in  the  sense  of 
absolute  monopoly  power,  is  practically  nonexistent. 

But  there  is  another  definition  of  monopoly  (p.  10) : 
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In  the  sense  in  which  the  word  is  most  frequently  used,  monopoly  may  be 
said  to  exist  whenever  a  single  seller  or  a  number  of  sellers  acting  in  unison  con- 
trol enough  of  the  supply  of  a  broadly  defined  commodity  to  enable  them  to  aug- 
ment their  profit  by  limiting  output  and  raising  price.  Here  monopoly  is  defined 
in  terms,  not  of  absolute,  but  of  appreciable  monopoly  power.  Monopoly  in  this 
sense  is  common. 

Let  us  examine  this  definition.  If  we  talk  of  limiting  output,  we  must 
think  of  reducing  output  below  some  preconceived  base  or  norm.  And 
prices  are  raised  above  some  price  level  taken  as  a  base.  What  are  the  base 
outputs  and  prices  from  which  we  measure  deviations? 

Over  what  period  of  time  are  profits  measured?  Almost  all  manufac- 
turers could  increase  their  hnmediate  profits  by  increasing  prices.  Buyers 
tend  to  continue  established  trade  connections.  The  manufacturer  who 
raises  prices  may  make  more  profit  currently  but  tends  to  lose  his  position 
in  the  trade.  His  proportion  of  the  total  business  may  decline  for  months 
and  years,  and  his  immediate  gain  in  profits  may  after  a  period  of  months  or 
years  turn  into  a  loss. 

Manufacturers  frequently  lower  prices  to  gain  position — sacrificing  imme- 
diate gains  for  future  profits.  A  business  man  rarely  knows  at  what  price 
he  will  secure  the  maximum  profit,  either  in  the  short  run  or  in  the  long 
term.  But  let  us  assume,  for  the  sake  of  the  argument,  that  there  is  some 
price  {p),  which  gives  maximum  profit.  Then  if  the  actual  price  charged 
is  greater  than  p,  a  small  price  increase  will  lower  profits;  while  if  the 
actual  price  charged  is  less  than  p,  a  small  price  increase  will  raise  profits. 
But  would  it  not  be  foolish  to  say  that  a  firm  has  monopoly  power  if  it  hap- 
pened to  charge  p  —  J{  per  unit,  but  did  not  have  monopoly  power  if  it  hap- 
pened to  charge  p  -\-  k.  P^^  unit.  Suppose  the  price  that  would  bring  a  milk 
distributor  the  greatest  profit  is  14  cents  a  quart.  Would  it  not  be  foolish  to 
say  that  if  he  charges  13/4  cents  a  quart  he  has  monopoly  power,  while  if 
he  charges  14/4  cents  he  does  not  have  monopoly  power?  Under  this  defi- 
nition, the  firms  that  charged  the  lowest  prices  would  be  branded  as  having 
the  most  "monopoly  power." 

This  definition  of  monopoly  power  is  highly  theoretical  and  unreal.  It 
postulates  changes  in  prices,  profits,  and  output  without  reference  to  the  de- 
gree of  change  or  to  the  bases  from  which  changes  are  measured.  It  refers 
to  changes  in  profits  without  any  reference  to  the  degree  of  change,  to  the 
level  from  which  changes  are  measured,  or  to  the  period  of  time  involved. 
There  is  not  a  single  business  which  could  not  increase  its  profits  by  raising 
the  price  and  limiting  the  output,  provided  the  original  price  was  low 
enough  and  provided  the  original  output  was  large  enough. 

But  why  should  this  situation,  which  is  practically  universal,  be  defined 
as  "monopoly  power"  ?  No  wonder  the  author  says,  "Monopoly  in  this  sense 
is  common."    It  is  more  than  common.    It  is  practically  universal! 
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Those  economists  who  claim  that  a  producer  who  can  increase  his  profits 
by  increasing  his  price  and  lowering  his  output  is  a  monopolist  or  has 
monopoly  power  would  do  well  to  re-examine  their  facts,  their  definitions, 
and  their  theories. 

The  danger  of  developing  a  distorted  picture  of  the  extent  of  monopoly 
is  thus  set  forth  by  George  J.  Stigler  of  the  University  of  Minnesota  {Ameri- 
can Econojnic  Review,  June  1942,  Supplement,  page  6) : 

"It  is  worth  emphasizing  that  a  general  survey  in  non-quantitative  terms, 
such  as  Wilcox's  (or  Burns's),  is  almost  certain  to  leave  an  exaggerated 
impression  of  the  extent  of  monopolization  of  the  economy,  .  .  .  Wilcox, 
for  instance,  devotes  approximately  equal  space  to  the  huge,  competitive 
women's  apparel  industry  and  to  beryllium,  yet  the  sales  of  the  latter  com- 
modity are  probably  less  than  those  of  any  one  size  of  cotton  dress." 

On  page  13  of  the  monograph  there  is  a  fine  description  of  the  advantages 

of  competition.    However,  we  challenge  the  statement :  "When  competitors 

cut  their  prices,  consumers  buy  more  goods,  output  in-  «  j        ^  ^ 

,       ■  T    I-     ,,    Tf   ,         •       r    ,•  Advantages  of 

creases,  and  unit  costs  declme.      It  the  price  decline  is  „  .... 

,  1      r  ,  ,  ,      .  .       \  Competition 

the  result  or  greater  labor  productivity,  then  consumers 

buy  more  goods.    Otherwise,  the  increase  in  buying  of  the  goods  that  were 

reduced  in  price  is  offset  by  the  lesser  buying  by  the  producers  of  the  goods 

which  were  lowered  in  price  and  by  the  reduced  sales  of  other  goods. 

The  total  output  of  goods  and  services  depends  (neglecting  the  effect  of 
weather  and  uncontrollable  natural  factors)  on  how  much  we  work  and 
the  technological  plane  on  which  we  work — and  is  independent  of  the  gen- 
eral price  level.  When  a  manufacturer  reduces  prices  and  cost  factors  are 
left  constant,  the  monetary  gain  to  the  customers  is  offset  by  the  monetary 
loss  to  the  owners,  employees,  and  suppliers. 

The  principle  that  a  price  reduction  under  such  conditions  results  in  as 
much  loss  to  the  producer  as  in  gains  to  the  consumer  is  obscured  when 
the  price  reduction  by  certain  firms  concentrates  production  in  fewer  firms 
and  reduces  the  overhead  cost  per  unit.  But  this  change  in  the  size  of  the 
producing  unit,  which  results  in  a  greater  production  per  hour  of  labor, 
is  really  a  technological  change  and  does  not  overthrow  the  general  prin- 
ciple which  we  have  stated,  for  total  output  is  hkely  to  increase  when  tech- 
nological changes  increase  the  productivity  of  labor.  If  it  were  true  that 
sales  could  be  increased  by  the  simple  expedient  of  lowering  prices,  then 
industrial  activity  could  be  raised  to  any  desired  level  by  simply  lowering 
prices.     This  is  an  obvious  absurdity. 

We  question  this  statement  (p.  13) :  "It  [competition]  induces  the  busi- 
nessman to  maximize  total  output,  to  achieve  full  utilization  of  produc- 
tive capacity,  and  to  provide  full  employment  for  labor." 

Nor  do  we  understand  the  meaning  of  the  phrase  "to  maximize  total 
output."    No  matter  how  great  the  output,  either  of  any  commodity  or  of 
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all  commodities,  this  output  is  never  the  full  economic  maximum — it  is 
never  so  great  as  it  could  be. 

Nor  will  competition  "achieve  full  utilization  of  productive  capacity." 
The  fact  that  farming  is  a  competitive  business  does  not  result  in  the  tilling 
of  all  fields,  the  filHng  of  all  barns  with  cattle  and  produce,  or  the  full 
utilization  of  all  farm  machinery.  It  would  be  enlightening  (at  least  to 
this  reviewer)  if  some  one  would  define  what  is  meant  by  "full  utilization 
of  productive  capacity."    How  much  is  "full".? 

Nor  will  competition  induce  businessmen  "to  provide  full  employment 
for  labor."  The  assumption  here  is  that  businessmen  hand  out  jobs  the 
way  a  waitress  hands  out  ham  and  eggs  and  coffee.  It  would  be  just  as 
logical  to  talk  about  workmen  providing  businessmen  with  labor.  The 
amount  of  work  done  depends  upon  the  ambition  of  people,  the  laws,  the 
customs,  the  natural  resources,  new  inventions,  the  international  situation, 
and  other  factors.  The  businessman  does  not  sit  behind  push  buttons  and 
levers  and  determine  the  amount  of  employment  or  "provide  employment." 
No  amount  of  competition  will  ever  provide  employment  for  the  shiftless 
and  incompetent — or  "full  employment" — whatever  that  phrase  may  mean. 

The  bituminous  coal  industry  is,  according  to  definition,  very  competi- 
tive (or  it  used  to  be)  but  capacity  is  not  fully  utilized  and  the  miners  do 
not  get  full  employment. 

If  business  is  so  competitive  that  profits  are  low,  there  is  little  incentive 
for  new  enterprisers  to  enter  the  field  or  for  existing  operators  to  expand 
operations.  If  an  industry  is  very  competitive  there  is  a  tendency  for  exist- 
ing operators  to  reduce  operations  or  to  quit  the  field.  There  is  a  tend- 
ency for  competition  to  grow  weaker  where  it  is  strong  and  to  grow 
stronger  where  it  is  weak,  thus  working  toward  equality  of  wages  and 
profits  in  the  various  industries. 

But  competition  has  its  disadvantages,  which  are  listed  on  page  14.  We 
cannot  concur  in  the  following  argument: 

When  labor  is  fully  employed,  competition  to  obtain  workers  operates  to  raise 

wages,  shorten  hours,  and  improve  the  conditions  of  work.     But  when  there  is 

-^.      ,        .  a  large  reserve  of  idle  labor,  competition  may   have  the 

Disadvantages  ■       rr-  /->  •  j  \ 

„  -,  . ., .  opposite  efiect.  Competitors  may  endeavor  to  cut  costs  by 

of  Competition  ^f  .  i       i     •      ,  i  ••  •       l 

reducing  wages,  lengthening  hours,  and  impairing  the  con- 
ditions of  vi^ork.  The  employer  who  wishes  to  pursue  a  policy  more  favorable 
to  labor  may  find  it  impossible  to  meet  the  prices  charged  by  his  rivals  if  he 
attempts  to  do  so.  Under  such  circumstances,  competition  operates  to  depress 
the  standards  of  labor. 

The  author  here  denies  (and  we  do  not  agree)  that  competition  benefits 
labor.  If  in  one  area  workers  are  plentiful,  poor,  and  eager  to  work  for 
a  low  wage,  and  if  in  another  area  workers  are  scarce,  in  good  circum- 
stances, and  receiving  high  wages,  industry  would  tend  to  flow  from  the 
high-wage  to  the  low-wage  area,  or  labor  from  one  area  to  another.    This 
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shift  will  tend  to  lower  wages  in  the  high  area  and  to  raise  wages  in  the 
low-wage  area,  thus  equalizing  conditions.  (While  the  above  is  sound  eco- 
nomic theory,  in  actual  practice  there  is  a  large  variety  of  factors,  such  as 
taxes,  accessibility  to  raw  materials,  accessibility  to  markets,  which  govern 
the  shifts  of  industry  from  one  area  to  another;  some  of  these  are  men- 
tioned in  our  review  of  Monograph  No.  17.)  If  there  is  a  large  reserve  of 
idle  labor,  a  reduction  of  wage  rates  will  increase  employment,  increase  the 
total  output  of  goods,  and  raise  the  average  scale  of  living.  Monopoly  is 
undesirable  in  labor  as  well  as  in  industry.  While  the  maintenance  of  arti- 
ficially high  wage  rates  may  benefit  a  few  protected  workers,  the  effect  on 
the  whole  body  of  workers  is  doubtless  evil. 

Depressions  are  probably  aggravated  by  the  comparative  rigidity  of  wage 
rates,  which  tend  to  prevent  an  adjustment  between  the  demand  for  labor 
and  the  supply  of  labor.  The  welfare  of  workmen  may  be  jeopardized  as 
much  by  wage  rates  that  are  too  high  as  by  wage  rates  that  are  too  low. 

The  author  enumerates  certain  advantages  of  monopoly  (pp.  15-16)  and 
then  lists  the  following  disadvantages  (pp.  16-18),  which  we  quote  without 
the  attendant  explanations: 

1.  Monopoly  causes  an  uneconomic  allocation  of  production  resources. 

2.  It  affords  the  consumer  no  protection  against  extortion. 

3.  It  affords  the  worker  no  protection  against  low  wages,        t>-      j        x 
,,  ,  ,  .     ^      ,.  .       ^  ^'       Disadvantages 
long  hours,  and  poor  workmg  conditions.  - -_.  , 

A   1   ■  n-  1  ■    ^  ■  of  Monopoly 

4.  It  mtiicts  no  penalty  on  mefliciency. 

5.  It  is  not  conducive  to  economic  progress. 

6.  It  prevents  the  full  utilization  of  productive  capacity. 

7.  It  obstructs  adjustment  to  economic  change,  and  thus  contributes  to  gen- 
eral industrial  instability. 

8.  It  impedes  the  raising  of  the  general  plane  of  living. 

9.  It  contributes  to  inequality  in  the  distribution  of  income. 

10.  It  threatens  the  existence  of  free  private  enterprise  and  representative  gov- 
ernment. 

This  indictment  of  monopoly  would  be  approved  by  many  students. 
However,  No.  3  seems  unimportant,  as  workers  are  under  no  compulsion 
to  work  for  a  monopolist.  While  the  monopolist  may  be  the  only  producer 
of  a  certain  product  or  service,  he  has  no  more  monopoly  power  over  labor 
than  any  other  employer.  As  a  matter  of  fact,  the  workmen  in  industries 
which  the  author  classifies  as  monopolistic  are  usually  better  off  than  work- 
men in  very  competitive  industries. 

While  No.  4  seems  to  be  correct  theoretically,  as  a  matter  of  fact  some 
of  the  so-called  monopolistic  industries  have  made  the  most  astounding 
progress  in  efficiency.  A  company  that  made  great  progress  in  efficiency 
might  put  its  rivals  out  of  business  and  arrive  at  a  monopoly  status  via  the 
efficiency  route. 
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No.  7  seems  to  involve  the  paradox  that  an  industry  could  promote  insta- 
bility by  practicing  stability.  It  is  based  on  the  "follow  the  leader"  theory 
of  some  of  the  agrarian  economists  who  have  the  obsession  that  when  some 
prices  fall  off  the  roost  all  prices  should  follow  the  example. 

No.  9  is  based  on  the  assumption  that  inequality  in  individual  incomes 
is  an  evil.  However,  the  author  gives  no  proof  that  greater  equality  in  indi- 
vidual incomes  would  be  beneficial  to  society  as  a  whole.  People  are  more 
interested  in  lotteries  that  offer  a  few  large  prizes  than  in  those  that  offer 
many  small  prizes.  A  few  large  incomes  give  hopes  to  millions  that  they 
too  may  sometime  have  large  incomes.  Equality  of  income  would  destroy 
the  hopes  and  the  dreams  of  millions.  Since  individuals  differ  greatly  in 
ability,  energy,  intelligence,  and  capacity,  and  since  there  is  great  inequality 
in  the  contributions  which  individuals  make  to  the  social  output,  there  must 
be  great  inequality  in  incomes,  if  individuals  are  to  be  rewarded  according 
to  their  contributions.  This  inequality  is  due  in  the  past  to  the  willingness 
of  certain  individuals  to  engage  in  risky  and  speculative  ventures.  In- 
equahty  of  income  is  increased  by  luck  and  chance. 

What  seems  to  be  undesirable  is  not  inequality  in  the  distribution  of  in- 
come but  an  inequitable  distribution  of  income.  If  the  human  race  is  to 
be  improved,  physically,  mentally,  and  morally,  there  must  be  reduction  in 
the  numbers  and  proportion  of  the  weaker  members  of  society.  It  must  be 
recognized  that  in  competition  between  individuals  there  will  be  some  who 
are  weak  and  some  who  are  strong.  Society  will  benefit  most  if  the  strong 
are  allowed  and  encouraged  to  come  to  the  top  and  to  propagate  their  kind. 
Environment  should  be  such  as  to  allow  opportunity  for  all  to  make  the 
best  of  their  abilities,  but  we  should  not  seek  to  create  artificial  equality; 
true  equality  exists  only  in  the  pigpen. 

But  this  doctrine  seems  harsh  and  ruthless.  Society  feels  pity  for  the  weak- 
lings and  adopts  measures  to  protect  them.  This  interferes  with  the  sur- 
vival of  the  fittest.  It  may  conceivably  weaken  the  entire  society  by  sub- 
sidizing survival  of  the  unfittest.  Out  of  this  conflict  between  the  intellect 
and  the  heart  emerge  the  divergent  schemes  for  social  betterment.  Those 
who  favor  equality  of  income  are  apparently  working  for  immediate  rather 
than  long-range  benefits. 

No.  10  is  supported  by  a  farfetched  and  irrelevant  chain  of  reasoning. 
Whether  free  private  enterprise  and  representative  government  are  being 
threatened  by  the  concentration  of  economic  power  or  the  concentration  of 
political  power  and  by  the  monopolies  in  labor,  agriculture,  gold,  coal,  bank- 
ing, insurance,  and  other  fields  (established,  promoted,  and  extended  by 
Government)  is  perhaps  debatable. 

In  the  opening  paragraph  of  Chapter  II,  "Competitive  Markets,"  the 
author  describes  the  difficulties  which  arise  in  attempting  to  measure  the 
degree  of  competition  in  an  industry  (p.  19) : 
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A  few  industries  are  clearly  competitive,  a  few  are  as  clearly  monopolized, 
but  in  most  cases  it  is  difficult  to  determine  the  category  to  which  an  industry 
should  be  assigned.  ,<-,  .... 

The  number  of  producers  and  the  extent  to  which  pro-  lyj-     u.f>> 

duction  is  concentrated  in  the  hands  of  a  few  of  them  do 

not  afford  a  certain  test,  since  a  large  number  of  small  firms  may  agree  upon  a 
common  course  of  action,  while  a  handful  of  large  firms  may  engage  in  vigorous 
competition,  and  a  concern  which  appears  completely  to  have  monopolized  a 
product  may  actually  be  competing  with  numerous  producers  of  substitutes.  The 
presence  or  absence  of  uniformity  in  price  quotations  cannot  be  taken  as  an  index, 
since  uniformity  may  either  be  approached  when  competitors  attempt  to  meet  the 
prices  set  by  their  rivals  or  attained  when  conspirators  agree,  while  disparity  may 
be  produced  both  when  competitors  undercut  established  prices  and  when  con- 
spirators rig  their  bids.  The  degree  of  price  flexibility  is  not  a  satisfactory  cri- 
terion, since  competition  may  make  its  appearance  in  forms  that  are  not  reflected 
in  price;  custom  and  convenience,  as  well  as  monopoly,  may  induce  rigidity,  and 
monopolists  may  choose  to  alter  their  prices  at  will.  The  volume  of  production 
and  the  extent  of  utilization  of  productive  capacity  are  not  reliable  as  measures, 
since  declining  demand  and  dwindling  resources  may  eventually  necessitate  cur- 
tailment of  output  and  abandonment  of  capacity  in  fields  which  are  competitive, 
while  the  economies  of  large-scale  production  may  lead  to  expansion  of  output 
and  full  utilization  of  capacity  in  fields  which  are  monopolized.  The  rate  of  profit 
is  not  an  adequate  test,  since  firms  that  face  competition  may  realize  high  profits, 
for  a  time  at  least,  while  a  firm  that  possesses  a  monopoly  may  make  low  profits 
or  suffer  a  loss.  The  turnover  of  producing  units  and  the  rate  of  business  mor- 
tality are  not  infallible  guides,  since  competitors  sometimes  enjoy  long  lives  and 
monopolists  sometimes  go  bankrupt. 

Nor  does  a  combination  of  several  of  these  indices  necessarily  afford  an  answer, 
since  those  industries  that  appear  to  be  most  competitive  are  the  very  ones  in 
which  the  greatest  efforts  have  been  made,  through  private  arrangements  and 
through  legislation,  to  bring  competition  under  common  control.  The  problem 
is  further  complicated  by  the  fact  that  a  concern  may  manufacture  several  prod- 
ucts and  sell  in  several  markets;  it  may  possess  a  monopoly  over  one  product  and 
face  competition  in  the  sale  of  another;  it  may  enjoy  a  monopoly  in  one  market 
and  meet  with  competition  in  another. 

The  author  describes  each  of  the  following  industries  which  he  classifies 
as  highly  competitive:  agriculture,  lumber,  bituminous  coal,  petroleum, 
fisheries,  cotton  textiles,  woolen  goods,  silk  and  rayon,  knitted  goods,  cloth- 
ing, boots  and  shoes,  leather,  tires  and  tubes,  household  appliances,  food 
products,  wholesale  and  retail  outlets,  and  service  trades. 

Chapter  III  (pp.  65-112)  deals  with  those  "monopolized  markets  in  which 
one  or  two  firms  control  nine  tenths  or  more  of  the  supply."  According  to 
the  list  given,  the  following  industries  approach  com-         ,<„  y     a 

plete  monopoly  (if  not  a  single  company  in  the  nation,        .jy,    -i^  ^  », 
then  each  of  a  number  of  companies  in  its  own  field) : 
aluminum,  shoe  machinery,  glass  containers,  optical  glass,  nickel,  molyb- 
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denum,  magnesium,  telephone  service,  international  communications,  oil 
pipe  lines,  railroads,  Pullman  cars,  transoceanic  aviation,  local  utilities,  and 
beryllium. 

In  the  suit  begun  in  1937  by  the  Government  against  the  Aluminum 
Company  of  America  for  monopolization  in  violation  of  the  Sherman  Law 
the  Court  did  not  sustain  the  Government's  contentions. 

While  the  railroads  may  have  been  monopolies  at  one  time,  we  believe 
they  should  not  be  included  in  the  present  list  because  of  the  competition 
from  trucks,  passenger  cars,  and  busses.  In  the  public  utilities,  public  com- 
missions have  been  established  to  protect  the  public  interest.  The  monopo- 
lies listed  are  few  in  number  and  do  an  insignificant  part  of  the  total  busi- 
ness done  in  the  country. 

The  author  then  describes  those  industries  in  which  two  firms  approach 
complete  duopoly  in  the  American  market  as  a  whole:  domestic  telegraph 
service,  international  communications,  bananas,  plate  glass,  electric  lamps, 
electric  accounting  machines,  air  brakes,  oxyacetylene,  sulfur,  and  a  few 
others. 

Government  agencies  are  not  always  opposed  to  monopolies,  for  on  page 
101  we  read: 

In  1940,  following  its  proposal  that  Western  Union  and  Postal  Telegraph  be 
combined,  the  Federal  Communications  Commission  recommended  the  establish- 
ment of  a  similar  monopoly  in  the  field  of  international  communications. 

In  Chapter  IV  (pp.  113-214)  the  author  lists  a  great  many  industries  in 
which  the  few  largest  firms  produce  from  65  per  cent  to  95  per  cent  of  the 
output.  We  quote  from  page  116:  "It  thus  appears  that  two  fifths  to  one 
half  of  the  goods  covered  by  the  census  are  made  in  fields  where  four  con- 
cerns controlled  three  fourths  or  more  of  the  supply." 

The  balance  of  Chapter  IV  is  then  devoted  to  a  discussion  of  the  follow- 
ing topics,  with  special  reference  to  industries  in  which  a  few  companies  are 
considered  dominant: 

1.  Price  Leadership  (p.  121) 

2.  Price  Agreements  (p.  132) 

3.  Delivered  Price  Systems  (p.  146) 

4.  Patents  (p.  158) 

5.  Competitive  Practices  of  Dominant  Firms  (p.  165) 

6.  Market  Sharing  (p.  176) 

7.  Intercorporate  Relations  (p.  189) 

8.  Market  Dominance  (p.  194) 

9.  Local  Markets  (p.  206) 

Under  each  heading,  illustrative  material  is  presented  from  several  indus- 
tries.    For  example,  the  discussion   under  Price  Leadership  covers   brass, 
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steel,  cement,  agricultural  implements,  petroleum,  cop-  p  . 

per  and  lead,  newsprint,  glass  containers,  biscuits  and  -       ,      ,  . 

crackers. 

On  page  122,  there  is  introduced  testimony  from  Mr.  Coe  of  the  American 
Brass  Company  and  from  Mr.  Randall  of  the  Riverside  Company,  a  very 
small  producer  of  brass  products  and  a  subsidiary  of  the  Keystone  Watch 
Company,  Since  it  is  admitted  that  Riverside  did  only  1/4  per  cent  of  the 
brass  business,  it  would  not  seem  to  be  important  whether  Riverside  did 
or  did  not  follow  the  lead  of  American  Brass  in  pricing. 

On  page  123,  we  read: 

Prices  established  through  leadership  are  not  effectively  competitive.  The 
leader,  controlling  a  substantial  portion  of  the  output  of  the  trade,  estimates  the 
sales  revenues  and  the  production  costs  incident  to  the  quantities  salable  at  various 
prices,  and  produces  the  amount  and  sells  at  the  figure  that  is  calculated  to  yield 
him  the  largest  net  return.  In  short,  he  behaves  as  a  monopolist.  When  other 
sellers  adopt  the  same  figure,  they  offer  buyers  rto  real  alternative.  Leader  and 
followers  alike  exact  a  monopoly  price. 

The  implication  here  is  that  a  producer,  say  a  steel  company,  can  regu- 
late its  volume  of  sales  by  price  changes;  that  is,  by  lowering  its  prices  it 
can  increase  its  sales.  Now  if  there  is  price  leadership  and  price  uni- 
formity, the  price  leader  could  not  increase  its  proportion  of  the  total  sales 
by  lowering  its  prices.  Hence  any  advantage  to  the  company  which  low- 
ered its  prices  would  have  to  result  from  an  increase  in  the  output  of  the 
entire  industry.  But  the  demand  for  steel  depends  upon  the  demand  for 
automobiles,  building,  freight  cars,  bridges,  etc.,  and  the  demand  for  these 
things  is  not  appreciably  changed  by  a  reduction  in  the  price  of  steel.  As 
the  author  states  on  page  124: 

However,  since  the  demand  for  steel  is  derived  from  the  demand  for  com- 
modities which  are  produced  with  steel  equipment  or  which  contain  some  ele- 
ment of  fabricated  steel,  and  since  relatively  small  portions  of  the  prices  of  such 
goods  can  be  attributed  to  the  price  of  steel,  steel  operators  hold  that  the  demand 
for  their  product  is  inelastic,  i.e.,  that  changes  in  price  will  not  induce  significant 
changes  in  the  volume  of  their  sales.  While  this  belief  has  been  questioned  by 
many  students  of  the  industry,  it  none  the  less  persists. 

Yes,  the  belief  persists  probably  because  it  is  correct.  The  history  of  steel 
and  copper  prices  indicates  that  low  prices  have  been  associated  with  low 
output  and  that  high  prices  have  occurred  in  periods  of  large  output. 

The  case  against  price  leadership  or  price  uniformity  can  be  proved  only 
by  showing  that  over  a  period  of  years  it  has  resulted  in  abnormal  and 
exorbitant  profits  to  the  producers,  and  that  these  exorbitant  prices  were  the 
result  of  price  leadership.  Calling  certain  prices  "monopoly  prices"  does 
not  go  to  the  heart  of  the  problem.  While  it  may  be  interesting  to  an 
economist  to  classify  certain  prices  as  competitive  or  monopolistic,  the  prac- 
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tical  consideration  from  the  consumer's  standpoint  is  whether  the  prices  are 
reasonable.  On  page  123,  we  read  concerning  prices  estabHshed  through 
leadership :  "Prices  thus  estabHshed  may  be  rigidly  maintained  over  long 
periods  of  time.  In  general,  they  are  likely  to  be  higher  than  those  that 
could  prevail  under  active  competition."  What  we  need  to  know  is  whether 
they  actually  are  higher,  not  that  they  are  "likely  to  be  higher."  May  not 
a  higher  price  sometimes  be  better,  from  a  social  standpoint,  than  a  lower 
price?  If  prices  are  too  loW,  properties  may  deteriorate,  research  and  tech- 
nical improvements  may  be  paralyzed,  wages  may  be  lowered,  and  debts 
may  not  be  paid.  There  is  no  virtue  in  low  prices,  or  in  high  prices,  as  such. 
After  several  pages  on  steel  with  reference  to  price  leadership  and  the 
basing  point  system,  the  author  gives  figures  on  the  low  profits  in  the  steel 
industry  (p.  153)  : 

Steel  profits  in  recent  years  have  not  been  high.  Data  collected  by  the  Iron 
and  Steel  Institute  indicate  that  the  industry — 

"earned  an  average  return  of  5.20  per  cent  on  capital  invested  during  the 
entire  period  1909  through  1938  or  an  average  of  only  5.47  per  cent  in  the 
prewar  years  through  1914;  11.69  per  cent  during  the  war  boom,  5.73  per  cent 
in  the  postwar  period,  1919  through  1929,  and  only  1.65  per  cent  during  the 
years  since  the  1929  slump." 

The  10  leading  producers  of  steel  realized  7.53  per  cent  on  invested  capital  in 
1937,  9.87  per  cent  in  1938,  and  5.02  per  cent  in  1939.  While  the  profits  of  cer- 
tain other  companies,  such  as  the  National  Steel  Corporation  and  the  Inland  Steel 
Co.,  have  been  consistendy  high  since  1933,  running  in  some  years  from  10 
to  14  per  cent  on  invested  capital,  those  of  United  States  Steel  have  been  low. 
The  corporation  lost  0.57  per  cent  of  its  capital  in  1934,  made  0.60  per  cent  in 
1935,  3.97  per  cent  in  1936,  7.55  per  cent  in  1937,  0.23  per  cent  in  1938,  and  4.1 
per  cent  in  1939.  The  lower  profits  of  recent  years,  however,  carry  no  suggestion 
that  the  industry  has  become  effectively  competitive.  The  prevailing  system  of 
arrangements  has  undoubtedly  encouraged  overexpansion,  provoked  such  un- 
economic expenditures  as  those  involved  in  the  practice  of  crosshauling,  and  com- 
pelled producers  to  carry  a  heavy  burden  of  idle  capacity.  A  low  return  on  capital 
is  entirely  consistent  with  a  monopolistic  pricing  policy. 

If  the  "prevailing  system  of  arrangements"  (whatever  that  means)  did  en- 
courage overexpansion,  it  apparently  did  not  encourage  overexpansion  suffi- 
ciently, as  it  is  claimed  now  that  there  is  a  shortage  of  steel  capacity. 
We  quote  from  page  170,  referring  to  agricultural  implements: 

Exclusive  dealing  and  full-line  forcing,  as  they  have  been  practiced  in  this 
industry,  operate  to  the  disadvantage  of  the  small  manufacturer,  the  dealer,  and 
■p     ,      .  the  farmer.    The  manufacturer  is  excluded  from  thousands 

y^     ,.  of  retail  outlets.     In  rural  markets  which  are  too  small  to 

support  more  than  two  or  three  dealers,  he  is  not  repre- 
sented at  all.  He  may  thus  find  it  difficult  to  sell  a  new  and  useful  product  or 
to  expand  into  other  lines.    If  he  is  to  reach  the  farmer,  he  must  set  up  outlets 
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of  his  own.  As  a  result,  dealerships  are  multiplied  unnecessarily.  The  dealer's 
volume  suffers,  his  cost  per  unit  of  sales  rises,  and  his  total  profit  falls.  The 
farmer,  in  many  cases,  is  denied  an  opportunity  to  see,  examine,  and  buy  the 
products  of  the  small  concern.  When  he  does  buy,  he  must  pay  a  price  that  will 
cover  the  dealer's  higher  cost.  He  is  thus  deprived  of  the  benefits  that  would 
flow  from  the  maintenance  of  competitive  conditions  in  the  trade.  It  was  the  con- 
clusion of  the  Federal  Trade  Commission  that: 

"The  elimination  or  restriction  of  the  competition  of  the  smaller  manufac- 
turers by  such  means  tends  to  strengthen  the  dominant  position  held  by  a  few 
large  manufacturers,  and  competition  becomes  progressively  weakened  both  as 
to  price  and  service  to  dealers  and  to  farmers.  To  the  extent  that  competition 
is  restricted  by  monopolization  of  dealer  outlets  by  the  large  manufacturers, 
the  production  and  distribution  of  the  country's  supply  of  farm  implements  and 
machines  is  still  further  restricted  to  a  few  large  companies  that  already  con- 
trol the  bulk  of  the  business.  .  .  ." 

This  situation  makes  it  "much  easier  for  manufacturers  to  arrive  at  the  effective 
secret  price  understandings,"  says  the  Commission,  "and  the  usual  result  is  the 
enhancement  of  prices  to  the  consumer." 

This  argument  seems  to  land  us  in  a  dilemma.  If  there  is  competition, 
each  firm  will  seek  to  expand  its  own  sales  at  the  expense  of  its  competitors. 
The  large  firms  have  different  fighting  weapons  from  those  of  the  smaller 
firms.  Exclusive  dealing  and  full-line  forcing  are  competitive  weapons 
which  are  available  to  large  firms  rather  than  to  smaller  firms.  Let  us 
assume  that  the  large  firms  use  these  competitive  weapons  and  destroy  their 
smaller  rivals.  The  larger  firms  are  then  accused  of  eliminating  or  restrict- 
ing competition!  Joe  Louis  enters  the  ring  and  is  told  to  fight  hard,  but 
after  he  has  knocked  out  his  opponent  he  is  condemned  for  having  termi- 
nated the  fighting.  The  competition  visualized  by  the  Federal  Trade  Com- 
mission resembles  one  of  those  mimic  wars  in  which  the  soldiers  maneuver 
but  no  one  gets  hurt.  The  author  admits  that  exclusive  dealing  operates 
to  the  disadvantage  of  the  smaller  manufacturer.  If  we  are  to  have  active 
competition,  what  is  the  larger  manufacturer  to  do?  Is  he  expected  to  pro- 
tect his  smaller  rivals  and  to  promote  their  interests?  If  he  does  protect  his 
smaller  rivals,  he  is  accused  of  failure  to  compete  because  of  a  "live  and  let 
live  policy."  No  proof  is  given  for  the  assertions  that  exclusive  dealing 
operates  to  the  disadvantage  of  the  dealer  and  the  farmer  and  that  it  re- 
duces the  sales  and  profits  o£  the  dealer.  We  suspect  that  some  or  all  of 
these  assertions  are  untrue.  (See  also  our  review  of  Monograph  No.  36.) 
Dealers  in  small  towns  seldom  have  the  space,  ability,  or  finances  to  handle 
several  competing  lines  of  heavy  merchandise. 

We  quote  from  page  170: 

Automobiles  are  produced  in  the  United  States  by  11  manufacturers  and  new 
automobiles  are  distributed  by  more  than  30,000  retail  dealers.     The  arrange- 
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ments  which  exist  between  these  manufacturers  and  their  dealers  are  a  product 
of  unequal  bargaining  power.  The  manufacturer  needs  a  dealer  organization  to 
sell  his  cars,  but  his  need  for  any  single  outlet  in  the  group  is  slight.  If  a  dealer 
should  attempt  to  obtain  concessions  by  threatening  to  drop  his  line,  the  manu- 
facturer could  easily  refuse  to  yield.  The  dealer,  on  the  other  hand,  usually  de- 
pends upon  a  single  manufacturer.  If  the  manufacturer  should  threaten  to  cancel 
his  contract,  he  would  face  the  alternatives  of  taking  a  loss  in  shifting  to  another 
line  or  retiring  from  the  field. 

We  have  here  the  "unequal  bargaining  power"  argument  which  is  used  so 
often  that  we  perhaps  should  tarry  and  dissect  it.  There  is  a  subtle  fallacy 
in  this  "unequal  bargaining  power"  argument.  We  say  the  heart  is  more 
important  than  the  blood  corpuscles;  for  if  the  heart  is  cut  out  the  patient 
dies,  but  if  one  blood  corpuscle  is  removed,  there  is  no  visible  efifect.  Cor- 
rect!    But  if  all  the  blood  corpuscles  are  removed  the  patient  also  dies! 

When  a  customer  trades  in  a  department  store  we  have  apparently  a  case 

of  "unequal  bargaining  power."    The  store  is  big,  it  occupies  a  whole  block 

,,-,  ,  and  is  eleven  stories  high.    This  big  store  will  not  suffer 

-,         .   .  if  one  customer  with  only  a  few  dollars  in  his  pocket 

Bargaining  x.      x.-      I    ^  a  •        •  j      c      -r    u 

p  ,,  does  not   buy  the  shirt  he  had  m  mmd.     But  it  the 

single  customer  turns  away  because  the  mechandise  is 
poor  in  quality,  or  high  in  price,  or  because  the  clerk  was  not  courteous, 
other  customers  also  will  turn  away  for  the  same  reasons.  If  enough  cus- 
tomers go  to  another  store,  the  big  store  will  have  declining  sales — it  may 
finally  become  bankrupt.  While  the  store  may  become  bankrupt — all  of  the 
customers  will  not  become  bankrupt.  All  of  the  customers  have  as  much 
power  as  the  store.  In  fact,  if  only  25  per  cent  or  50  per  cent  of  the  cus- 
tomers desert  the  store,  the  entire  store  may  have  to  close  its  doors.  But  the 
store  is  not  in  competition  with  its  solitary  customer.  It  is  competing  with 
the  other  stores.  The  big  store  must  oflFer  merchandise  and  service  which 
compares  favorably  with  the  merchandise  and  service  offered  by  competing 
stores.  Some  economists  may  claim  that  the  big  store  has  greater  bargain- 
ing power  than  the  solitary  customer.  But  the  manager  of  the  big  store 
knows  otherwise.  He  sends  shoppers  to  other  stores  to  see  if  his  own  mer- 
chandise is  competitive.  He  knows  that  his  customers  are  king  and  that  he 
is  a  slave.  If  he  seeks  to  exploit  one  solitary  customer,  the  same  procedure 
will  tend  to  exploit  all  of  his  customers.  And  all  of  his  customers  can  crush 
him.  On  the  other  hand,  he  cannot  crush  all  of  his  customers — he  cannot 
crush  even  one  of  his  customers.  The  big  store  enters  into  no  bargain  or 
agreement  with  its  customers.  It  offers  merchandise  in  competition  with 
other  stores.  It  solicits  patronage.  The  "unequal  bargaining  power"  theory 
in  this  example  is  a  myth. 
Now  consider  a  manufacturer  who  wishes  to  secure  dealer  outlets.     He 
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draws  up  an  agreement.  But  the  prospective  dealer  is  under  no  compulsion 
to  sign.  The  prospective  dealer  has  other  opportunities  for  the  use  of  his 
time  and  his  capital.  He  may  operate  a  hotel,  a  farm,  a  garage,  a  bakery, 
or  a  lumberyard.  The  manufacturer  must  offer  terms  so  attractive  that  they 
will  draw  the  prospective  dealer  away  from  these  alternative  opportunities. 
The  agreement  must  be  as  attractive  as  the  agreements  or  opportunities 
offered  by  other  manufacturers.  This  contract  was  not  drawn  up  for  a  soli- 
tary dealer.  It  was  expected  that  it  would  appeal  to  thousands  of  dealers. 
All  of  the  dealers  of  a  farm  implement  company  or  of  an  automobile  com- 
pany may  together  have  more  capital  than  the  manufacturer.  Suppose  the 
manufacturer  offers  such  a  poor  contract  or  is  so  arbitrary  and  unfair  that 
he  loses  a  solitary  dealer.  You  say  it  will  not  hurt  the  manufacturer  to  lose 
just  one  dealer.  But  those  same  causes  will  bring  about  the  loss  of  other 
dealers.  And  when  the  dealers  quit,  the  manufacturer's  sales  decline.  And 
when  the  sales  decline  enough,  the  costs  rise.  Then  more  sales  are  lost,  and 
bankruptcy  may  be  in  the  offing.  The  possession  of  millions,  or  even  bil- 
lions, of  dollars  will  not  enable  the  manufacturer  to  sign  up  a  dealer,  even 
a  small  dealer  with  small  assets,  unless  the  manufacturer  offers  the  dealer 
opportunities  which  compare  favorably  with  other  opportunities  available  to 
him.  A  millionaire  could  not  buy  a  cow  from  a  poor  farmer  for  forty  dollars 
if  the  local  butcher  would  pay  fifty  dollars. 

The  "unequal  bargaining  power"  argument  is  likewise  advanced  as  a 
reason  for  labor  unions.  The  "unequal  bargaining  power"  argument  is  so 
full  of  popular  appeal  and  so  devoid  of  general  economic  merit  that  it 
should  be  reserved  for  the  exclusive  use  of  demagogues. 

On  pages  171  and  172,  the  author  makes  various  allegations  based  on  the 
investigation  of  the  automobile  industry  in  1938  by  the  Federal  Trade  Comr 
mission.  The  Commission  sent  out  investigators  to  get  hold  of  complaints 
from  disgruntled  dealers.  The  testimony  of  dealers  who  had  no  complaints 
was  given  but  little  space  in  the  final  report.  On  the  other  hand,  the  final 
report  gave  much  space  to  anonymous  complaints  from  dealers,  but  it  did 
not  indicate  the  extent  of  the  complaints  which  would  have  been  the  first 
consideration  of  any  private  research  agency.  It  printed  complaints  of 
dealers  against  named  manufacturers,  without  checking  these  complaints 
against  the  information  in  the  possession  of  the  accused  manufacturers.  Un- 
questionably the  complaints  were  exaggerated  and  probably  false  in  many 
cases. 

On  page  196,  the  author  quotes  from  the  report  of  the  Federal  Trade  Com- 
mission: "Consumer  benefits  from  competition  in  the  automobile  manufac- 
turing industry  have  probably  been  more  substantial  than  in  any  other  large 
industry  studied  by  the  Commission."  Then  on  page  198,  he  comes  to  a  dif- 
ferent conclusion  on  all  the  producers  except  Ford :  "It  is  clear,  at  least,  that 
the  behavior  of  the  other  members  of  the  industry  is  not  effectively  com- 
petitive." 
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At  the  end  o£  Chapter  IV,  in  the  section  headed  "Local  Markets"  (pp.  206- 
214),  there  is  a  discussion  of  monopohstic  practices  in  commercial  banking 
and  milk  distribution. 

Because  of  milk's  direct  interest  to  every  man,  woman,  and  child,  we  pre- 
sent a  summary  of  the  observations  by  Dr.  Wilcox.  (The  reference  numbers 
in  the  summary  are  the  key  to  the  reviewers'  comments  which  immediately 
follow  the  summary.) 

Since  milk  for  fluid  use  is  produced  by  many  farmers  in  a  milk  shed  of 
limited  extent  and  is  distributed  by  few  concerns,  milk  producers  have  or- 
M'llrM     k-  t  ganized  into  co-operative  associations  for  the  purpose  of 

p      .     ,  negotiating  with  distributors  concerning  the  fixing  of 

the  farmer's  price.  This  price  is  thus  a  product,  not  of 
open  competition,  but  of  private  agreement.  In  some  instances  the  co- 
operative has  been  dominated  by  a  distributor,  and  in  such  cases  the  result- 
ing price  may  not  even  be  considered  the  result  of  bargaining  between  the 
co-operative  and  the  distributor.     (1) 

In  many  urban  markets,  the  price  that  the  consumer  pays  for  milk  is 
likewise  noncompetitive.  Although  the  price  he  pays  is  affected  by  the  terms 
of  the  agreement  between  producers  and  distributors,  the  consumer  does 
not  participate  in  the  negotiations.  Where  competition  in  retail  prices  has 
occurred  it  has  usually  come  from  peddlers  or  stores.  Since  store  distribu- 
tion is  less  expensive  than  delivery,  storekeepers  have  been  able  to  undercut 
the  delivered  price.  However,  the  development  of  store  distribution  has  been 
restrained  and  other  competitive  forces  have  been  checked  as  a  result  of 
collaborative  effort  by  various  groups:  organized  farmers,  who  feel  their 
returns  depend  on  the  retail  price;  the  milk  wagon  drivers'  union,  whose 
members'  jobs  depend  upon  maintaining  the  high-cost  system  of  home  de- 
livery; the  local  health  authorities  in  some  cases;  and  the  larger  distributors, 
who  wish  to  protect  their  investments  in  delivery  facilities.  Other  enact- 
ments have  provided  for  the  establishment  of  a  minimum  retail  price,  for- 
bidden the  sale  of  milk  over  the  counter  at  a  price  lower  than  that  charged 
for  delivery,  and  discriminated  against  paper  containers,  the  use  of  which 
facilitates  store  sales.    (2) 

In  Chicago  harsh  and  violent  tactics  have  been  employed  to  protect  estab- 
lished prices  and  to  eliminate  distributors  whose  methods  have  threatened 
dominant  interests  in  the  trade.  The  apparent  determination  of  the  large 
distributors  to  maintain  prices  in  the  face  of  declining  sales  invited  inde- 
pendents to  swell  their  volume  by  developing  cheaper  methods  of  distribu- 
tion and  reducing  their  charges.  Small  dealers  sold  increasing  quantities  of 
milk  through  peddlers  and  through  stores.  Drivers  who  had  lost  their  jobs 
with  the  major  companies  bought  milk  from  these  dealers  and  built  up 
their  own  delivery  routes.  The  major  distributors,  the  co-operative,  and  the 
union  sought  to  halt  these  inroads  in  many  ways.  According  to  an  indict- 
ment returned  under  the  Sherman  Act,  the  Milk  Dealers'  Bottle  Exchange, 
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which  is  controlled  by  Bowman  and  Borden-Wieland,  who  own  73  per  cent 
of  its  voting  stock,  delayed  deliveries  to  price-cutters,  failed  to  return  bot- 
tles to  them,  and  refused  to  sell  its  stock  to  them,  thus  depriving  them  of 
the  discounts  to  which  stockholders  were  entitled. 

Payments  to  farmers  are  based  upon  an  f.o.b.  price  at  the  city  plant,  which 
is  subject  to  deductions  for  hauUng  and  other  charges,  and  also  depends  in 
some  cases  upon  the  quantity  and  quality  of  the  product  and  the  uses  to 
which  it  is  put.  (3)  Distributors  have  sometimes  made  excessive  deduc- 
tions for  some  of  these  services,  or  understated  the  quantity  and  quality  of 
the  product  delivered  to  them,  or  secretly  diverted  to  the  fluid  market  milk 
they  have  paid  for  at  surplus  prices.  Even  where  producers  were  organized 
in  a  strong  co-operative,  adequate  safeguards  against  such  action  have  not 
been  taken.    (4) 

The  re.tail  price  of  milk  in  many  cities  has  remained  unchanged  during 
long  periods  of  time,  responding  slowly  in  depressions  to  losses  in  demand. 
This  price  also  is  unaffected  from  season  to  season  or  from  year  to  year  by 
changes  in  supply.  This  is  due  to  the  practice  of  pricing  milk  according 
to  its  use.     (5) 

The  distributors'  margin  is  maintained,  and  whatever  changes  are  made 
in  the  farm  price  are  reflected  in  the  retail  price  and  vice  versa.  In  fact, 
the  distributors  have  often  raised  the  retail  price  more  than  the  amount  of 
increase  in  price  paid  the  farmer.  Distributors'  margins  have  indeed  been 
wide.     (6) 

The  distribution  of  fluid  milk  in  many  areas  is  dominated  by  the  National 
Dairy  Products  Corporation  and  the  Borden  Company.  Both  of  these  com- 
panies expanded  during  the  1920s  and  early  1930s  by  exchanging  their  stock 
for  part  or  all  of  the  voting  stock  or  assets  of  other  concerns.  In  markets 
in  which  both  firrns  operate,  they  do  not  appear  to  compete  either  in  the 
prices  paid  to  farmers  or  in  those  charged  to  consumers.  In  sections  where 
only  one  of  them  operates,  its  relations  with  the  other  distributors  have 
usually  been  cordial  and  competition  in  price  has  not  occurred.     (7) 

In  many  cases  investigated  by  the  Federal  Trade  Commission  from  1930 
to  1935,  the  earnings  of  milk  distributors  ranged  up  to  25  per  cent  of  the 
stockholders'  investment.  The  large  national  dairy  concerns,  Borden  and 
National  Dairy,  made  profits  all  through  the  depression.  Borden's  return 
on  net  worth  ranged  from  3.4  per  cent  in  1934  to  14.2  per  cent  in  1929. 
National  Dairy  averaged  about  20  per  cent  from  1928  to  1931  and  made  6.4 
per  cent  in  1934.    (8) 

On  the  above  summary  of  Dr.  Wilcox's  discussion  of  the  milk  situation 
the  reviewers  venture  to  make  some  extended  comment: 

(1)  Undoubtedly  there  are  many  dealer-dominated  co-operatives.  How- 
ever, the  instances  in  which  such  co-operatives  are  a  significant  factor  in  de- 
termining even  indirectly  the  retail  price  of  milk  in  a  market  are  rare  or 
nonexistent.    Their  main  effect  is  to  impede  or  weaken  the  efforts  of  bona 
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fide  co-operatives  to  obtain  for  producers  a  maximum  share  of  the  retail 
price,  or  a  more  equitable  sharing  of  returns  for  both  fluid  sales  and  surplus. 

(2)  The  author's  statement  on  the  subject  of  limited  price  competition 
among  milk  dealers,  of  which  only  an  abbreviated  summary  is  given  here, 
is  among  the  best  the  reviewers  have  seen.  It  is  remarkably  concise  and 
accurate.  It  is  uncertain,  however,  how  much  consumers  or  producers  may 
have  suffered  as  a  result  of  the  indicated  restraints  of  competition.  Many 
persons  whose  judgment  is  entitled  to  respect  believe  that  substantial  econo- 
mies could  be  effected  by  a  completely  unified  system  of  milk  distribution. 
If  this  is  true,  the  milk  distributors  and  others  who  have  contributed  to 
the  development  of  a  partial  monopoly  have  benefited  the  public  thereby. 
The  facts  available  do  not  indicate  the  distributor's  profit  on  a  quart  of 
milk  to  be  more  than  a  fraction  of  a  cent. 

(3)  In  mentioning  variation  in  payments  due  to  the  quantity  of  milk 
delivered,  the  author  evidently  has  in  mind  the  "basic-surplus  price  plan," 
whereby  the  producer  receives  a  fluid  milk  price  for  a  specified  quantity  or 
quota,  and  a  lower  "surplus"  price  for  the  excess. 

(4)  Chiseling  on  weights  and  tests  is  an  old  evil  in  the  milk  trade.  It 
has  been  largely,  but  not  completely,  eliminated  by  corrective  measures 
instituted  by  farmers'  co-operatives,  state  departments  of  agriculture,  and 
milk  control  authorities. 

Fraudulent  classification  of  milk  is  associated  with  the  Classified  Price 
Plan  and  the  Basic-Surplus  Price  Plan.  It  is  true  that  co-operatives  have 
been  only  partially  successful  in  controlling  these  abuses,  but  the  following 
statement  made  by  the  author  (p.  209)  is  definitely  incorrect:  "In  the  New 
York  milkshed,  in  1938,  no  co-operative  had  ever  made  an  independent 
examination  of  a  company's  books." 

This  type  of  fraud  has  been  minimized  considerably  as  the  result  of 
regular  audits  in  markets  where  prices  are  regulated  by  state  or  Federal  milk 
control  authorities. 

(5)  The  author  evidently  has  reference  to  retail  prices  or  Class  I  prices 
rather  than  the  blended  prices  received  by  farmers.  It  is  true  that  fluid  milk 
prices  are  relatively  inflexible;  but  seasonal  changes  are  customary,  and  there 
is  a  good  deal  of  variation  from  year  to  year. 

(6)  When  retail  prices  have  been  reduced,  in  many  instances  a  smaller 
reduction  has  been  made  in  the  price  paid  by  the  distributor,  and  his  margin 
has  been  cut.  One  reason  why  distributors'  margins  tend  to  be  larger  when 
prices  are  high  is  that  milk-wagon  drivers  are  paid  in  part  on  a  commission 
basis.  The  loss  in  value  of  returned  milk  and  wasted  milk  also  is  greater 
when  prices  are  high. 

The  author  fails  to  state  that  high  costs  of  doing  business  are  the  prin- 
cipal reason  for  wide  margins  taken  by  milk  distributors.  The  fact  that 
retail  prices  fluctuate  less  than  prices  received  by  the  producers  of  raw  ma- 
terials is  not  unique  as  to  milk,  but  is  true  of  practically  all  products.    The 
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main  reason  for  this  phenomenon  is  that  costs  of  processing  and  distribu- 
tion, particularly  wages  and  salaries,  are  more  rigid  than  prices  at  the  farm. 

(7)  The  facts  given  in  the  monograph  concerning  the  growth  and  size 
of  the  two  largest  dairy  companies,  as  well  as  the  nature  and  extent  of  their 
operations,  appear  to  be  accurate.  However,  the  monopolistic  practices 
charged  to  these  organizations  are  no  different  from  what  might  be  charged 
to  the  larger  milk  distributors  in  practically  any  milk  market.  The  sources 
from  which  the  author  has  drawn  most  of  his  material  on  this  subject  are 
strongly  antagonistic  to  the  large-scale  dairy  concerns.  Most  uninformed 
readers  of  this  report  probably  would  be  led  to  believe  these  organizations 
are  an  evil  monopolistic  influence,  even  though  the  facts  presented  do  not 
show  it. 

(8)  Without  question,  some  milk  distributors  have  made  large  profits. 
During  the  years  1926-1929  conditions  were  exceptionally  favorable  in  this 
industry,  and  the  general  level  of  earnings  was  high.  In  1930  and  1931  the 
distributors  in  most  areas  were  able  to  buy  milk  cheaper,  due  to  the  general 
weakening  of  prices  of  farm  products  and  other  raw  materials.  On  the 
other  hand,  they  were  able  to  maintain  retail  prices  pretty  well,  and  sales 
did  not  fall  off  greatly.  Also,  in  1931,  wages  and  other  costs  of  doing  busi- 
ness were  reduced.  Thus  the  profits  of  many  milk  distributors  were  main- 
tained or  increased  somewhat  at  a  time  when  most  other  businesses  were 
feeling  the  pinch  of  depression. 

The  dairy  business,  like  other  businesses  in  the  food  lines,  is  more  stable 
in  sales  and  earnings  than  most  others.  It  tends  to  suffer  less  during  de- 
pressions and  also  expands  less  in  boom  periods.  It  is  doubtful,  however, 
that  the  long-time  average  of  earnings  on  stockholders'  capital  is  much  dif- 
ferent for  dairy  concerns  than  for  the  general  run  of  business. 

In  his  monograph.  Professor  Wilcox  mentions  various  rates  of  earnings 
on  total  investment,  stockholders'  investment  excluding  appreciation,  and 
investment  after  the  elimination  of  appreciation  and  good  will.  It  is  not 
always  clear  which  basis  is  used,  nor  does  the  author  show  what  effect  any 
of  the  adjustments  had  upon  the  rate  of  earnings  reported. 

In  such  a  brief  treatise,  of  course,  the  author  could  not  be  expected  to 
undertake  a  discussion  of  the  justification  for  the  various  adjustments  in 
the  investment  account,  such  as  the  elimination  of  good  will,  which  has  a 
substantial  market  value  and  which  many  distributors  have  either  purchased 
for  cash  or  developed  by  means  of  expensive  advertising  and  solicitation. 
However,  a  promising  alternative  was  open  to  him.  He  might  have  enlight- 
ened his  readers  much  more  effectively  by  showing  how  much  the  dis- 
tributor's profits  amount  to  on  a  quart  of  milk.  The  disadvantage  of  this 
method  is  that  the  results  are  less  spectacular. 

Only  in  exceptional  cases,  and  usually  in  the  smaller  markets,  have  dis- 
tributors' profits  amounted  to  as  much  as  1  cent  a  quart.  Generally  the 
profits  have  not  exceeded  one  tenth  of  the  spread  between  the  retail  price 
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and  the  price  the  distributor  pays  for  the  milk.  The  other  nine  tenths  or 
more  consists  of  wages,  suppUes,  and  other  items  of  cost. 

Chapter  V  (pp.  215-298)  continues  the  discussion  of  "MonopoUzed  Mar- 
kets." It  opens  with  a  discussion  of  "Cartels."  Then  follow  about  33  pages 
devoted  to  "Trade  Associations."  About  seven  pages  are  devoted  to  the 
NRA  codes. 

We  quote  first  from  page  266,  where  the  topic  is  the  aftermath  of  the 
NRA: 

The  movement  toward  "self  government  in  industry"  has  been  checked,  but 
not  reversed.  The  logical  outcome  of  this  movement,  as  it  is  revealed  by  the 
contents  of  the  codes,  is  the  collective  determination  of  prices,  the  curtailment  of 
output,  the  allocation  of  markets  and  production,  and  the  enforcement  of  these 
arrangements  by  the  imposition  of  penalties;  in  short,  the  complete  cartelization 
of  American  business. 

The  "Legalized  Restraint  of  Competition"  is  then  discussed  (pp.  267-279) 
with  reference  to  bituminous  coal,  petroleum,  trucking,  agriculture,  and 
distribution. 

The  last  section  of  the  chapter  (pp.  280-298)  is  devoted  to  monopoly  or 
near-monopoly  in  local  markets.    We  quote  from  page  286: 

The  pressure  that  has  induced  legislatures  to  enact  "fair  trade"  laws  and  com- 
pelled manufacturers  to  sign  resale  price  maintenance  contracts  has  come,  in  the 

rt  j.'4.-       •  main,  from  an  association  representing  retailers  of  drugs. 

Competition  m       _,     '  ,      ,  j  j  i    •  i  »     r  • 

T  nrnl  Mnrlr  t<s  pressure  that  has  persuaded  legislatures  to  enact    unrair 

practice"  and  chain  store  tax  laws  has  come,  largely,  from 
associations  representing  retailers  of  groceries.  Members  of  both  trades  have 
attempted,  through  such  measures,  to  make  it  difficult  for  their  more  powerful 
rivals  to  compete  on  the  basis  of  price. 

Local  associations  of  automobile  dealers  have  employed  a  variety  of  devices 
for  the  purpose  of  restricting  competition,  principally  by  controlling  trade-in 
allowances.  They  have  used  common  appraisal  sheets.  They  have  operated 
secret  appraisal  bureaus  through  which  they  have  exchanged  reports  on  their 
allowances.  In  some  cases  a  second  bidder  has  been  free  to  exceed  another's 
bid.  In  others  he  has  been  prohibited  from  doing  so  or  required  to  make  a 
lower  bid.  In  still  others  he  has  been  discouraged  from  raising  an  earlier 
bid  by  a  rule  which  compelled  him  to  offer  an  amount  so  much  higher  that  it 
would  seriously  impair  his  profit  on  the  sale.  Under  some  of  these  plans  ob- 
servance is  voluntary.  Under  others  it  is  enforced  by  requiring  members  to 
make  deposits  against  which  fines  can  be  imposed.  Under  one  scheme  dealers 
who  refuse  to  join  and  those  who  make  allowances  regarded  as  excessive  are 
declared  to  be  "outlaws"  and  members  concentrate  on  taking  sales  away  from 
them,  successful  bidders  being  reimbursed  for  losses  from  association  funds. 

Several  pages  are  devoted  to  the  restraint  or  competition  in  the  building 
industry.  We  quote  from  a  section  headed  "Rackets,"  beginning  on 
page  293: 
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In  several  local  trades,  competition  has  been  suppressed  and  monopolistic 
arrangements  enforced  by  a  resort  to  violence  and  intimidation.  Thugs  and 
gunmen,  employed  by  racketeers,  have  damaged  goods,  de-  "Tiar'kaf   " 

stroyed  them  and  interfered  with  their  movement,  broken 
w^indows,  thrown  bombs,  demolished  equipment,  set  fire  to  places  of  business, 
and  assaulted,  kidnaped,  and  even  murdered  tradesmen  and  their  employees. 
This  sort  of  terrorism  pervaded  the  bootleg  liquor  traffic  during  the  period  of 
national  prohibition.  But  it  has  by  no  means  been  confined  to  oudawed  trades. 
It  has  existed  for  years  in  various  branches  of  the  construction  industry  in  many 
urban  areas  and  has  recently  been  alleged  to  exist  among  electrical  contractors 
in  San  Pedro,  California,  among  plastering  contractors  in  Long  Beach,  Cali- 
fornia, and  among  glazing  contractors  in  Cleveland,  Ohio.  It  has  controlled 
the  sale  of  artichokes  in  the  City  of  New  York.  It  has  been  employed  in  the 
coercion  of  cleaners  and  dyers,  laundrymen,  barbers,  undertakers,  fur  dressers, 
window  washers,  junkmen,  truckers,  operators  of  garages  and  filling  stations, 
distributors  of  candy,  ice,  milk,  and  soft  drinks,  and  dealers  in  fresh  fruits  and 
vegetables,  poultry,  and  fish.  It  has  made  its  appearance  in  New  York,  Chi- 
cago, Philadelphia,  Cleveland,  Detroit,  St.  Louis,  Kansas  City,  Washington,  and 
the  cities  on  the  Pacific  coast. 

We  quote  another  paragraph  from  the  same  section  (p.  296) : 

Terrorism  has  been  among  the  devices  employed  in  the  enforcement  of  a  suc- 
cession of  market-sharing  and  price-fixing  plans  adopted  by  members  of  the 
cleaning  and  dyeing  trade  in  Chicago  at  various  times  during  the  past  30  years. 
Beatings  have  been  inflicted,  trucks  damaged,  plants  bombed,  windows  smashed, 
and  clothing  ruined;  at  least  two  persons  connected  with  the  trade  have  been 
murdered  and  the  talents  of  such  notorious  gangsters  as  Al  Capone  and  George 
("Bugs")  Moran  have  been  brought  into  play.  The  Chicago  Master  Cleaners 
and  Dyers  Association  controlled  the  trade  from  1910  to  1930;  its  power  derived 
largely  from  the  economic  strength  of  three  friendly  unions — the  Laundry  and 
Dye  House  Drivers  and  Chauffeurs  Union;  Local  712  of  the  International 
Brotherhood  of  Teamsters,  known  as  the  truck  drivers'  union;  the  Cleaners, 
Dyers,  and  Pressers  Union,  Federal  Local  No.  17742  of  the  A.F.  of  L.,  known 
as  the  inside  workers'  union;  and  the  Retail  Cleaners  and  Dyers  Union,  Federal 
Local  No.  17792  of  the  A.F.  of  L.,  known  as  the  tailors'  union.  The  associa- 
tion fixed  prices  and  introduced  a  "closed  solicitation  rule"  which  forbade 
cleaners  to  solicit  accounts  from  retailers  who  were  already  being  served  by 
other  plants.  To  enforce  compliance,  it  imposed  fines  on  violators,  persuaded 
the  truckers'  union  to  instruct  its  drivers  not  to  collect  work  from  certain  of 
their  customers,  and  persuaded  the  inside  workers'  union  to  call  strikes  in  their 
plants. 

The  last  chapter  of  the  monograph,  entitled  "The  Occurrence  of  Compe- 
tition and  Monopoly,"  opens  with  the  statement  that  "it  is  impossible  to 
estimate  in  precise  quantitative  terms  the  comparative  extent  of  competition 
and  monopoly  at  any  moment  of  time,"  since  "the  necessary  data  are  not 
available."    It  gathers  up,  however,  "scraps  of  information  which  indicate 
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obliquely  that  monopolistic  control  ...  is  characteristic  of  a  large  share  of 
American  business." 

The  "scraps  of  information"  are  furnished  in  this  chapter  under  the  fol- 
lowing headings: 

Concentration  of  Business  Activity 

Uniformity  of  Prices 

Rigidity  of  Prices 

Areas  of  Competition  and  Monopoly 

The  Instability  of  Competition  and  Monopoly 

Is  Monopoly  Inevitable? 

The  Persistence  of  Competition  and  Monopoly 

Altogether  this  monograph  contains  a  wealth  of  information  and  is  well 
worth  reading.  In  general  the  author  has  made  a  fair  and  scholarly  analysis 
of  the  subject. 

One  of  the  difficulties  is  in  the  chasm  which  separates  business  practices 
from  the  theoretical  analyses  of  economists.  It  is  easy  for  the  economist  to 
Summary  draw  demand  curves  and  supply  curves  and  to  indicate 

Review  ^^^  price  which  will  enable  a  producer  to  maximize  his 

profits,  if  the  producer  has  monopoly  power.  But  if  a 
manufacturer  seeks  to  apply  these  theories  to  his  particular  business,  he  finds 
that  neither  he  nor  any  economists  whom  he  could  employ  could  draw 
either  a  demand  curve  or  a  supply  curve  for  his  business.  Nor  can  he  de- 
termine, with  any  accuracy,  the  price  which  will  give  the  volume  of  sales 
that  will  maximize  his  profits.  Price  is  only  one  of  the  factors  that  deter- 
mine sales.  Other  factors  are  design,  quality,  number  of  dealers,  dealer  dis- 
counts, reputation,  advertising,  etc.  Frequently  the  manufacturer  cuts  his 
price  and  reduces  current  profits  in  order  to  maintain  his  position.  While 
in  a  general  way  he  knows  that  lower  prices  will  increase  sales,  he  has  never 
thought  about  demand  curves,  or  supply  curves,  or  points  of  maximum 
profit.  In  pricing  his  products,  he  estimates  his  costs  as  well  as  he  can  and 
adds  something  for  profit.  He  is  more  interested  in  keeping  solvent  and 
staying  in  business  than  in  maximizing  his  profits. 

If  he  hired  an  economist  to  show  him  how  to  maximize  his  profits,  the 
economist  would  find  that  supply  curves  and  demand  curves  were  just  use- 
less baggage.  Writing  treatises  on  monopoly,  duopoly,  oligopoly,  and 
monopolistic  competition  is  just  an  intellectual  diversion  for  persons  who 
are  unhampered  by  the  realities  of  business.  It  is  easy  for  the  theorist  to 
revel  in  an  orgy  of  calculus  and  to  glide  from  the  erroneous  assumptions 
to  the  foregone  conclusions.  We  would  not  disparage  theory.  Theory  is 
important.  But  the  oligopoly  cross  is  too  flimsy  for  the  crucifixion  of  the 
industrialist  who  is  meeting  his  day-to-day  problems  in  the  ever-changing 
conditions  of  a  rough-and-tumble  world. 
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The  tendency  for  groups  of  persons  to  unite  to  secure  some  advantage 
over  the  other  citizens  through  co-operation  is  very  widespread.  Thus 
farmers  form  co-operatives  both  to  buy  supphes  more  cheaply  and  to  sell 
their  products  more  dearly.  Laborers  form  unions  to  increase  the  laborer's 
share  of  the  social  output.  War  veterans  and  older  people  form  organiza- 
tions to  secure  pensions.  Railroads  co-operate  to  get  laws  passed  which  will 
limit  the  competition  from  trucks.  Nations  form  alliances  with  other  na- 
tions for  mutual  defense  or  for  mutual  aggression.  Corporations  in  the 
same  industry  unite  and  co-operate  to  inaugurate  business  practices  for  their 
mutual  advantage. 

While  the  Government  usually  seeks  to  repress  certain  co-operative  efforts 
by  corporations,  it  encourages  other  groups  to  co-operate  against  the  rest  of 
society.  Thus  monopolization  is  opposed  by  Government  in  certain  areas 
and  encouraged  by  Government  in  other  areas. 

Our  national  ideas  about  monopoly  seem  confused.  There  seem  to  be 
good  monopolies  and  bad  monopolies.  If  any  general  principle  can  be 
invoked  to  determine  whether  a  monopoly  is  good  or  bad,  it  would 
seem  to  be  the  numerical  strength  of  the  monopolists.  If  the  number  of 
persons  engaged  in  monopolistic  combinations  is  large  and  comprises  a 
large  number  of  voters,  the  practices  are  likely  to  be  encouraged  by  govern- 
ments. If  the  monopolists  are  few  in  number  and  are  therefore  weak  po- 
litically, there  will  be  a  tendency  for  Government  to  oppose  them.  There 
is  also  a  difference  in  the  phraseology.  If  the  monopolists  are  numerous, 
their  practices  will  be  called  "co-operative,"  "collective,"  or  "protective."  If 
the  monopolists  are  few  in  number,  the  practices  will  be  called  "predatory," 
"monopolistic,"  or  "antisocial."  We  cannot  condemn  politicians  for  being 
sensitive  to  the  opinions  of  those  groups  containing  a  large  number  of  voters. 
Politicians  who  oppose  large  masses  of  voters  do  not  get  elected  to  office. 

What  has  been  said  here  is  not  a  defense  of  monopoly.  The  desire  for 
power  and  control  is  as  deep  and  broad  as  humanity.  If  there  are  any 
corporate  monopolies,  they  are  only  a  few  pieces  of  colored  glass  in  a  huge 
mosaic. 


REVIEW   OF    T.N.E.C.    MONOGRAPH   NO.    2  2 

Technology  in  Our  Economy 

THIS  monograph,  No.  22  in  the  series,  is  an  interesting  and  informative 
document  which  should  be  read  in  its  entirety  by  those  especially  inter- 
ested in  this  subject.  The  first  eighty-three  pages,  constituting  Part  I,  were 
written  by  Dr.  Lewis  L.  Lorwin,  Economic  Consultant  to  the  T.N.E.C; 
Part  II  (pp.  85-220),  by  John  M.  Blair,  T.N.E.C.  Economist;  and  the  entire 
monograph  was  written  under  the  general  supervision  of  H.  Dewey  Ander- 
son, Executive  Secretary  of  the  T.N.E.C. 

I.  HISTORICAL  SURVEY 
In  the  introduction.  Dr.  Lorwin  writes: 

It  is  now  more  than  a  decade  and  a  half  since  the  phrase  "technological  un- 
employment" was  coined  in  the  United  States.  In  its  coinage  the  phrase  was 
.  .J  p.  -,  meant   to   convey   the   idea   that   technical   progress    was   a 

— .  ,     .  factor  in  decreasing  employment  and  that  society  was  being 

confronted  more  and  more  with  the  problem  of  "machines 
versus  men."  In  the  15  years  since  the  phrase  became  common  currency  in 
this  popular  sense,  an  almost  incessant  debate — sometimes  more  and  sometimes 
less  heated — has  been  going  on  as  to  what  the  phrase  really  meant;  whether 
what  it  meant  to  denote  was  a  fact  or  a  "mere  figment  of  the  imagination"; 
if  a  real  fact,  how  serious  was  it  for  national  welfare  and  what  could  or  should 
be  done  about  it.  What  has  been  said  on  both  sides  of  the  question  is  registered 
in  an  extensive  literature — in  the  technical  discussions  of  the  American  statistical 
and  economic  associations,  in  numerous  articles  in  the  more  or  less  popular 
magazines,  in  editorials  in  the  trade  press,  in  voluminous  reports  and  studies  of 
private  research  agencies  and  governmental  bureaus,  and  in  the  elaborate  de- 
positions and  statements  made  in  public  hearings  held  by  congressional  com- 
mittees and  by  other  official  or  semiofficial  bodies. 

It  cannot  be  said  that  this  rather  prolonged  debate  has  settled  the  main  issue 
raised.  Today,  as  a  decade  ago,  opinion  in  the  United  States  is  still  divided 
between  the  opposing  views  that  may  be  held  on  the  subject.  On  the  one  hand, 
it  is  still  claimed  by  some  that  the  factor  which  is  of  special  significance  in  mak- 
ing the  problem  of  unemployment  what  it  is  today  is  that  of  technology.  Not 
only  the  number  of  the  unemployed,  but  their  distribution  by  occupations,  the 
duration  of  their  unemployment,  and  their  chances  for  being  re-employed  are 
presumably  influenced  in  large  measure,  if  not  primarily,  by  the  technological 
changes  which  have  been  taking  place  during  the  past  two  decades  and  which 
promise  to  continue  in  the  discernible  future.  On  the  other  hand,  there  are 
those  in  this  country  as  well  as  abroad  who  either  deny  the  existence  of  tech- 
nological employment  entirely  or  regard  it  as  of  minor  importance.     To  many 
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of  these  the  very  term  is  a  misnomer  whose  use  merely  tends  to  confuse  the 
real  issues. 

This  division  of  opinion,  which  is  as  old  as  the  problem  itself,  would  seem 
to  point  to  underlying  differences  in  general  economic  views  which  cannot 
seemingly  be  bridged.  It  is  nevertheless  also  true  that  the  opposing  views  on 
technological  unemployment  have  roots  in  general  economic  developments  and 
that  the  area  of  disagreement  has  been  narrowed  down  as  a  result  of  closer 
study  of  the  situation  at  different  times,  and  especially  in  recent  years. 

The  discussions  on  the  effects  of  machinery  on  the  laboring  classes  have 
been  going  on  for  a  long  time,  and  in  the  first  chapter  the  author  discusses 
the  views  of  Say,  Lauderdale,  Sismondi,  Ricardo,  Mill,  Earlv 

Marx,  and  other  writers.    He  refers  (p.  30)  to  the  views  Barkp-rmi-nd 

of  Carroll  D.  Wright,  first  United  States  Commissioner 
of  Labor,  who  said: 

"The  rapid  development  and  adaptation  of  machinery  in  all  the  activities 
belonging  to  production  and  transportation  .  .  .  have  brought  what  is  com- 
monly called  overproduction.  .  .  .  That  labor-saving  machinery  so-called,  but 
what  more  properly  should  be  called  labor-making  or  labor-assisting  machinery, 
displaces  labor  temporarily  cannot  successfully  be  denied.  All  men  of  sound 
minds  admit  the  permanent  good  effects  of  machinery;  but  the  permarient  good 
effects  of  it  do  not  prevent  the  temporary  displacement  of  labor,  which  dis- 
placement, so  far  as  the  labor  displaced  is  concerned,  assists  in  crippling  the 
consuming  power  of  the  community." 

In  Chapter  II,  the  author  states  the  equiUbrium  theory  (p.  35) : 

There  can  thus  be  no  general  overproduction  of  commodities.     Neither  can 
there  be,  in  the  long  run,  unemployed  labor  any  more  than  there  can  be  un- 
employed capital.     There  is  ih  any  situation  a  rate  of  in-  Twp-ntiPtVi 
terest  at  which  all  labor  and  all  capital  will  be  employed.  fpntiirv 
If  there  is  unemployment,  it  is  proof  that  wages  are  above  Prnhlpniti 
the  equilibrium  level — that  is,  too  high  in  relation  to  the 

marginal  productivity  of  labor.  The  unemployment  results  because,  under  such 
conditions,  capital  is  substituted  for  labor  either  through  changes  in  industrial 
organization  or  through  a  shift  of  investments  to  industries  employing  relatively 
less  labor.  But  the  unemployment  thus  created  tends  to  lower  the  wage  level, 
while  as  more  capital  is  substituted  for  labor  its  profitability  (marginal  produc- 
tivity) will  decrease  and  its  price  (or  interest  rate)  will  rise.  These  develop- 
ments will  check  the  further  substitution  of  capital  and  stimulate  the  re-employ- 
ment of  labor.  Inversely,  a  fall  of  wages  below  the  equilibrium  level  will  bring 
about  a  substitution  of  labor  for  capital;  such  substitution  will  be  checked  in 
time  by  the  resulting  rise  in  wages,  declining  marginal  productivity  of  labor, 
and  the  decline  in  the  interest  rate. 

Considering  technological  change,  in  particular,  its  first  effect  is  to  cause 
dislocations  in  employment.  But  it  results  at  the  same  time  in  a  reduction  of 
production   costs,   which   means   that   some   of   the   physical    and   economic    re- 
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sources,  previously  used  in  production,  are  set  free  and  may  be  used  to  increase 
production  elsewhere.  These  resources  can  be  used  since  the  aggregate  pur- 
chasing power  of  the  community  is  not  impaired.  These  resources  will  gen- 
erally be  used.  "As  long  as  they  are  not  .  .  .  used,  the  best-paying  combina- 
tion is  not  present,  and  it  is  the  quest  for  that  combination  that  carries  a 
tendency  toward  a  new  equilibrium  position."  Thus  technological  change,  while 
disturbing  the  economic  equilibrium  insofar  as  employment  is  concerned,  sets 
into  motion  forces  which  tend  to  restore  the  full   employment  of  labor. 

This  tendency  toward  readjustment  through  lower  costs  and  increased  pro- 
duction meets  no  obstacles  either  in  the  possibilities  of  market  expansion  or 
of  capital  supply.  According  to  neoclassical  theorists,  increased  production 
means  increased  aggregate  purchasing  power  and  demand.  Through  the  move- 
ments of  wage  and  interest  rates,  capital  accumulation  adjusts  itself  to  technical 
changes.  The  processes  of  technical  change,  increasing  wealth,  capital  saving, 
and  employment  tend  to  keep  in  step,  thus  making  for  harmonious  develop- 
ment and  progress.  The  dislocations  caused  by  technical  changes — such  as 
disproportion  in  production,  displacement  of  labor,  etc.,  are  temporary,  and 
are  easily  taken  care  of  through  the  automatic  operation  of  the  delicate  and 
intricate  but  nonetheless  effective  mechanism  of  prices. 

We  believe  that  Dr.  Lorwin's  economic  reasoning  is  not  accurate  in  the 
first  paragraph  of  this  quotation.  In  any  free  market,  approximate  equi- 
librium exists  continuously,  and  the  wage  tends  to  approximate  the  mar- 
ginal productivity  of  labor.  This  principle  holds  regardless  of  whether  the 
wage  rate  is  high  or  low.  For  example,  if  the  labor  unions  set  the  wage 
of  carpenters  in  New  York  at  |1  per  hour,  employers  will  be  able  to  hire 
all  carpenters  having  marginal  productivities  of  $1  per  hour  or  more.  On 
the  other  hand,  if  the  wage  is  set  at  $2  per  hour,  employers  cannot  hire  car- 
penters having  marginal  productivities  of  less  than  $2  per  hour.  What 
Dr.  Lorwin  is  apparently  trying  to  get  at  is  not  at  all  the  relationship  be- 
tween the  price  of  labor  and  its  marginal  productivity.  He  is  trying  instead 
to  deal  with  the  question  of  what  particular  price  will  clear  the  labor  market 
of  the  particular  type  of  labor  under  consideration. 

The  point  which  Dr.  Lorwin  overlooks  is  that  most  markets  are  never 
cleared,  for  many  holders  of  goods  have  subjective  prices  higher  than  the 
market  prices.  Obviously,  most  of  the  United  States  Steel  stock  in  the 
United  States  is  not  sold  on  any  particular  day.  Farmers  as  well  as  specu- 
lators hold  their  products  for  prices  above  the  market.  Similarly,  workers 
may  hold  their  labor  at  prices  above  the  market. 

On  page  42,  the  author  quotes  from  the  two-volume  report,  Recent  Eco- 
nomic Changes  in  the  United  States,  published  in  1929,  some  paragraphs 
of  the  final  review  written  by  Wesley  C.  Mitchell: 

"Among  all  the  hardships  imposed  by  increasing  efficiency,  most  publicity 
has  been  given  to  the  decline  in  the  number  of  wage  earners  employed  by 
factories.     That  is  a  matter  of  the  gravest  concern,  in  view  of  the  millions  of 
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families  affected  or  threatened  by  the  change,  and  in  view  of  their  slender  re- 
sources.    To  it  special  attention  has  been  paid  in  this  investigation. 

"The  new  phrase  coined  to  describe  what  is  happening,  'technological  unem- 
ployment,' designates  nothing  new  in  the  facts,  though  the  numbers  affected 
may  be  large  beyond  precedent.  Ever  since  Ricardo  shocked  his  rigid  disciples 
by  admitting  that  the  introduction  of  'labor-saving'  machinery  may  cause  a 
temporary  diminution  of  employment,  economists  have  discussed  this  problem. 
Granting  Ricardo's  admission,  they  have  nevertheless  held  that,  in  the  long 
run,  changes  in  method  which  heighten  efficiency  tend  to  benefit  wage  earners. 
English  experience  since  Ricardo's  day  seems  to  bear  out  this  contention.  The 
power  looms,  which  put  an  end  to  hand-loom  weaving  after  tragic  struggles, 
have  not  reduced  the  number  of  British  workers  employed  in  weaving,  or  cut 
their  average  earnings.  The  railways,  which  displaced  the  old  mail  coaches 
and  carters,  have  not  reduced  the  number  of  transport  workers  or  made  them 
poorer.  And  the  new  trades  of  building  and  caring  for  the  elaborate  modern 
equipment  must  not  be  forgotten.  There  doubtless  are  cases  in  which  improve- 
ments in  methods  have  caused  what  promises  to  be  a  permanent  reduction  in 
the  number  of  persons  employed  in  an  industry.  By  defining  industry  nar- 
rowly, these  cases  can  be  made  numerous.  But  the  broad  result  plainly  has 
been  that  the  industrial  triumphs  of  the  nineteenth  century  increased  the  demand 
for  labor  and  increased  its  rewards.  'Labor-saving'  machinery  has  turned  out  to 
be  job-making  machinery. 

"To  recall  these  familiar  facts  (the  Review  continues)  should  not  diminish 
by  one  jot  our  rating  of  the  hardships  suffered  by  men  who  are  thrown  out 
of  jobs.  They  and  their  families  often  undergo  severe  privation  before  new 
employment  can  be  found;  the  new  jobs  may  pay  less  than  the  old  or  be  less 
suitable;  too  often  the  displaced  man  never  finds  a  new  opening.  Technical 
progress  is  continually  made  at  cost  to  individuals  who  have  committed  no 
fault  and  committed  no  avoidable  error  of  judgment.  No  organized  plan  has 
been  evolved  for  preventing  such  hardships,  aside  from  the  schemes  devised 
by  some  trade  unions  for  tiding  their  members  over  mechanical  revolutions  in 
their  crafts.  The  nations  have  left  the  remedy  to  'natural  forces';  they  have 
trusted  that  the  expansion  of  production,  which  improvements  bring  about,  will 
presently  open  new  places  for  the  displaced  workers." 

On  page  46,  the  author  quotes  Paul  H.  Douglas: 

"Summing  up,  therefore,  we  can  say  that  the  displacement  of  workers  from 
their  former  occupations  because  of  technological  changes  will  be  greater:  (1) 
the  less  the  quantity  demanded  of  a  commodity  increases  with  a  given  reduc- 
tion in  price  per  unit;  (2)  the  less  is  the  proportion  which  labor  costs  form  of 
the  total  expenditures;  (3)  the  less  is  the  degree  to  which  a  reduction  in  costs 
will  reduce  price;  and  (4)  the  less  important  is  the  operation  to  the  whole 
industry. 

"In  other  words,  therefore,  the  amount  of  displacement  from  former  to  other 
jobs  will  vary  inversely  with  the  elasticity  of  demand,  the  importance  of  labor 
in  the  final  product,  the  degree  of  competition,  and  the  relative  importance  of 
the  operation  or  operations  primarily  affected  by  the  technical  changes. 
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"In  any  event,  however,  employment  opportunities  are  being  built  up  else- 
where which  will  ultimately  be  adequate  to  provide  for  an  added  number  of 
workers  equal  to  those  who  under  such  conditions  may  have  been  eliminated 
from  any  given  industry. 

"In  the  long  run,  therefore,  the  improved  machinery  and  greater  efficiency  of 
management  do  not  throw  workers  permanently  out  of  employment  nor  create 
permanent  technological  unemployment.  Instead,  they  raise  the  national  income 
and  enable  the  level  of  earnings  and  of  individual  incomes  to  rise." 

Chapter  II  closes  with  this  quotation  from  Willford  I.  King: 

"The  present  situation  may  be  summed  up  by  saying  that  no  facts  or  figures 
thus  far  discovered  cast  any  doubt  upon  the  approximate  validity  of  the  orthodox 
economic  theory  that  the  forces  giving  rise  to  technological  unemployment  tend, 
at  the  same  time,  to  create  a  demand  for  new  goods,  and  that  the  production  of 
these  new  goods  normally  calls  for  a  volume  of  labor  roughly  equaling  the 
quantity  displaced.  From  this  premise  it  follows  that  since  labor-saving  de- 
vices increase  production  without  materially  decreasing  the  ability  of  workers 
to  find  jobs,  such  devices  are  decidedly  beneficial  rather  than  injurious  to 
society  as  a  whole." 

We  quote  from  the  first  pages  of  Chapter  III: 

Opinion  in  the  United  States  during  these  years  [1933-37],  as  in  the  preced- 
ing periods,  continued  to  be  divided.     On  the  one   extreme  were  those   who 

hailed  the  machine  as  the  agency  of  social-economic  ad- 
Recent  Studies         vance  and  as  the  creator  of  jobs  and  who  refused  to  admit 

that  there  can  be  such  a  thing  as  "technological  unemploy- 
ment." This  view  was  defended  by  employers  and  engineers,  and  by  a  con- 
siderable number  of  economists.  In  a  letter  addressed  to  the  chairman  of  a 
subcommittee  of  the  Committee  on  Labor  of  the  House  of  Representatives 
which  held  hearings  on  the  subjects  in  February  and  March,  1936,  Noel  Sargent, 
secretary  of  the  National  Association  of  Manufacturers,  wrote: 

"In  a  special  study,  the  National  Industrial  Conference  Board  presented  a 
partial  list  of  the  new  industries  which  have  made  extensive  use  of  labor- 
saving  devices  but  which  in  turn  have  created  new  fields  of  direct  and  indirect 
employment  for  those  who  had  lost  their  positions  in  the  particular  obsolete 
fields. 

"These  industries  are — 

Electrical  machinery,  apparatus,  and  supplies 

Motor  vehicles 

Auto  parts  and  bodies 

Rubber  tires  and  inner  tubes 

Manufacture  of  gasoline 

Rayon  and  allied  products 

Manufactured  ice 

Aluminum  manufacturers 

Typewriters  and  parts 
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Mechanical  refrigerators 

Cash  registers,  and  adding  and  computing  machines 

Oil  cake,  meal,  cotton  seed  manufacture 

Aircraft  and  parts 

Phonographs 

Photographic  apparatus  and  materials 

Motion-picture  apparatus 

Asbestos  products 

Fountain  pens 

"When  these  new  industries  become  a  part  of  our  business  structure  they, 
without  a  doubt,  displaced  workers  in  obsolete  fields  and  workers  on  obsolete 
machinery  at  the  time  of  such  introduction.  However,  the  new  labor-saving 
devices  brought  in  their  wake  bigger  industries,  need  for  more  raw  materials, 
more  wholesale  and  retail  merchants,  and  greater  transportation  facilities. 

"The  final  results  of  the  study  mentioned  above  showed  that  because  of  the 
development  brought  about  by  these  new  labor-saving  devices  and  new  tech- 
nological developments  the  average  number  of  wage  earners  per  100,000  of 
total  population  in  all  manufacturing  industries  increased  from  4,944  in  1879 
to  7,273  in  1929.  This  represented  more  than  a  45  per  cent  increase  in  the 
number  of  manufacturing  wage  earners  per  100,000  population.  These  figures 
do  not,  of  course,  include  the  vast  increase  in  employment  opportunities  which 
developed  at  the  same  time  in  the  distribution  and  servicing  of  these  new 
and  improved  products." 

At  the  other  extreme  were  those  who  continued  to  blame  technical  progress 
for  the  large  amount  of  unemployment  in  the  United  States.  Among  the  docu- 
ments placed  before  the  subcommittee  referred  to  above  was  a  letter  from  the 
president  and  secretary  of  the  National  Organization  for  Taxation  of  Labor- 
Displacing  Devices  which  read  in  part  as  follows: 

"The  economists  of  big  business,  and  their  journalistic  hirelings,  have  made 
a  fetish  of  machine  progress.  They  develop  more  labor-displacing  devices, 
put  down  pay  rolls,  and  try  to  squeeze  dividends  out  of  a  surfeited  market. 
This  gigantic  conspiracy  against  American  labor  has  brought  our  total  un- 
employed to  over  11,000,000  people,  and  still  they  call  it  'progress.'" 

And  further: 

"The  use  of  mechanical  power  is  the  main  factor  in  the  increase  of  produc- 
tion, and  decrease  in  employment  opportunities.  Therefore,  labor-displacing 
devices  must  be  recognized  as  the  principal  cause  of  the  existing  unemploy- 
ment situation." 

After  commenting  on  the  researches  of  Dr.  Jerome  and  Dr.  Mills,  the 
author  then  discusses  the  National  Research  Project  which  began  in  1936, 
under  the  direction  of  Mr.  David  Weintraub. 

Based  on  its  study  of  fifty-nine  manufacturing  industries,  the  N.R.P.  ar- 
rived at  the  results  given  in  the  table  which  follows: 


328     FACT  AND  FANCY  IN  THE  T.N.E.C.  MONOGRAPHS 

Table  1. — Combined  Indexes  of  Production,  Employment,  Man-Hours,  and  Productivity  (jvith  Base-Year 
Man-Hour  Weights'),  for  N.R.P.  Manufacturing  Industries:  1919-36. 
(1929  =  100) 


Production 

Employment 

Man-hours 

Output  per 

Year 

Wage  earner 

Man-hour 

1919 
1920 
1921 
1922 
1923 

63.4 
67.3 
54.3 
70.4 
81.7 

98.4 

100.5 

78.8 

91.7 

100.7 

99.9 

100.5 

75.9 

91.5 

100.7 

64.4 
67.0 
68.9 
76.8 
81.1 

63.5 

67.0 
71.5 
76.9 
81.1 

1924 
1925 
1926 
1927 
1928 

77.4 
86.1 
90.2 
88.5 
93.0 

94.8 
98.2 
98.8 
95.6 
96.3 

92.1 
97.5 
98.7 
95.7 
96.0 

81.6 
87.7 
91.3 
92.6 
96.6 

84.0 
88.3 
91.4 
92.5 
96.9 

1929 
1930 
1931 
1932 

100.0 
80.8 
68.0 
53.4 

100.0 
86.3 
73.2 
64.4 

100.0 
80.1 
65.2 
51.8 

100.0 
93.6 
92.9 
82.9 

100.0 
100.9 
104.3 
103.1 

1933 
1934 
1935 
1936 

62.1 
67.1 
77.9 
89.3 

72.6 
84.0 
86.9 
90.9 

57.7 
60.5 
65.7 
73.3 

85.5 
79.9 
89.6 
98.2 

107.6 
110.9 
118.6 
121.8 

Between  1929  and  1932  production  declined  47  per  cent,  the  number  of  wage 
earners  36  per  cent,  and  the  number  of  man-hours  48  per  cent.  In  other  words, 
output  per  wage  earner  declined  as  the  averaged  hours  worked  dropped;  but 
output  per  man-hour  remained  fairly  stable  and  even  increased  slighdy.  By 
1936,  production  had  recovered  to  89  per  cent  of  the  1929  level  and  employ- 
ment to  91  per  cent,  but  the  index  of  man-hours  was  still  27  units  below. 
Output  per  wage  earner  was  only  slightly  below  1929,  but  output  per  man-hour 
had  reached  a  point  22  per  cent  above  1929  (a  divergence  resulting  from  the 
decline  of  average  hours  per  week). 

Chapter  III  closes  with  the  following  general  conclusions  of  the  National 
Research  Project  study: 


General  Conclusions  and  Comments 

The  most  significant  broad  result  reached  by  the  study  is  that  in  1936,  as 
compared  with  1929,  postulating  the  1929  composite  of  production  in  each 
year,  output  per  man-hour  in  59  manufacturing  industries  was  about  22  per 
cent  greater,  output  per  wage  earner  about  2  per  cent  smaller.  Translating  into 
unit  labor  requirements,  this  means  that  if  the  output  of  1929  had  been  literally 
reproduced  in  1936  (the  same  commodities  in  the  same  amounts)  but  using 
the  industrial  techniques  of  1936,  instead  of  those  of  1929 — then  {a)  for  each 
100  man-hours  expended  in  1929,  it  would  have  been  necessary  to  expend  not 
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more  than  82  man-hours  in  1936;  but  {b)  for  each  100  wage  earners  employed 
in  1929,  it  would  have  been  necessary  to  employ  almost  102  wage  earners  in 
1936.  In  terms  of  the  changed  production  composite,  however,  that  of  1936,  it 
would  have  taken  100  man-hours  in  1929  to  reproduce  the  amount  and  kind  of 
output  that  82  man-hours  were  actually  producing  in  1936;  but  about  an  equal 
number  of  workers  would  have  been  employed  in  both  years. 

If,  therefore,  the  findings  for  the  59  industries  may  be  regarded  as  affording 
a  true  measure  of  how  the  re-employment  potential  of  manufacturing  industry 
was  affected  between  1929  and  1936,  it  follows  that  the  shortening  of  the  work- 
week added  just  about  enough  to  that  potential  to  offset  what  increased  labor 
productivity  took  away — no  more,  no  less.  As  for  the  immediate  future,  the 
authors  of  the  report  are  not  very  optimistic  regarding  the  possibilities  of 
liquidating  in  manufacturing  industries  unemployment  on  a  large  scale.  They 
state : 

"The  probability  for  the  future  seems  to  be  that  there  will  be  less  rather 
than  more  employment  in  manufacturing  industries.  Should  manufacturing 
industries  reach  and  sustain  the  1929  level  of  output  within  the  next  few 
years,  the  average  number  of  wage  earners  required  will  not  far  exceed,  if  at 
all,  the  average  number  employed  in  1929,  despite  the  20  per  cent  reduction 
in  the  average  number  of  hours  worked  per  week  that  occurred  between 
1929  and  1936.  In  the  longer  run,  since  output  per  man-hour  seems  certain 
to  increase  further,  manufacturing  employment  will  probably  be  below  that 
of  1929.  Only  a  great  increase  in  production  or  a  marked  decline  in  hours 
worked  per  week  could  bring  manufacturing  employment  to  levels  appreciably 
higher  than  1929.  It  is  well  to  recall,  however,  that  even  the  50  per  cent 
increase  in  output  between  1919  and  1929  left  the  average  number  of  wage 
earners  in  manufacturing  almost  stationary." 

As  has  been  repeatedly  indicated  here,  the  report  summarized  above  represents 
a  major  contribution  to  the  statistical  analysis  of  employment  and  unemployment. 
The  indexes  developed  by  the  authors  for  59  manufacturing  industries  from 
1919  to  1936  indicate  clearly  a  continuous  rise  in  labor  productivity  of  such 
magnitude  as  to  affect  the  capacity  of  manufacturing  industry  to  employ  the 
whole  of  the  labor  force  attached  to  it  or  that  might  otherwise  seek  employ- 
ment in  it. 

The  authors  quoted  above  assume  not  the  "lump  of  labor"  fallacy,  but 
instead  the  lump  of  manufacturing  output  fallacy.  They  take  it  for  granted 
that  the  1929  level  of  output  represents  a  ceiling  which  cannot  well  be  sur- 
passed. In  reality,  of  course,  there  is  no  logical  reason  why  manufacturing 
output  and  consumption  of  manufactured  goods  should  not  rise  far  above 
anything  attained  in  the  past. 

This  concludes  our  very  brief  review  of  the  excellent  contribution  made 
by  Dr.  Lorwin,  and  we  now  pass  on  to  Part  II,  "Technology  and  Economic 
Balance,"  by  John  M.  Blair. 
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II.  TECHNOLOGY  AND  ECONOMIC  BALANCE 

The  subject  of  Chapter  I  (pp.  89-123)  is  "The  Change  in  Labor  Pro- 
ductivity." 

Table  1,  page  90,  is  a  fundamental  table  of  index  numbers  on  production 
and  output  per  man-hour: 

Table  1. — Indexes  of  Production  and  Productivity ,  1909-39 
(1923  =  100) 


Manufacturing 

Steam  railroads 

Bituminous  coal 
mining 

Anthracite  mining 

Year 

Produc- 

Output 

Produc- 

Output 

Produc- 

Output 

Produc- 

Output 

tion 

per  man- 
hour 

tion 

per  man- 
hour 

tion 

per  man- 
hour 

tion 

per  man- 
hour 

1909 

56.5 

66.2 

67.2 

70.1 

86.9 

81.9 

1914 

66.5 

76.4 

69.8 

78.2 

74.9 

77.8 

97.3 

86.8 

1919 

79.3 

76.4 

94.8 

88.6 

82.5 

85.8 

94.4 

96.6 

1923 

100.0 

100.0 

100.0 

100.0 

100.0 

100.0 

100.0 

100.0 

1924 

94.3 

105.8 

94.3 

103.0 

85.6 

101.7 

94.2 

94.4 

1925 

106.5 

113.2 

99.2 

108.5 

92.1 

101.0 

66.2 

94.9 

1926 

112.5 

116.9 

104.8 

111.1 

101.6 

100.3 

90.5 

95.4 

1927 

113.3 

120.8 

101.0 

110.8 

91.7 

101.6 

85.9 

98.3 

1928 

121.2 

129.5 

100.8 

116.3 

88.7 

105.3 

80.7 

98.1 

1929 

130.1 

131.9 

103.3 

118.2 

94.7 

108.1 

79.1 

96.4 

1930 

107.6 

131.6 

88.7 

118.0 

82.8 

112.8 

74.3 

94.0 

1931 

93.7 

141.3 

71.6 

118.8 

67.7 

118.0 

63.9 

100.2 

1932 

71.1 

137.7 

54.4 

116.1 

54.8 

115.9 

53.4 

115.0 

1933 

81.7 

144.8 

57.0 

129.3 

59.1 

110.0 

53.0 

126.4 

1934 

89.1 

147.9 

61.7 

130.1 

63.6 

111.9 

61.3 

118.5 

1935 

107.7 

158.8 

64.6 

135.9 

65.9 

115.4 

55.9 

121.3 

1936 

127.6 

161.8 

77.8 

145.7 

77.8 

121.5 

58.5 

135.1 

1937 

134.4 

157.5 

83.1 

148.5 

78.9 

124.8 

55.6 

142.8 

1938 

103.6 

159.8 

67.7 

146.8 

60.6 

130.4 

49.4 

166.1 

1939 

129.5 

174.5 

76.7 

154.9 

69.1 

142.1 

54.4 

172.6 

Labor  productivity  tends  to  increase  with  standardization  and  increasing 
output.  Farther  on  in  Chapter  I  wt  find  the  following  classification  of  labor- 
saving  techniques  (p.  99) : 

Types  of  1.  Power  and  energy  development 

Labor-Saving  2.  Materials: 

Techniques  (a)  Substitute  materials 

(b)  Improved  materials 
3.  Processes: 

(a)  Mechanical    (including  multiple-function  machin- 

ery) 

(b)  Nonmechanical 
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4.  Individual,   single-function   machinery    (grouped   accord- 
ing to  primacy  of  function): 

(a)  Elimination  of  operation 

(b)  Increase  of  speed 

(c)  Enlargement  of  capacity 

5.  Management  methods: 

(a)  The  human  factor 

(b)  The  material  conditions  of  manufacture 

Illustrations  are  given  of  each  of  these  methods  of  saving  labor. 

Chapter  II  of  Part  II  is  on  the  "Effects  of  Labor-Saving  Technology" — 
technology  as  a  cause  of  unemployment. 

Before  discussing  Chapter  II,  it  may  be  well  to  fix  in  our  minds  a  few 
basic  principles.  In  the  first  place,  unemployment,  in  the  sense  of  minimum 
work  to  satisfy  wants,  is  desirable.     Nearly  everyone       Miscon 

seeks  to  accomplish  results  with  a  minimum  of  effort.       ^.. ^« 

1  1  1        1       1  11         ception  01 

When  a  person  says  he  wants  work,  what  he  really  TJnemtilovinent 
wants  is  food,  clothing,  and  other  products  of  industry. 
Labor  is  the  means,  not  the  end.  If  we  could  secure  more  of  our  necessities 
without  work,  or  with  less  work,  that  would  be  advantageous.  In  general 
the  unemployed  in  1932  were  probably  most  distressed,  not  because  they 
could  not  find  work  they  sought,  but  because  they  lacked  goods  and  services. 
Unemployment  may  take  two  forms:  hours  per  week  may  be  lessened 
for  all  or  nearly  all  workers,  or  some  workers  may  work  full  time  while 
others  have  no  work  at  all.  Probably  every  invention  or  plan  which  ena- 
bles us  to  produce  goods  and  services  with  less  work  is  beneficial  to  society — 
but  injurious  to  some  minority  group.  For  example,  a  panacea  which  would 
banish  sickness  would  be  socially  desirable,  but  it  would  injure  the  physi- 
cians. The  radio,  phonograph,  and  sound  motion  pictures  have  given  the 
people  more  music;  but  this  social  benefit  has  been  injurous  to  professional 
musicians.  While  factory  workers  are  a  large  group,  they  are  still  a 
minority;  and  their  interests  may  be  injured  by  a  development  which  never- 
theless benefits  society  as  a  whole.  So  when  we  hear  that  something  has 
happened  which  has  thrown  certain  people  out  of  work,  we  must  not  con- 
clude that  the  event  was  evil.  It  is  easy  and  natural  to  feel  pity  for  the  few 
who  have  lost  their  jobs,  but  it  is  very  difficult  to  visualize  the  benefits  that 
may  be  diffused  among  millions  of  others.  However,  the  diffused  benefits 
for  the  millions  may  outweigh  the  hardships  of  the  few  who  are  injured. 
The  misery  suffered  in  the  Great  Depression  was  not  due  to  unemploy- 
ment, but  more  basically  to  the  decline  in  the  output  of  desirable  goods 
and  services.  Defenders  of  our  industrial  progress  show  how  technology 
has  reduced  hours  of  labor,  reduced  costs  so  that  the  many  are  able  to  buy 
things  that  were  once  luxuries  for  the  rich;  they  show  how  lower  costs  have 
expanded  demand  so  that  the  number  of  workers  in  certain  industries  has 
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been  increased  rather  than  diminished.  They  show  how  invention  has 
brought  us  hundreds  of  new  things,  such  as  radios,  automobiles,  movies, 
cameras,  electric  lights,  etc.  The  critics  of  our  industrial  system  paint  a 
dark  picture  and  dwell  on  the  hardships  that  fall  on  minority  groups  who 
are  injured  in  some  way  by  the  technological  advance. 

Some  industrialists  take  the  position  that  technology  actually  makes  more 
jobs  and  increases  the  amount  of  work  to  be  done.  This  position  is  un- 
_     ,      ,  sound.     Certainly  manufacturers  do  not  introduce  new 

XGCllIlOlOfi'V 

T^        ■«,  machines  in  order  to  make  it  more  difficult  and  labori- 

Does  Mean  ,       ,  .  ^r  i     •  r 

_        T    1  ous  to  make  thmgs.    Ot  course  the  mventions  ot  some 

Less  Labor  .  ,  °  ,.  .      ,  .... 

new  article — say  the  radio — may  stimulate  millions  to 

work  harder  in  order  to  acquire  the  new  article.  But  there  is  indisputable 
evidence  that  industrial  progress — decade  after  decade — enables  us  to  pro- 
duce a  given  quantity  of  goods  with  less  and  less  labor.  This  truth  should 
not  be  denied  in  order  to  repel  the  attacks  of  those  economic  perverts  who 
claim  it  is  evil  to  lighten  the  tasks  and  relieve  the  drudgery  of  the  toiling 
millions. 
We  quote  now  from  page  126: 

Labor-saving  effected  by  technology  during  the  last  decade  may  be  estimated 
from  the  indexes  of  production  and  productivity  given  in  Table  1.  Manu- 
facturing work  which  required  100  workers  in  1923  could  have  been  performed 
by  76  workers  in  1929  and  by  57  in  1939,  assuming  no  change  in  weekly  hours. 
Work  which  required  100  men  in  1923  could  have  been  performed  in  bituminous 
coal  mining  by  93  workers  in  1929  and  by  70  in  1939;  in  anthracite  mining 
by  104  workers  in  1929  and  by  58  in  1939;  and  in  steam  railroads  by  85  work- 
ers in  1929  and  by  65  in  1939,  again  assuming  no  change  in  weekly  hours. 

Since  each  of  these  basic  fields  was  characterized,  not  only  by  an  increase 
in  labor  productivity,  but  also  by  a  decline  in  production  between  1929  and 
1939,  the  aggregate  number  of  man-hours  was  materially  reduced.  Total  man- 
hours  in  manufacturing  fell  from  19,888,000,000  in  1929  to  14,948,000,000  in 
1939;  in  bituminous  coal  mining,  total  man-hours  fell  from  916,250,000  to  508,- 
300,000;  in  anthracite  mining,  from  271,853,680  to  104,463,420;  and  in  steam 
railroads,  from  4,103,000,000  to  2,325,000,000.  If  no  change  in  weekly  hours 
had  occurred  in  the  last  decade,  these  reductions  in  man-hours  would  have 
meant  a  displacement  of  2,078,600  wage  earners  in  manufacturing,  761,678  in 
steam  railroads,  204,143  in  bituminous  coal  mining,  and  87,762  in  anthracite 
mining,  or  a  total  in  all  four  fields  of  3,132,183  wage  earners. 

Since  average  weekly  hours  decreased  over  this  period  in  each  of  the  fields — 
17.7  per  cent  in  manufacturing,  31.2  per  cent  in  steam  railroads,  29.4  per  cent 
in  bituminous  coal  mining,  and  24.1  per  cent  in  anthracite  mining— the  actual 
decline  in  the  number  of  wage  earners  was  considerably  less  than  this  potential 
displacement.  The  number  of  wage  earners  fell  723,700  in  manufacturing, 
729,000  in  steam  railroads,  98,000  in  bituminous  coal  mining,  and  70,500  in 
anthracite  mining,  or  a  total  decline  of  1,621,200  wage  earners. 
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The  author  discusses  duration  of  unemployment  and  the  displacement  of 
skill  (pp.  136-147).  Then,  on  page  147,  discussing  "Technology  and  La- 
bor's Demand  for  Goods,"  he  says: 

If  reductions  in  prices  are  not  made  to  ofifset  lower  unit  labor  requirements 
and  skill-displacement,  technology  will  tend  to  reduce  labor's  share  of  the  value 
of  products. 

This  statement  is  incorrect,   but   the  next  sentence  makes  the   necessary 
qualification : 

When  the  amount  of  labor  required  per  unit  of  goods  is  reduced,  the  wage 
payment  per  unit  will  decline  unless  average  earnings  increase  to  an  extent 
greater  than  the  advance  in  labor  productivity. 

Profoundly  true!     If  the  worker  turns  out  more  pieces  he  will  get  less 
money  per  piece  unless  his  wages  are  increased! 

Furthermore,  if  unit  labor  requirements  are  materially  decreased,  a  labor 
surplus  will  develop  unless  production  is  markedly  advanced,  and  the  mere 
existence  of  a  labor  surplus  is  a  depressant  upon  wage  rates. 

The  first  part  of  this  statement  is  not  true,  for  the  increase  in  productivity 

may  be  offset  by  a  decline  in  the  average  number  of  hours  worked  per  week 

or  per  year.    Does  the  author  imply,  in  the  last  part  of         t    u     >    ot. 
u  u       u    1         £  1        J  J         J  J  Labor's  Share 

this  sentence,  that  the  law  or  supply  and  demand  does 

not  apply  to  labor,  that  wage  rates  are  not  to  rise  when  labor  is  scarce  and 

are  not  to  fall  when  labor  is  plentiful?     As  a  matter  of  fact,  a  surplus  of 

labor  usually  does  not  greatly  depress  wage  rates,  because  of  unemployment 

compensations,  easy  relief  policies,  and  trade  union  agreements.     The  fact 

that  a  labor  surplus  usually  does  not  greatly  depress  wage  rates  may  well 

be  the  main  reason  for  the  labor  surplus. 

If  the  prices  of  goods  remain  constant  while  unit  labor  costs  decline,  labor 
will  receive  a  diminished  share  of  the  value  of  production. 

Profoundly  true!     If  the  farm  hand  takes  a  smaller  piece  of  pie,  there  will 
be  more  left  for  the  farmer! 

Then  recipients  other  than  labor  will  receive  an  increasing  share.  [Yes,  Yes! 
Go  on!]  The  other  recipients  fall  largely  into  the  upper-income  or  propertied 
classes  which  save  a  much  larger  proportion  of  their  income  than  does  labor. 
Thus  technology  by  reducing  unit  labor  costs  may  aggravate  the  existent  dis- 
proportion between  consumption  and  savings. 

Whatever  subject  is  discussed,  all  roads  lead  to  Rome! 

We  find  on  page  147  the  theme  song  of  the  T.N.E.C:  we  save  too  much, 
we  consume  too  little,  and  the  rich  should  divide  up  with  the  poor!  This 
whole  discussion  was  filled  with  words  like  if,  when,  unless,  may,  and  tend. 
The  author  wandered  through  a  quagmire  of  hypotheses  in  order  to  arrive 


334     FACT  AND  FANCY  IN  THE  T.N.E.C.  MONOGRAPHS 

at  the  point  where  he  could  take  a  crack  at  the  rich.  Let  us  follow  the 
author's  example  and  build  our  own  "if"  argument.  If  the  employer  can 
reduce  his  labor  cost  and  if  he  can  maintain  the  price  of  his  product,  then 
he  will  make  a  big  profit.  And  if  he  makes  a  big  profit,  then  others  will 
enter  the  field  to  compete  with  him  for  a  share  in  the  lush  profits.  If  com- 
petition increases,  some  of  the  producers,  and  finally  all,  will  lower  the  price 
of  the  product.  Then  the  rich  employers  will  make  less  profit,  so  they  will 
be  unable  to  save  so  much — or  consume  so  much,  either.  Savings  will  be 
pared  down  to  proper  size  and  consumers  will  buy  at  a  lower  price.  The 
hypothetical  catastrophe  will  be  averted! 

Now  let's  crawl  out  of  the  quagmire  of  ifs,  mays,  and  whens,  and  examine 
the  facts  as  revealed  by  the  Census  of  Manufactures.  The  physical  output 
of  manufactures  was  about  the  same  in  1929  and  in  1939.  But  the  prices 
of  finished  goods  were  about  15  per  cent  lower  in  1939,  and  the  wages  paid 
as  a  per  cent  of  the  value  added  by  manufacture  advanced  from  35.4  per 
cent  in  1929  to  36.78  per  cent  in  1939.  In  this  decade,  output  per  man-hour 
increased  about  32  per  cent. 

On  page  154  is  the  table  which  we  reproduce  opposite. 

Output  per  man-hour  has  increased  much  faster  than  average  hourly 
earnings.  There  is  a  tendency  for  wage  rates  to  reach  a  common  level  in 
all  occupations  and  in  all  industries.  When  output  per  man-hour  in  a  cer- 
tain industry  is  increased,  the  workers  in  that  industry  work  no  harder  than 
workers  in  other  industries.  It  is  much  more  likely  that  the  increased  out- 
put is  due  to  better  managerial  organization  of  production,  to  better  ma- 
chines, and  to  substitution  of  machine  labor  for  muscle  labor.  Hence,  it 
would  be  unfair  to  hand  all  the  gains  due  to  greater  productivity  to  the 
workers  in  the  particular  industry.  It  is  better  to  lower  the  price  of  the 
product  so  that  the  benefits  may  be  passed  on  to  the  many  who  consume 
the  product  rather  than  the  few  who  make  the  product. 

In  many  activities,  distribution,  professions,  etc.,  there  has  been  litde  gain 
in  productivity.  Real  wages  per  hour  tend  to  follow  the  gains  in  produc- 
tivity of  all  gainful  workers,  rather  than  the  gains  in  productivity  in  a  spe- 
cific field,  such  as  manufacturing. 

On  page  155,  the  author  says: 

This  possible  widening  of  the  spread  between  labor  productivity  and  hourly 
earnings  obviously  means  even  greater  declines  in  unit  labor  costs.  If  prices 
remain  constant — and  in  a  large  segment  of  the  economy  they  have  been  mark- 
edly stable — this  decline  in  unit  labor  costs  will  further  reduce  labor's  share  of 
the  value  of  products. 

Does  the  author  fear  a  further  decline  in  unit  labor  costs?  It  would  be 
fine  if  unit  labor  costs  dropped  to  zero.  Then  goods  would  cost  nothing 
and  everyone  could  have  all  he  wanted  of  everything.    If  unit  labor  costs 
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Table  16. — Indexes  of  Output  per  Man-Hour,  Average  Hourly  Earnings,  and  Unit  Labor  Cost,  1923-39 

(1923  =  100) 


Year 

Output 
per  man- 
hour 

Average 
hourly 
earnings 

Unit 
labor  cost 

Output 

per 

man-hour 

Average 
hourly 
earnings 

Unit 
labor  cost 

Manufacturing 

Steam  railroads 

1923 
1924 
1925 
1926 

100.0 
105.8 
113.2 
116.9 

100.0 
104.7 
104.5 
105.4 

100.0 
98.9 
92.2 
90.0 

100.0 
103.0 
108.5 
111.1 

100.0 
101.8 
103.0 
103.0 

100.0 
99.0 
95.1 
92.9 

1927 
1928 
1929 
1930 

120.8 
129.5 
131.9 
131.6 

106.1 
107.6 
108.8 
106.1 

87.8 
83.0 
82.5 
80.7 

110.8 
116.3 
118.2 
118.0 

105.0 
106.3 
108.4 
109.8 

94.8 
91.6 
91.9 
93.0 

1931 
1932 
1933 
1934 

141.3 
137.7 
144.8 
147.9 

99.4 

88.0 

87.4 

104.0 

70.3 
63.9 
59.6 
70.3 

118.8 
116.1 
129.3 
130.1 

110.8 
101.7 
101.0 
102.3 

93.3 

87.8 
78.2 
78.7 

1935 
1936 
1937 
1938 
1939 

158.8 
161.8 
157.5 
159.8 
174.5 

107.4 
108.5 
121.9 
122.8 
123.8 

66.9 
65.4 
74.0 
73.1 
68.1 

135.9 
145.7 
148.5 
146.8 
154.9 

110.7 
112.0 
115.1 
121.1 
121.6 

81.6 
77.1 
77.6 
82.7 
78.6 

Bituminous-coal  mining 

Anthracite  mining 

1923 
1924 
1925' 
1926 

100.0 
101.7 
101.0 
100.3 

100.0 
96.2 
94.7 
93.0 

100.0 
94.6 
93.7 
92.8 

100.0 
94.4 
94.9 
95.4 

100.0 
108.3 
107.7 
107.3 

100.0 
114.7 
113.7 
112.5 

1927 
1928 
1929 
1930 

101.6 
105.3 
108.1 
112.8 

88.9 
84.8 
80.6 
81.1 

73.2 
80.5 
75.6 
71.9 

98.3 
98.1 
96.4 
94.0 

106.6 
106.0 
105.4 
104.8 

108.6 
108.2 
109.4 
111.1 

1931 
1932 
1933 
1934 

118.0 
115.9 
110.0 
111.9 

76.6 
61.6 
59.3 
79.5 

64.8 
54.0 
55.1 
72.2 

100.2 
115.0 
126.4 
118.5 

104.2 
104.3 
103.5 
104.4 

104.8 
90.8 
79.8 
84.7 

1935 
1936 
1937 
1938 
1939 

115.4 
121.5 

124.8 
130.4 
142.1 

88.2 

94.0 

101.4 

104.0 

104.8 

76.2 
76.2 
80.4 
80.3 
72.5 

121.3 
135.1 
142.8 
166.1 
172.6 

104.1 
105.4 
110.4 
116.5 
116.8 

80.7 
73.3 
72.9 
66.9 
62.7 

decline,  prices  will  not  remain  constant.     So  we  can  stop  worrying  about 
labor  getting  its  share. 

In  Part  II,  Chapter  III,  "Technology  and  the  Compensatory  Forces,"  the 
author  introduces  the  chapter  in  these  words  (p.  167) : 
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There  are  certain  forces  presumably  inherent  in  the  present  economic  order 

which   operate   more  or  less  automatically   to   offset   the   labor-displacing  effect 

of  technology.     Principal  among  these  compensatory  forces 

are  (1)  the  reduction  of  hours  (without  an  accompanying 

^  decline  in  wages),  (2)  the  development  of  new  industries, 

and   (3)   the  reduction  of  prices.     To  ascertain  the  state  of  economic  balance 

between  the  labor-displacing  effects  of  technology  and  these  compensatory  forces 

it  is  necessary  to  examine  each  in  some  detail.     Such  is  the  purpose  of  this 

chapter. 

Of  course  no  offsets  to  the  labor-displacing  effects  o£  technology  are  re- 
quired. If  society  can  produce  with  less  labor,  that  is  a  positive  gain.  By 
compensatory  forces  the  author  means  forces  which  will  maintain  employ- 
ment and  keep  people  at  work. 

After  discussing,  as  the  first  offset,  the  reduction  of  hours  which  spreads 
the  diminished  amount  of  work  among  more  people,  the  author  takes  up 
"The  Development  of  New  Industries"  (p.  172) : 

Technology,  by  bringing  forth  new  industries,  causes  the  economy  to  expand 
along  three  major  fronts:  (1)  Employment  opportunities  are  created  for  large 
segments  of  the  working  population  in  the  fabrication  of  the  new  product;  (2) 
the  capital  goods  industries  are  stimulated  by  the  placement  of  orders  for  needed 
productive  equipment;  (3)  new  industries  frequently  create  activities  in  the 
iields  of  distribution,  transportation,  service,  and  maintenance. 

But  there  are  limitations  to  the  new  industry  stimulus  (p.  176) : 

The  possibilities  of  economic  expansion  by  the  development  of  new  industries 
are  limited  because  (1)  the  substitution  of  new  products  for  old  may,  through 
lower  unit  labor  requirements,  decrease  net  employment,  (2)  new  technological 
developments  may  lessen  the  requirements  and  outlays  for  new  capital  goods, 
and  (3)  present  income  distribution  limits  the  market  for  new  products.  New 
industries  can  offset  the  effects  of  labor-saving  technology  only  if  these  three 
limitations  are  overcome. 

The  author  here  falls  into  the  error  of  wanting  more  toil.  It  is  appar- 
ently impossible  for  him  to  realize  that  work  should  be  reduced,  provided 
we  can  get  what  goods  we  want  without  work,  or  with  less  work.  The 
argument  that  society  must  produce  an  ever  increasing  number  of  different 
things  in  order  to  be  prosperous  and  happy  is  very  weak.  If  everyone  could 
have  enough  of  existing  articles — houses,  food,  clothing,  automobiles,  etc. — 
we  could  be  a  happy  people  without  any  new  gadgets.  Likewise,  the  argu- 
ment that  population  must  expand  to  make  us  prosperous  is  weak.  The 
problem  is  to  increase  the  productivity  of  poor  people  so  they  can  have  arti- 
cles already  invented,  if  they  are  willing  to  work  enough  to  secure  them. 
Many  poor  people  are  poor  in  earthly  goods  (but  rich,  perhaps,  in  content- 
ment) because  they  prefer  leisure  to  things.  It  is  one  of  the  current  eco- 
nomic fallacies  that  all  people  want  to  be  rich  and  are  being  held  down  by 
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the  economic  system.    Millions  of  persons  prefer  to  live  on  a  low  plane  with 
plenty  of  sleep  and  rest. 

We  come  now  to  the  third  compensatory  force,  "The  Reduction  of 
Prices"  (p.  190) : 

This  fundamental  tenet  of  economic  thought,  that  over  a  long-term  period 
increases  in  the  productivity  of  labor  are  reflected  in  lower  prices  of  commodities, 
with  a  resultant  increase  in  production,  should  be  examined.  If  prices  do  not 
decline  as  productivity  increases,  this  basic  principle  is  either  inoperative  or  the 
functioning  of  the  present-day  economy  prevents  its  operation.  .  .  . 

Certain  economists  have  pointed  out  that  centralized  industries  do  not  reflect 
the  declines  in  prices  necessary  to  stimulate  production  and  thus  offset  the 
effects  of  increasing  productivity  of  labor.  If  a  relationship  exists  between  con- 
centration and  price  stability  and  in  turn  between  technology  and  concentration, 
then  technology  itself  would  be  an  obstacle  to  the  functioning  of  the  basic  com- 
pensatory force  of  price  reductions. 

The  assumption  that  increases  in  the  productivity  of  labor  are  reflected 
in  the  fall  of  prices  of  commodities  assumes  that  the  volume  of  money  is 
constant.  If  the  volume  of  money  increases  with  the  volume  of  produc- 
tion, there  is  little  reason  to  expect  a  fall  in  prices.  If  due  to  invention  the 
production  of  certain  articles  requires  less  labor  than  before,  then  the  prices 
of  these  articles  will  tend  to  be  relatively  cheaper  as  compared  with  the 
prices  of  other  articles. 

At  the  top  of  every  page  of  every  T.N.E.C.  monograph  we  are  confronted 
with  these  four  words — "Concentration  of  Economic  Power."  We  suppose 
every  monograph  author  felt  obligated  to  relate  his  subject,  whether  it  was 
cabbages  or  kings,  to  the  central  theme — the  concentration  of  economic 
power..  By  tracing  another  economic  sin  to  the  fountain  head  of  all  eco- 
nomic evils,  he  proved  his  loyalty  to  the  cause  in  the  battle  against  big 
business. 

Our  author  states  his  conclusions  on  this  subject  in  these  words  (pp. 
191,  194): 

The  price  indexes  in  the  concentrated  industries  tend  to  remain  well  above 
their  pre-war  position,  while  the  price  series  of  the  nonconcentrated  industries 
closely  approach  the  1914  level.  The  unit  labor  requirement  series  tend  to  drop 
more  extensively  than  price  since  1919  in  the  concentrated  industries,  while  the 
two  series  tend  to  parallel  each  other  in  the  nonconcentrated  industries,  with 
the  price  series  often  evidencing,  for  sustained  periods,  a  decline  more  extensive 
than  that  of  the  unit  labor  requirement  index.  This  difference  in  the  type  of 
relationship  is  graphically  apparent  in  the  comparison  between  the  cement  and 
furniture  industries  and  also  characterizes  the  other  concentrated  industries- 
iron  and  steel,  nonferrous  metals,  automobiles,  cigarettes,  electric  light  and 
power — as  well  as  the  two  other  nonconcentrated  industries,  cotton  and  woolen 
goods.  .  .  . 

It  is  apparent  that  the  relative  nonuse  of  the  technique  of  price  reduction  in 
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the  concentrated  industries  as  a  means  of  meeting  the  unemployment  problem 
created  by  declining  unit  labor  requirements  has  become  particularly  acute  in 
recent  years.  The  extensive  decreases  in  unit  labor  requirements  in  these  in- 
dustries have  created  an  unemployment  problem  met  only  a  limited  extent  by 
any  increases  in  production  which  can  be  attributed  to  reductions  in  prices.  In- 
dustrial prices,  by  remaining  comparatively  stable  in  the  face  of  marked  de- 
clines in  unit  labor  requirements,  cannot  have  played  an  effective  role  in  meeting 
the  unemployment  problem  created  by  technological  change,  and  as  long  as  they 
maintain  that  relative  stability  their  importance  as  a  compensatory  force  must 
be  regarded  as  negligible. 

We  shall  now  show  that  the  author  presented  no  adequate  proof  for  these 
conclusions.  His  argument  is  so  tortuous  and  farfetched  that  we  wonder 
if  it  is  the  result  of  statistical  competence  and  an  honest  search  for  truth. 
He  compares  unit  labor  requirements  and  prices  in  five  concentrated  indus- 
tries— iron  and  steel,  nonferrous  metals,  cement,  motor  vehicles,  and  ciga- 
rettes— with  labor  requirements  and  prices  in  three  nonconcentrated  indus- 
tries— cotton  goods,  woolen  goods,  and  furniture  (see  Charts  I-IX,  Appen- 
dix H).  Now  only  three  nonconcentrated  industries  are  altogether  too 
small  a  sample  from  which  to  generalize.  Furthermore,  two  of  these  in- 
dustries, cotton  and  woolen,  make  similar  articles — cloth  and  yarn — while 
the  woolen  industry  is  nearly  as  concentrated  as  the  cement  industry.  The 
statistical  base  is  too  small  to  warrant  any  conclusions. 

Furthermore,  there  is  no  necessary  close  relation  between  the  price  of  an 
article  and  the  labor  hours  required  to  make  it.  Costs  are  measured  in  dol- 
lars, not  in  labor  hours.  The  labor  cost  in  manufacturing  an  article  is  not 
labor  hours,  but  labor  hours  times  hourly  wage  rates.  The  author  shows 
curves  from  1914  to  1937  on  prices  and  unit  labor  requirements.  By  omit- 
ting the  wage  rate  (which  is  equally  as  important  as  labor  productivity  in 
fixing  the  labor  costs)  he  shows  unit  labor  requirements  as  falling  during 
periods  (after  1934)  when  unit  labor  costs  were  rising. 

In  many  industries  (cement,  automobiles,  cigarettes,  etc.),  wages  in  the 
final  manufacturing  process  are  less  than  20  per  cent  of  the  total  cost  of 
the  finished  products.  We  should  not  expect  that  prices  would  move  up 
and  down  with  wages  in  the  final  manufacturing  process,  when  wages  are 
so  small  an  element  of  total  costs.  But  our  author  does  n6t  even  compare 
prices  with  wage  costs!  He  compares  prices  with  only  one  of  the  two  fac- 
tors which  make  up  labor  costs! 

It  is  not  possible  to  make  a  good  price  series  on  cotton  goods,  furniture, 
motor  vehicles,  iron  and  steel — classifications  containing  so  many  diverse 
articles.  But  the  price  series  the  author  uses  for  automobiles  is  based  on 
one  make  of  car  only,  while  his  curve  on  unit  labor  requirements  is  based 
on  the  entire  industry.  Nor  is  it  possible  to  determine  unit  labor  require- 
ments with  any  great  degree  of  precision.  But  even  if  we  waive  all  of  these 
objections,  the  curves  still  do  not  lead  to  the  author's  conclusions.    In  non- 
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ferrous  metals,  unit  labor  requirements  increased  from  1929  to  1932,  but  the 
prices  dropped  precipitately.  In  cotton  goods,  unit  labor  requirements  fell 
from  1932  to  1936,  but  prices  increased.    The  same  remarks  apply  to  woolens. 

Even  with  inadec]uate  and  incorrect  statistics,  the  author  was  unable  to 
prove  any  connection  between  technology  and  the  concentration  of  economic 
power.  His  ersatz  statistical  rope  was  too  frayed  and  flimsy  to  bridge  the 
gap.  (Any  who  feel  we  may  have  treated  the  author  too  harshly  in  this 
matter  are  advised  to  read  Appendix  H,  pages  234  to  288.) 

Chapter   IV    is   on    "Technology    and    the    Concentration    of    Economic 
Power."     The  author  shows  that  large-scale  operations  are  usually  condu- 
cive  to  greater   efficiency.     He  indicates   that   research      m     i.     i  j 
1        ,                       11,                              AT         Technology  and 
tends  to  be  concentrated  ui  the  large  companies.    After      ^           i.     *• 

^  111-  «^  Concentration 

a  tew  pages  on  patents,  he  has  this  to  say  on    Corporate 

Size  and  Earning  Power"  (p.  217) : 

The  advantages  technology  imparts  to  large-scale  operation  indicate  that  an 
increase  in  size  of  operation  would  logically  be  accompanied  by  an  increase  in 
earning  power.     In  fact,  such  a  relationship  has  been  found  to  exist. 

This  conclusion  is  contrary  to  the  conclusions  reached  in  Monograph  No. 
13,  which  says,  on  page  10:  "The  results  of  the  total  tests  reveal  that  the 
largest  companies  made,  on  the  whole,  a  very  poor  showing." 
In  conclusion,  the  author  says  (p.  220) : 

Thus  there  is  presented  this  fundamental  contradiction:  while  technology  on 
the  one  hand  creates  tremendous  economic  problems  through  the  displacement 
of  labor,  on  the  other  it  induces  concentration,  thereby  impeding  the  operation 
of  the  compensatory  force  of  price  reductions. 

Since' the  author  tried  to  prove  that  in  concentrated  industries  prices  were 
not  reduced  much  when  labor  productivity  increased,  but  was  unable  to 
prove  the  point,  the  "fundamental  contradiction"  probably  has  no  existence 
outside  the  author's  mind. 

We  will  close  this  review  of  Monograph  No.  22  with  the  observation  that 
the  great  unemployment  which  existed  in  1931,  1932,  and  1933  was  not  due 
to  technology.  We  believe  that  Mr.  Blair,  in  Part  II,  takes  too  gloomy  a 
viewpoint.  Our  industrial  progress,  which  has  enabled  us  to  turn  out  more 
and  more  goods  with  less  and  less  toil,  is  a  glorious  achievement.  It  is  the 
only  sure  foundation  on  which  to  build  a  rising  standard  of  living,  for  indus- 
trial workers  and  for  the  entire  population.  We  can  be  truly  grateful  for 
our  technological  advance  now  that  it  is  necessary  for  us  to  prosecute  a  war. 
The  skills  and  machines  which  lightened  our  toil  can  now  be  mobilized  into 
a  prodigious  force  for  our  defense. 
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Agriculture  and  the  National  Economy 

THE  title,  Agriculture  and  the  National  Economy,  suggests  a  more  com- 
prehensive and  fundamental  treatment  of  agriculture  than  the  mono- 
graph provides.  Indeed,  the  treatment  falls  far  short  of  recognizing  the 
great  significance  of  agriculture  in  our  national  economy. 

The  monograph  was  written  by  Dr.  Albert  L.  Meyers,  Senior  Economist 
of  the  Department  of  Agriculture,  and  was  apparently  approved  by  a  depart- 
mental committee  appointed  by  the  Secretary  of  Agriculture. 

The  booklet  is  quite  readable  and  is  comparatively  short,  consisting  of  six 
chapters  and  a  total  of  48  pages.  The  general  purposes  of  the  T.N.E.C.  re- 
ports doubtless  account  for  the  omission  of  much  that  should  have  been 
included.  It  appears  to  be  a  painstaking  effort  to  find  monopolistic  practices 
injurious  to  the  farmers.  However,  after  one  has  read  the  evidences  of  con- 
centration of  power  and  of  monopoly  in  agriculture  and  related  industries 
as  described  in  this  booklet,  one  is  left  with  the  impression  that  from  the 
standpoint  of  agriculture  as  a  whole  there  is  little  to  be  worried  about  on  this 
score  if  the  data  offered  present  the  complete  picture. 

In  view  of  the  enormous  funds  being  spent  by  the  Federal  Government 
through  the  Department  of  Agriculture  to  alleviate  distress  in  and  to  reha- 
bilitate agriculture,  one  is  agreeably  surprised  to  find  such  meager  evidence 
of  distress  presented  and  problems  stated  which  seem  so  disproportionate  to 
the  funds  spent  upon  them.  The  fact  is  that  not  only  the  significance  of 
agriculture  in  our  national  economy,  but  also  its  situatior^  and  its  problems, 
have  all  been  inadequately  treated  in  the  monograph. 

In  view  of  the  circumstances,  it  seems  desirable  in  this  review  to  give  sum- 
maries of  the  data  presented,  analyses  of  conclusions  drawn,  and  a  brief  dis- 
cussion of  the  philosophy  of  agriculture  and  the  place  of  agriculture  in  the 
national  economy  as  presented  in  the  booklet;  and,  finally,  it  seems  necessary 
to  give  at  least  a  summary  statement  discussing  the  real  significance  of  agri- 
culture in  the  national  economy  and  to  point  out  some  of  the  major  prob- 
lems confronting  the  industry. 

Chapter  I,  "The  Agricultural  Situation,"  begins  with  this  very  striking 
statement:  "This  report  is  an  attempt  to  trace  the  relationship  of  agricul- 
_    .      .     ,.  ture  to  the  national  economy  both  in  the  effect  of  agri- 

O  t     H  H9       culture  upon  the  rest  of  the  economy  and  the  impact  of 

the  ,  economy  upon  the  farmer."  The  first  evidence 
offered  is  to  the  effect  that  the  relation  of  agriculture  to  the  national  economy 
is  rather  static,  for  it  is  said  (p.  3)  :  "One  of  the  most  surprising  facts  with 

340 
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which  we  are  confronted  is  a  very  nearly  constant  per  capita  consumption 
by  weight  of  total  foods."  There  is  an  element  of  truth  in  the  fact  that 
there  are  very  definite  limits  to  the  individual's  consumption  of  food,  but 
that  does  not  justify  the  conclusion  that  the  nation  as  a  whole  has  reached 
that  limit.  The  figures  on  average  consumption  presented,  on  which  the 
conclusion  is  based  that  the  limit  of  food  consumption  in  pounds  for  the 
nation  has  been  reached,  are  for  many  reasons  inadequate  to  prove  the  point. 
Indeed,  the  author  presents  evidence  in  another  connection  (p.  38),  in  quo- 
tations from  studies  made  by  the  Surplus  Marketing  Administration,  which 
indicates  that  purchases  of  food  by  low-income  groups  would  be  raised  an 
estimated  $1,247,000,000  if  their  incomes  were  raised  to  $1,250.  Thus  he 
contradicts  his  conclusions  in  Chapter  I. 

A  billion  and  a  quarter  dollars  within  itself  is  a  very  substantial  sum, 
and  indicates  that  physical  limitations  of  demand  for  even  food  products 
are  far  from  being  reached,  especially  if  the  possibilities  of  increasing  prices 
and  sales  by  improving  quality  are  taken  into  account.  When  it  is  further 
taken  into  account  that  expansion  of  consumption  of  non-food  agricultural 
products,  such  as  materials  for  textiles  and  plastics,  has  no  physical  limita- 
tions, the  inaccuracy  of  the  conclusions  is  still  more  evident.  These  facts 
are  very  important,  for  the  whole  national  agricultural  policy  and  program 
is  now  built  on  the  theory  that  the  people  of  the  United  States  have  about 
reached  the  physical  limits  of  capacity  to  consume  agricultural  products. 
It  is  this  philosophy  that  enables  the  monograph's  author  to  say  (p.  4)  : 
"We  have  reached  the  practical  limits  of  employment  of  labor  in  agricul- 
ture." 

Dr.  Meyers  asserts  (p.  4)  that  the  constancy  or  physical  limitation  of  con- 
sumption is  further  borne  out  by  the  comparatively  constant  crop  acreage 
harvested  in  the  United  States  since  1924.  The  correct  interpretation  of 
the  comparative  constancy  of  total  crop  acreage  is  found  in  totally  different 
causes  from  the  one  alleged.  Agriculture  is  an  industry  of  large  fixed  costs 
in  land  and  equipment.  It  pays  to  operate  a  farm  long  after  it  ceases  to 
pay  a  profit,  and  more  especially  if  the  operator  has  no  other  opportunity 
to  employ  his  labor  which  is  also  a  perishable  product.  When  times  get 
bad,  the  farmer  may  try  to  better  his  conditions  by  shifting  and  diversify- 
ing his  crops,  especially  from  purely  cash  crops  such  as  cotton  and  tobacco, 
as  is  clearly  shown  by  figures  in  Table  2.  A  correct  interpretation  of  the 
agricultural  situation  as  revealed  in  these  acreage  figures  shows  that  what 
the  farmers  needed  was  markets.  The  wise  policy  on  the  part  of  the  Fed- 
eral Government  wpuld  have  been  to  develop  a  constructive  program  to 
gain  and  develop  them,  rather  than  attempt  to  limit  production. 

It  must  be  borne  in  mind,  however,  that  Table  2  covers  the  period  from 
1924  to  1939,  including  only  one  depression.  It  is  not  at  all  certain  that  the 
farmer  would  so  shift  and  diversify  his  crops  in  a  depression  if  the  Gov- 
ernment did  not  pay  him  to  stop  growing  the  cash  crops.    In  1892,  for 
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example,  757  million  pounds  of  tobacco  were  sold  at  the  relatively  high 
price  of  8.9  cents  per  pound.  By  1896  the  average  price  of  tobacco  had 
declined  to  5.5  cents  per  pound,  but  production  had  averaged  above  the 
1892  level.  In  fact,  if  other  controls  or  subsidies  do  not  enter  when  prices 
for  agricultural  products  decline,  the  farmers  most  often  try  to  augment 
their  income  by  increasing  volume  to  offset  lower  prices. 

There  is  not  now,  and  never  has  been,  a  time  when  there  was  not  a 
market  for  all  the  farmers  have  to  sell,  even  though  the  price  has  not 
always  been  satisfactory.  In  this  modern  competitive  world,  there  are  only 
two  safe  ways  for  farmers,  or  others  for  that  matter,  to  increase  their  mar- 
gins of  profit;  one  is  to  lower  costs,  and  the  other  is  to  improve  the  quali- 
ties of  their  products  and  the  services  they  sell  with  them.  It  is  difficult 
to  conceive  the  enormous  good  which  might  have  been  accomplished  for 
agriculture  to  the  everlasting  benefit  of  the  farmers  if  the  billions  of  dollars 
spent  by  the  Federal  Government  and  the  states  to  slow  down  production 
had  been  spent  in  a  constructive  effort  to  improve  efficiency  of  farm  pro- 
duction, the  quality  of  farm  products,  and  the  services  rendered  by  farmers 
to  their  customers,  and  to  open  new  markets. 

The  tremendous  significance  of  the  above  statement  is  emphasized  by  the 
fact  that  the  great  problem  of  modern  agriculture  is  relative  inefficiency. 
Thp  P  nhlpTYi  That   is    a    strong   statement,    but    the    incontrovertible 

f  T     ffir*  -nr  proof  lies  in  the  fact  that  others  have  been  able  to  take 

away  from  the  farmers  many  important  enterprises 
which  formerly  belonged  to  them.  In  power  production,  mechanical 
power  has  been  substituted  for  the  animal  power  they  produced  and  fed; 
curing  and  packing  food  products  have  been  taken  from  the  farm;  and  the 
development  of  synthetic  products  as  successful  substitutes  is  driving  some 
farm  products  out  of  the  market.  Moreover,  it  is  obvious  to  anyone  who 
goes  through  the  country  and  observes  that  the  first-class,  well-organized, 
well-equipped  farm  production  unit  is  an  exception  rather  than  the  rule. 
The  improvement  of  farm  efficiency  will  be  a  tremendous  job  in  research 
and  education  when  the  Government  and  the  educational  institutions  wish 
to  tackle  it  in  a  really  fundamental  way. 

Dr.  Meyers'  own  lack  of  confidence  in  the  relative  efficiency  of  American 
agriculture  is  expressed  in  the  following  words  (p.  5) : 

In  the  future  it  is  entirely  possible  that  farmers  in  general  may  gain  more 
by  improved  employment  and  pay  rolls  in  industries  exporting  manufactured 
goods  than  by  direct  exportation  of  farm  products. 

The  following  statements  reveal  not  only  a  misconception  of  the  funda- 
mentals of  agricultural  production,  but  a  faulty  philosophy  of  agricultural 

-  „,  economics  based  on  that  misconception.     We  are  told 

A  Wrong  '■ 

p,  .,         ,  (p.    6)    that   the   AAA,    at    its    inception,    represented 

the    outgrowth    of    an    agricultural    philosophy    which 
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.  .  .  had  its  origin  in  prevailing  industrial  practices.  Farmers  found  industrial- 
ists restricting  output  and  making  agreements  in  order  to  maintain  prices. 
Under  the  impact  of  large  agricultural  surpluses,  programs  for  curtailment  of 
new  production  were  developed  accompanied  by  devices  designed  to  increase 
price  returns  to  growers. 

A  further  elaboration  on  the  purposes  and  justification  of  the  New  Deal 
agricultural  policy  is  contained  in  the  following  paragraph  taken  from 
page  40: 

When  the  AAA  program  began,  some  of  its  restrictions  were  roundly  crit- 
icized. Theoretically,  such  criticism  was  sound.  In  a  system  of  completely  pure 
competition,  no  restrictions  of  agricultural  output,  except  those  which  are  truly 
soil  conserving,  could  find  any  defense.  There  is  no  reason,  however,  why 
the  farmer  should  be  compelled  to  operate  under  prices  set  by  pure  competition 
while  the  prices  of  most  of  the  system  are  characterized  by  monopoly,  oligopoly, 
or  at  best  by  monopolistic  competition.  Restriction  of  output  by  the  farmer  is 
no  more  and  no  less  justified  than  the  restriction  of  output  by  a  trade  union  or 
an  industrial  employer. 

Certainly  few  will  deny  that  if  other  organized  groups  are  permitted  to 
get  together  and  exact  monopoly  prices  the  farmers  should  be  permitted  the 
same  privilege.  This,  of  course,  is  one  justification  put  to  the  farmers  by 
the  New  Deal  to  get  their  assent  and  co-operation  in  carrying  out  the  con- 
trol program  in  agriculture. 

Many  believe,  however,  that  the  AAA  is  only  one  segment  of  a  vast  pro- 
gram to  centralize  and  direct  all  economic  activity.  The  same  group  of 
people  with  the  same  philosophy  which  gave  birth  to  the  AAA  were  the 
authors  of  the  National  Labor  Relations  Act  and  the  NRA,  and  the  purposes 
of  each  are  the  same:  to  eliminate  the  rights  of  the  individual  to  choose  his 
own  occupation  and  to  pursue  it  at  his  own  will.  The  policy  inevitably 
substitutes  a  dictated  price,  whether  under  the  name  of  "parity,"  "just,"  or 
"fair,"  for  the  market  price  as  a  regulator  of  economic  activity. 

Those  who  believe  strongly  that  the  principles  of  free  enterprise  and  free 
markets  are  essentials  of  democracy  feel  that  distress  should  not  be  used  to 
take  away  fundamentals  of  Hberty.  They  know  that  fundamentally  agri- 
cultural and  industrial  labor  groups  have  vitally  conflicting  interests,  so  that 
the  system  now  in  process  of  being  set  up  by  means  of  federal  subsidies  of 
various  sorts  cannot  stay  in  this  preliminary  stage.  The  subsidies  must  even- 
tually be  discontinued.  The  forces  involved  are  competitive,  and  must  in- 
evitably come  into  direct  conflict,  if  the  competition  is  for  Government  favor. 
That  will  demand  an  over-all  authority — one  that  can  be  nothing  short  of 
a  dictator,  whether  we  call  him  that  or  not. 

There  may  be  those  who  will  think  the  above  criticism  entirely  too  sweep- 
ing, and  that  much  is  being  read  into  this  monograph  that  is  not  there;  on 
the  other  hand,  no  correct  interpretation  of  the  agricultural  policy  and  pro- 
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gram  can  be  made  apart  from  the  whole  program  of  change  being  wrought 
in  the  name  of  "reform"  in  our  economic  system.  The  point  is,  the  AAA 
is  not  an  isolated  program,  but  rather  a  segment  of  an  all-inclusive  program, 
the  product  of  a  philosophy  of  government  and  economics  new  to  this  coun- 
try; outside  of  that  setting  the  AAA  is  an  anachronism. 

With  the  above  statement  as  a  background,  the  allegation  is  very  signifi- 
cant that  the  farmers  modeled  the  AAA  on  illegal  practices  of  certain  groups 
in  industry  which  by  one  means  or  another  were  able  to  exact  prices  above 
what  might  have  been  established  in  a  free  market.  But  it  is  far  more 
significant  to  know  why  the  Government  itself,  rather  than  make  a  more 
cletermined  eflfort  to  root  out  the  evil  practices  of  the  lawbreakers,  deemed 
it  wise  to  make  such  policies  of  monopoly  control  the  basis  of  our  whole 
political  economy;  and  through  that  means  to  deny,  or  to  make  it  possible 
for  others  to  deny,  the  individual  the  right  to  work,  whether  in  setting  up 
a  new  industry,  plowing  his  fields,  or  getting  a  job,  and  further  the  right 
to  the  market  price  of  his  product  or  of  his  labor. 

Many  of  the  purposes  of  the  AAA,  the  NRA,  and  the  National  Labor 
Relations  Act  are  commendatory.  No  one  denies  the  need  for  soil  con- 
servation, better  farm  management  practices,  improvement  of  credit  faciU- 
ties,  etc.;  but  it  is  equally  clear  that  all  these  things  can  be  had  without 
undermining  the  fundamental  principles  of  individual  initiative  and  respon- 
sibility. If  mass  action  and  responsibility  are  substituted  for  these  individual 
virtues,  America  will  have  discarded  those  principles  which  made  it  great 
and  gave  its  self-reliant  people  the  highest  standards  of  living  ever  enjoyed 
by  man  on  this  earth. 

Perhaps  the  time  has  come  in  the  history  of  the  United  States  when  the 
people  desire  to  give  up  the  rights  guaranteed  to  the  individual  and  to 
change  the  fundamental  nature  of  our  economy;  if  so,  the  changes  should 
be  made  on  the  basis  of  principle,  and  not  as  a  result  of  so-called  emer- 
gencies. The  whole  point  is  that  we  should  recognize  the  changes  now  in 
process  for  what  they  are  and  mean. 

Farmers  are  being  schooled  into  the  ways  of  regimentation  and  control 
with  liberal  checks  from  Washington.  The  workers  in  industry  are  being 
forced  to  join  unions  by  exhibits  of  power  backed  by  Federal  authority,  vio- 
lence, and  high  pressure.  All  these  things  may  be  desirable,  one  as  an 
offset  against  the  other;  but  they  are  not  the  ways  of  democracy  and  free 
enterprise  upon  which  the  United  States  has  been  built  to  date.  President 
Cleveland  uttered  a  fundamental  economic  and  political  truth  when  he  said, 
"It  is  the  function  of  the  people  to  support  the  Government  and  not  the 
Government  the  people." 

Space  so  far  has  been  devoted  to  a  survey  of  the  first  chapter,  "The  Agri- 
cultural Situation,"  and  of  the  author's  more  general  conclusions,  which  are 
found  mainly  in  Chapter  VI,  "The  Farmer  and  the  National  Economy." 
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These  give  the  background  and  express  the  philosophy  of  the  AAA,  which 
are  the  matters  of  major  significance  in  the  monograph. 

Chapter  II  is  devoted  to  a  discussion  of  "Concentration  of  Control  in 
Agricultural  Production."  While  the  statement  is  made  (p.  9)  that  "even 
in   agricultural    production,   however,    some    tendencies  „.  , 

may  be  noted  toward  increasing  concentration  of  con-  p  , 

trol,"    the    major    evidence    offered    is    the    percentage  „  -, 

changes  in  distribution  of  size  of  farms  from  1910 
through  1935.  Figures  presented  show  that  from  1910  to  1935  the  number 
of  farms  under  twenty  acres  increased  5  per  cent;  those  from  twenty  to 
forty-nine  acres  decreased  1.1  per  cent;  those  from  100  to  499  acres  de- 
creased 3.8  per  cent;  while  those  from  500  to  999  acres  increased  .5  per  cent; 
and  those  1,000  acres  and  over  increased  .5  per  cent.  In  terms  of  actual 
number  of  farms,  the  data  show  that  between  1910  and  1935  the  number 
of  small  farms  (under  100  acres)  increased  446,822;  the  medium-sized 
farms  (from  100  to  499  acres)  decreased  76,658;  and  the  large  farms  (con- 
taining 500  acres  or  more)  increased  by  80,684. 

Certainly  these  figures  indicate  nothing  to  be  excited  about  from  the 
standpoint  of  excessive  concentration,  especially  when  it  is  realized  that  a 
very  large  percentage  of  the  western  mountain  range-land  has  been  opened 
since  1910.  Those  who  know  the  country  and  the  requirements  for  ranch- 
ing in  subhumid  climates  know  that  a  tract  of  2,500  to  5,000  acres  is  really 
little  more  than  a  subsistence  homestead  over  large  areas.  When  the  Gov- 
ernment made  the  mistake  of  opening  these  lands  for  settlement  on  the 
basis  of  160  to  640  acres  per  family,  it  created  a  condition  where  consolida- 
tions were  essential.  Indeed,  history  shows  that  excessive  subdivision 
rather  than  concentration  is  the  real  menace  in  the  size  of  farms.  The 
fact  is  that  development  of  technology  during  the  last  thirty  years  demands 
that  the  family-sized  farm  be  much  enlarged  if  it  is  to  be  operated  with 
maximum  efficiency.  It  would  be  unfortunate  for  agriculture  and  the  na- 
tion if  the  Federal  Government  interfered  seriously  with  these  adjustments. 

Evidence  was  presented  to  show  substantial  concentration  in  certain  areas 
with  highly  specialized  types  of  farming.  There  is  also  evidence  of  some 
shift  in  management  of  agricultural  production  from  agriculture  to  indus- 
try. This  situation  is  explained  by  the  fact  that  fruits  and  vegetables  are 
being  rapidly  shifted  over  from  raw  food  products  to  raw  materials  for 
canning  and  other  processing  industries;  this  shift  requires  adjustments  in 
production  which  farmers  have  too  often  not  appreciated.  In  some  regions, 
farmers  have  shifted  over  to  specialized  production  for  market  without 
appreciating,  and  conforming  their  production  to,  the  requirements  of  the 
markets.  A  canner  of  special  vegetables  must  have  a  relatively  large  quan- 
tity of  a  uniform  quality  of  product  harvested  and  delivered  in  a  certain 
way  and  at  the  proper  time.    Now  if  the  farmers  desire  to  furnish  the  vege- 
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tables  as  independent  operators  they  must  co-operate  among  themselves  and 
with  the  manufacturer  to  meet  the  requirements  of  the  market  as  to  quality 
and  to  assure  the  efficient  operation  of  the  plant  itself.  If  this  type  of 
co-operation  cannot  be  had,  then  management  of  the  industry  or  the  sales 
agency  will  be  compelled  to  own  or  lease  the  required  acreage  and  employ 
the  farmers  as  laborers.  The  fault  here  lies  primarily  with  lack  of  agri- 
cultural initiative,  leadership,  and  education. 

Chapter  III,  on  "Concentration  of  Control  in  Marketing  Agricultural 
Products,"  deals  with  different  subject  matter  from  what  would  be  ex- 
p      .     ,  pected.     Nothing  is  said  about  commodity  exchanges, 

„j^     ,    ..  big  firms  engaged  in  marketing  our  major  cash  crops 

such  as  cotton,  corn,  and  wheat,  and  even  the  big  meat 
packers  did  not  rate  a  mention,  even  though  these  phases  of  the  business 
have  been  the  objects  of  many  investigations  for  alleged  monopolistic 
practices. 

On  the  other  hand,  the  author  recognizes  and  brings  out  in  a  limited 
way  (p.  18)  a  profound  truth  of  tremendous  significance  which  should  be 
made  to  sink  deep  into  the  minds  of  every  farmer  and  agricultural  worker. 
This  is  that  the  monopolies  and  controls  most  damaging  to  the  farmers  are 
most  often  in  their  local  markets  where  they  sell  the  products  of  their 
farms  and  buy  the  supplies  they  need.  For  the  most  part  in  this  country, 
it  has  been  the  custom  to  measure  monopoly  in  terms  of  size  rather  than 
effectiveness  of  control. 

Certainly,  this  brings  the  dragon  back  to  the  farmer's  gate  where  he  and 
local  agricultural  leaders  have  the  opportunity  to  do  something  about  it. 

Chapter  IV  is  devoted  to  a  discussion  of  "Concentration  of  Control  in 
Supplies  Purchased  by  the  Farmer"  and  deals  with  three  subjects:  concen- 
tration in  the  manufacture  of  most  commonly  used  farm  implements,  retail 
distribution,  and  farm  credit. 

The  statement  is  made  (p.  29)  that  "concentration  of  control  in  the  sup- 
plies which  the  farmer  purchases  may  be  as  much  of  a  disadvantage  to  him 
_  -  as  the  conditions  restricting  the  marketing  of  his  prod- 

„  _  ucts."     This   statement  is  followed  by   data  presented 

_        ..  from  a  report  of  the  Federal  Trade  Commission  which 

show  that  from  four  to  eight  firms  produce  most  of  the 
farm  implements.  (For  analysis  of  this  claim  see  our  review  of  Monograph 
No.  36.)  The  implication  here  and  throughout  the  whole  chapter  is  that  the 
farmer  is  being  "gypped"  by  the  manufacturers,  wholesalers,  retailers,  and 
granters  of  credit.  This  is  possible,  but  the  author  failed  to  furnish  the 
proof.  Indeed,  the  only  real  evidence  offered  of  any  such  mistreatment  is 
some  figures  to  show  the  very  wide  difference  between  cash  and  credit 
prices  for  fertilizer  and  seed  potatoes  in  two  counties  in  Virginia;  and  in 
this  case  the  figures  prove  entirely  too  much.  Certainly,  one  should  not 
generalize  from  such  meager  evidence. 
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The  proposed  remedies  for  farmers'  ills  are  stated  in  Chapter  V,  "Methods 
of  Reducing  the  Farm-Market  Spread";  that  is,  "the  spread  between  farm 
prices  and  retail  prices  of  farm  products."  „,     -, 

It  is  admitted  (p.  33)  that  "large  profits  as  a  per  cent  m  V  t  ^  A 
of  sales  may  be  said  to  be  conspicuous  exceptions  in  the 
handling  and  processing  of  agricultural  products."  It  is  added :  "Wages  con- 
stitute the  chief  cost  element  at  every  stage  of  the  marketing  process.  A  con- 
siderable part  of  the  increased  spread  between  farm  and  retail  prices  in  recent 
years  is  explainable  in  terms  of  increased  wage  rates."  These  statements 
raise  some  very  vital  questions.  Unfortunately,  the  writer  avoids  coming  to 
grips  with  them  by  his  next  sentence:  "In  most  cases,  however,  the  wage 
rates  paid  in  the  processing  and  handling  of  agricultural  products  are  not 
unduly  high  when  compared  with  those  prevailing  in  other  lines." 

It  is  no  consolation  to  the  farmer  to  know  that  wages  in  farm-commodity 
processing  and  handling  industries  and  trades  are  no  higher  than  wages  in 
other  industries,  for  that  is  just  another  way  of  telling  him  that  they  are  all 
paid  better  than  he  is.  If  that  is  the  actual  fact,  the  farmer  wishes  to  know 
how  he  can  bring  his  income  into  line  with  his  city  brother;  or,  failing  that, 
to  be  assured  that  the  way  for  him  or  his  son  to  get  one  of  the  city  jobs  re- 
mains open  on  a  competitive  basis.  In  reality,  this  is  the  crux  of  the  whole 
problem  on  economic  freedom:  Shall  the  individual's  right  to  work  at  the 
occupation  of  his  own  choosing,  at  the  time  and  place  he  chooses,  and  to  sell 
his  labor  or  his  products  at  a  competitive  price,  he  maintained? 

The  author  of  Monograph  No.  23  apparently  has  the  opinion  that  very 
definite  limitations  should  be  placed  on  this  right  of  the  individual  to  work 
and  that  the  market  price  is  no  longer  to  be  relied  upon  as  an  automatic 
adjuster  of  production.  He  is  not  only  sold  on  the  fundamental  principles 
of  control  set  up  in  the  AAA,  but  ventures  the  statement  (p.  35) :  "Better 
results  might  be  achieved  by  some  form  of  action  that  would  force  manu- 
facturing industries  onto  a  full  output  basis."  Furthermore:  "Until  we  are 
prepared  to  adopt  some  system  of  restricting  the  number  of  retail  stores 
through  licensing  or  some  other  means,  we  shall  have  to  accept  the  dis- 
economies resulting  from  needless  duplication  of  facilities."  All  these  state- 
ments seem  to  sum  up  to  one  fundamental  recommendation:  complete  regi- 
mentation of  the  whole  of  economic  activity.  Is  that  what  the  people  of  the 
United  States  desire.^ 

There  still  remains  to  be  given  a  brief  discussion  of  some  of  the  more 
fundamental  aspects  of  agriculture  in  the  national  economy  of  the  United 
States.    A  lengthy  discussion  would  be  out  of  place  in  Fn-nrlanip-ntnl 

a  brief  review,  but  justice  to  agriculture  demands  that  .         .      « 

at  least  a  suggestive  outline  be  given  to  show  its  im-  Ao-rV  Iti 

portance  in  the  economy.    We  must  also  take  into  ac- 
count the  inherent  characteristics  of  agricultural  production  as  bases  for 
building  sound  agricultural  policies. 
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(1)  Modern  economy  stems  from  two  fundamental  material  bases,  agri- 
cultural production  and  mineral  production.  These  two  are  vitally  dif- 
ferent; agriculture  is  based  on  inexhaustible  or  renewable  resources,  poten- 
tially at  least,  while  mineral  production,  for  the  most  part,  is  based  on 
exhaustible  lump-sum  resources.  Therefore  from  the  standpoint  of  a  long- 
time policy  it  is  of  prime  importance  that  the  potentialities  for  both  do- 
mestic production  and  distribution  and  also  export  of  agricultural  products 
for  which  the  nation  has  natural  and  technical  advantages  be  vigorously 
and  scientifically  developed. 

(2)  Agriculture  furnishes  almost  100  per  cent  of  the  nation's  food  supply 
and  about  40  per  cent  of  its  industrial  raw  materials. 

(3)  Production,  distribution,  and  processing  of  agricultural  products  are 
the  major  sources  of  employment  in  the  United  States. 

(4)  Agriculture  furnishes  one  of  the  big  markets  for  industrial  goods. 

(5)  A  strong,  self-reliant  agricultural  economy  is  necessary  to  furnish 
strength  and  stability  to  the  national  economy. 

(6)  Agriculture  is  not  merely  a  way  of  making  money;  it  is  a  way  of 
living.  It  emphasizes  and  develops  family  life  to  its  highest  degree.  The 
family  and  the  family  farm  not  only  become  a  production  unit,  but  a  social 
center  as  well.  The  family  farm  is  a  highly  integrated  unit  producing 
both  economic  and  social  values.  There  are  tasks  for  everyone.  The  child 
becomes  an  economic  and  social  asset  at  an  early  age;  he  grows  up  in  a 
healthy,  wholesome  environment.  The  farm  is  the  natural  and  best  place  to 
maintain  the  population  of  the  nation.  Welfare  of  the  nation  demands 
that  these  things  be  not  overlooked  in  framing  national  policies. 

(7)  Farmers  live  close  to  nature;  they  are  dependent  to  a  large  degree 
on  natural  processes  and  are  less  materialistic  and  more  devotional  than  the 
city  population. 

Certainly  enough  has  been  said  to  suggest  the  wide  ramifications  and 
tremendous  importance  of  agriculture  in  our  national  economy. 

One  must  know  also  the  basic  characteristics  of  agricultural  production 
processes  to  understand  the  essential  elements  in  a  sound  agricultural  policy, 
designed  to  preserve  the  high  value  of  agriculture  in  our  national  economy. 

The  basic  resources  for  agricultural  production  are  soil  and  climate. 
There  are  very  wide  extremes  in  the  nature  of  these  and  their  combinations 
on  the  earth.  The  rotundity  of  the  earth,  its  revolving  motions,  and  its 
inclinations  on  its  axis  set  up  basic  conditions  for  wide  variations  in  cli- 
matic conditions  and  seasonal  variations.  The  influence  of  these  basic  con- 
ditions is  further  modified  for  each  region  of  the  world  by  the  size,  loca- 
tion, shape,  and  altitude  of  continental  land  masses,  and  by  the  location, 
shape,  and  depth  of  great  bodies  of  water,  especially  the  oceans.  All  these 
natural  factors,  combined  with  the  peculiar  habits  and  adaptations  of  both 
plant  and  animal  life,  define  areas  adapted  to  specific  types  of  products  and 
methods  of  production.    There  are  crops  and  animals  confined  to  tropical 


AGRICULTURE  AND  THE  NATIONAL  ECONOMY     349 

conditions;  others  are  confined  to  or  do  better  in  the  temperate  zones;  and 
still  others  are  able  to  survive  and  produce  even  within  the  frigid  zones. 
Still  further  localization  and  areal  restrictions  are  caused  by  the  nature, 
volume,  and  time  of  rainfall,  by  types  of  soil,  by  winds  and  other  atmos- 
pheric conditions. 

Considered  then  from  a  world  standpoint,  agricultural  production  is 
essentially  local  and  seasonal.  The  market,  on  the  other  hand,  is  continuous 
and  for  most  major  products  has  come  to  be  world-wide.  No  national  agri- 
cultural policy  can  be  sound  and  enduring  which  disregards  these  basic 
facts  and  limitations. 

There  are  other  peculiar  aspects  of  agricultural  production  which  must 
be  taken  into  account  in  building  an  agricultural  policy  calculated  to  enable 
the  industry  and  the  community  in  which  it  lives  to  „  *  i  a  t 
attain  and  hold  their  rightful  place  in  the  economy  of 
the  United  States.  It  is,  indeed,  a  great  mistake  to  assume  that  the  pro- 
duction of  crops  and  livestock  constitutes  all  of  agriculture.  The  local 
processing  plants,  distribution  agencies,  financial  facilities,  and  social  in- 
stitutions are  all  part  and  parcel  of  the  local  agricultural  production  unit. 
A  national  policy  which  disregards  these  special  aspects  of  agriculture  under- 
mines the  very  foundations  of  agricultural  production  itself. 

Farming  and  stock  raising,  unlike  manufacturing,  require  relatively  large 
areas  of  production  per  man.  A  manufacturing  industry  employing  thou- 
sands of  people  may  be  operated  on  a  single  city  block,  though  it  draws  its 
raw  materials  from  and  distributes  its  products  to  the  four  corners  of  the 
earth,  whereas  the  family-sized  farm  for  most  efficient  operation  in  most 
types  of  agriculture  requires  many  times  that  much  land. 

In  the  main,  the  manufacturer  can  and  does  control  the  conditions  under 
which  he  works.  Whether  it  rains  or  is  dry,  or  is  cold  or  hot,  makes  little 
difference  to  him.  Yet  these  conditions  determine  the  whole  program  of 
the  farmer.  Since  they  vary  widely  from  season  to  season,  day  to  day,  and 
year  to  year,  the  farmer  is  continually  confronted  with  problems  of  adjust- 
ing his  time  and  his  various  enterprises  to  meet  successfully  these  changing 
natural  conditions.  Those  who  think  that  agriculture  can  model  its  policies 
after  those  of  industry  fail  to  appreciate  the  vital  differences  between  the 
two  types  of  enterprise. 

The  significance  of  the  seasonal  nature  of  agricultural  production  in  the 
formulation  of  national  agricultural  policies  and  in  the  determination  of  the 
proper  place  of  agriculture  in  our  national  economy  cannot  be  over- 
emphasized. The  production  of  no  one  crop  can  possibly  absorb  all  the 
time  of  the  farmer  and  his  equipment  throughout  the  year.  It  is  doubtful 
that  there  is  a  single  crop  the  farmer  could  produce  which  would  employ 
half  his  working  time  throughout  the  year.  This  means,  of  course,  that 
the  successful  farmer  must  have  several  crops  and  other  enterprises  which 
are  not  only  more  or  less  non-competitive  for  his  labor  and  his  land,  but 
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which  supplement  each  other  in  the  maintenance  of  the  productivity  of  his 
soil.  The  extent  of  flexibility  of  choices  of  enterprises  will  vary  so  much 
from  region  to  region  and  from  farm  to  farm,  due  to  changes  in  labor 
supply,  to  variations  in  weather,  and  to  varieties  of  soil  and  topography, 
that  it  is  impossible  to  operate  agriculture  successfully  on  anything  like'  a 
uniform,  fixed  pattern.  Farmers  may  be  taught  to  find  better  varieties  and 
types  of  crops  and  animals  for  their  farms  and  better  techniques  of  pro- 
duction, and  to  use  better  business  management,  but  no  individual  or  agency 
can  be  wise  enough  to  do  all  the  thinking  and  choosing  for  all  the  farmers. 

Much  has  been  said  and  made  of  the  relative  inelasticity  of  the  demand 
for  agricultural  products,  and  there  is  some  truth  in  it.  But,  looking  at 
world  markets,  we  are  in  no  way  close  to  the  limit;  it  is  primarily  a  matter 
of  the  development  of  markets. 

In  view  of  the  tremendous  importance  of  agriculture  in  the  national 
economy,  and  of  the  fundamental  characteristics  of  agricultural  production, 
Ohiprtivp<5  what  are  the  major  characteristics  of  a  sound  national 

■•n  n  <?n      H  agricultural   economy?     It  should   include  at  least  the 

A      •     14.       1  following  basic  objectives: 

Agricultural  r^\  ^    ■  x  •       ^         j  ■  i         i 

T»  „  (1)    JO  increase  iarmers    profits  and  income  tliroiip-h 

Program  .  ^  ^  '  .    t^    '  ^ 

improved  methods,  lowering  costs  and  improving  quali- 
ties of  products.  This  can  be  attained  by  providing  for  better  education 
and  organization  to  improve  soil  fertility;  by  breeding  better  varieties  of 
plants  and  breeds  of  animals;  by  promoting  better  farm  organization  and 
management;  by  development  and  use  of  better  equipment;  and  by  encour- 
aging the  reorganization  of  farms  to  put  them  on  an  efficient  production 
basis  in  keeping  with  improved  technology.  Evidence  of  the  possibilities 
is  seen  in  the  fact  that  many  increased  efficiencies  are  already  in  effect,  as 
witness  the  greatly  increased  corn  production  per  acre  due  to  the  adoption 
of  hybrid  seed.  In  many  lines  of  farm  production  it  has  been  possible  to 
achieve  a  considerable  lowering  of  costs,  for  example,  by  improved  hus- 
bandry practices  and  higher  producing  types  of  animals. 

(2)  To  develop  aggressive  marJ^eting  policies  to  provide  profitable  out- 
lets for  all  that  the  farmers  wish  to  produce  on  the  basis  of  scientific  agri- 
culture. This  can  be  done  by  removing  interstate  barriers  to  trade,  by  re- 
vising some  United  States  tariff  policies,  and  by  developing  a  comprehensive 
program  to  find  new  markets  and  new  uses  for  farm  products. 

(3)  To  have  a  system  of  credit  sufficiently  flexible  to  meet  farmers'  needs 
at  low  costs. 

(4)  To  hold  on  the  farm  and  in  agricultural  communities  the  process- 
ing of  farm  com^nodities  and  other  industries  adaptable  to  rural  environ- 
ment, so  as  to  provide,  diversify,  and  stabilize  employment  in  rural  com- 
munities. 

(5)  To  provide  new  farm  enterprises,  such  as  making  farms  and  farm 
communities  the  centers  of  more  recreation  and  adapting  new  farm  prod- 
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ucts  not  now  grown  which  would  fit  into  farm  programs  and  which  might 
find  new  markets. 

(6)  To  encourage  farmers  and  other  residents  of  rural  areas  in  develop- 
ing strong,  well-rounded  rural  communities. 

(7)  To  set  up  a  strong  research  and  education  program  to  develop  strong 
leadership  and  initiative  in  developing  agricultural  technology  and  organi- 
zational leadership  in  rural  communities  to  solve  rural  problems. 


REVIEW   OF    T.N. E.G.    MONOGRAPH    NO.    24 

Consumer  Standards 

Consumer  Standards  is  a  product  of  the  Consumers'  Counsel  Division 
of  the  Department  of  Agriculture.  It  was  written  by  Samuel  P.  Kaidanov- 
sky,  Technical  Director  of  the  Consumer  Standards  Project,  assisted  by 
Alice  L.  Edwards,  and  under  the  general  supervision  of  Donald  E.  Mont- 
gomery, Director  of  the  Division.  It  is  the  purpose  of  this  review  to  indi- 
cate the  nature  of  the  contents  of  the  report  and  to  discuss  its  significance. 

A  summary  of  the  monograph  Consumer  Standards  would  be  difficult 
and  misleading,  because  the  document  itself  is  a  highly  condensed  sum- 
Siihstatitive  mary  of  the  statements  of  purpose  and  activity  of  well 

p     t  "h  f  ^^^'^  ^  hundred   Government  and  private  agencies;   it 

would  be  on  a  par  with  offering  a  summary  of  a  rail- 
way time  table!  The  work  of  46  Federal  agencies  "concerned  with  stand- 
ards, specifications,  tests,  and  basic  research  leading  to  or  affecting  stand- 
ards" is  detailed.  In  addition,  the  standardization  of  various  manufacturers 
in  their  manufacturing  activity,  and  of  a  goodly  number  of  trade  associa- 
tions, is  presented.  Some  space  is  given  to  the  activity  of  states  in  estab- 
lishing or  enforcing  standards,  and  a  rather  detailed  description  of  Federal, 
state,  county,  and  municipal  purchasing  routines  is  given.  There  is  a  brief 
recognition  of  independent  purchasing  agencies,  testing  laboratories,  and 
commodity  rating  services.  Of  the  376  pages  of  text  in  the  report,  49  pages 
are  devoted  to  the  question  of  informative  labels  on  consumer  merchandise 
and  the  value  of  publicized  standards  for  consumer  goods. 

The  monograph  under  consideration  includes,  without  discrimination,  a 

treatment  of  various  kinds  of  standardization  and  enforcement  of  standards. 

r*     f     '       •  This  omnibus  treatment  is  bound  to  cause  confusion,  be- 

Confusionm  r   u    jn  u-      •  r        •  r         j 

p  cause  or  the  difierent  objectives  or  various  types  or  stand- 

„.       ,      ,  ards.    It  seems  clear  that  the  conditions  surrounding  the 

Standards  r  n      •  r         j    j-      •  j-    n    ^■ci 

roliowing  types  or  standardization  are  radically  dirierent : 

1.  Standards  developed  for  purchasing  under  a  system  of  bids.  In  this 
situation,  merchandise  is  typically  unbranded,  dealt  in  in  large  quan- 
tities, and  required  for  uses  which  allow  pretty  definite  specification. 
Moreover,  such  a  set  of  standards  is  frequently  employed  to  minimize 
graft,  or  the  possibility  of  graft,  in  conjunction  with  public  purchasing. 
Rarely  is  this  type  of  standardization  applicable  to  consumer  marketing. 

2.  Specifications  set  up  by  manufacturers  for  the  purchase  of  raw  ma- 
terials or  operating  supplies.  Here  purchases  are  frequently  in  large 
lots,  and  for  purposes  which  impose  narrow  tolerance.    For  example, 
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the  insulating  capacity  of  various  materials  which  could  be  employed 
in  insulating  mechanical  refrigerators  governs  the  efficiency  of  the 
finished  refrigerator.  Although  such  specifications  may  influence  the 
ultimate  satisfaction  of  consumers'  merchandise,  they  affect  items  on 
which  the  consumer  himself  has  no  direct  influence. 

3.  Standards  set  up  by  trade  groups  for  the  regulation  of  competition  in 
particular  industries.  Such  standards  are  usually  devised  to  prevent  the 
unobtrusive  degradation  of  competitive  merchandise,  with  resultant 
price  wars.  Such  standards  protect  consumers,  but  are  not  primarily 
intended  for  influencing  consumers. 

4.  Standards  set  up  to  simplify  manufacturing  operations  and  to  decrease 
the  cost  of  mar\eting.  Such  standards — as  exemplified  by  the  great  cur- 
tailment in  numbers  of  different  sizes  of  automobile  tires — are  not  de- 
signed to  educate  or  influence  consumers,  although  they  do  result  in 
the  offering  of  better  merchandise  at  lower  prices. 

5.  Standards  set  up  for  the  protection  of  public  health.  Such  standards 
are  obviously  a  part  of  governmental  police  power.  It  is  by  them  that 
the  public  is  protected  from  botulism  in  canned  vegetables,  from  con- 
taminated meat  from  diseased  animals,  from  anthrax-infected  brushes 
and  leather  equipment.  Although  such  standards  are  essential,  they  are 
not  of  detailed  concern  to  consumers.  Typically,  they  are  more  tech- 
nical than  the  consumer  can  understand. 

6.  Standards  set  up  to  make  consumers  more  proficient  buyers  of  general 
consumer  merchandise.  Such  standards  are  designed  to  be  promulgated 
among  consumers  and  to  enable  consumers  to  maximize  the  value  of 
their  purchases.  (Further  comments  on  this  type  of  standardization 
will  appear  later,  in  a  critical  appraisal.) 

Clearly,  the  indiscriminate  treatment  of  these  various  types  of  standards 
and  specifications  cannot  avoid  confusion.  Probably  most  of  the  stand- 
ardization work  carried  on  by  the  Federal  Government  is  a  part  of  Federal 
procurement  activity,  and  is  of  slight  concern  to  the  public  save  as  it  econo- 
mizes tax  money.  Moreover,  even  for  the  items  purchased  by  the  Federal 
Government,  the  development  of  specifications  is  difficult,  and  now  repre- 
sents a  steady  growth  over  a  period  of  years.  So  long  as  standards  of  this 
type  are  relevant  to  the  performance  in  use  of  the  products  covered,  and  are 
not  arbitrary  or  whimsical,  it  seems  hardly  worth  while  to  comment  on 
them  in  detail. 

After  a  brief  chapter  on  nomenclature,  Chapter  II  of  the  monograph  (pp. 
5-188)  is  devoted  to  the  "Standardization,  Inspection,  and  Labeling  Activi- 
ties of  the  Federal  Agencies." 

The  following  Federal  departments  and  bureaus  are  reported  to  be  con- 
cerned with  the  development  or  application  of  standards: 
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Federal  United  States  Department  of  Agriculture 

Agencies  Agricultural  Adjustment  Administration 

Concerned  Consumers'  Counsel  Division 

Consumer  Standards  Project 

Agricultural  Marketing  Service 

Bureau  of  Agricultural  Chemistry  and  Engineering 

Bureau  of  Agricultural  Economics 

Bureau  of  Animal  Industry 

Bureau  of  Dairy  Industry 

Bureau  of  Entomology  and  Plant  Quarantine 

Bureau  of  Home  Economics 

Bureau  of  Plant  Industry 

Commodity  Exchange  Administration 

Extension  Service 

Farm  Security  Administration 

Federal  Crop  Insurance  Corporation 

Forest  Service 
Forest  Products  Laboratory 

Office  of  Experiment  Stations 

Rural  Electrification  Administration 

Soil  Conservation  Service 

Surplus  Marketing  Administration 

Technical  Advisory  Board 
Central  Housing  Committee 
United  States  Department  of  Commerce 

National  Bureau  of  Standards 
Federal  Alcohol  Administration  (now  in  Treasury  De- 
partment) 
Federal  Loan  Agency 

Federal  Housing  Administration 

Home  Owners'  Loan  Corporation 
Appraisal  and  Reconditioning  Division 
Federal  Security  Agency 

Food  and  Drug  Administration 

Home   Economics    Education    Service   of   the   U.   S. 
Office  of  Education 

United  States  Public  Health  Service 
Federal  Trade  Commission 
Federal  Works  Agency 

United  States  Housing  Authority 
United  States  Government  Printing  Office 

Division  of  Tests  and  Technical  Control 
United  States  Department  of  the  Interior 
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Bituminous    Coal    Division,     and    the    Consumers' 
Counsel  Division,  Office  of  the  Solicitor 

Bureau  of  Mines 

Fish  and  Wildlife  Service 

Geological  Survey 

Indian  Arts  and  Crafts  Board 

Office  of  Indian  Affairs  (Indian  Service) 
United  States  Department  of  Labor 

Bureau  of  Labor  Statistics 
Retail  Price  Division 
Wholesale  Price  Division 

Children's  Bureau 
United  States  Navy  Department 
United  States  Tariff  Commission 
United  States  Treasury  Department 

Procurement  Division 
Veterans'  Administration 
United  States  War  Department 

The  subject  matter  with  which  this  array  of  bureaus  and  departments  con- 
cerns itself  ranges  from  specifications  for  proper  termite  proofing  to  develop- 
ment of  standards  for  Indian  arts  and  crafts.  From  the  skeletal  outline  of 
activities  presented  for  many  governmental  organizations,  it  is  impossible 
to  appraise  the  validity  of  standards  set  up,  or — in  some  cases — to  distinguish 
between  the  establishment  and  enforcement  of  standards  on  the  one  hand, 
and  on  the  other  hand  research  to  develop  new  uses  for  products,  new 
sources  of  supply,  or  improved  materials. 

Nor  is  it  possible  to  determine  whether  there  is  overlapping  of  work.  The 
Office  of  Indian  Affairs  maintains  a  list  of  detailed  specifications  for  9,000 
items — presumably  for  items  purchased  by  that  agency.  There  would  ap- 
pear to  be  considerable  overlapping  in  the  coverage  of  specification  lists  for 
the  U.  S.  War  Department,  the  Veterans'  Administration,  the  U.  S.  Treasury 
Department,  the  U.  S.  Navy  Department,  the  Office  of  Indian  Affairs,  the 
U.  S.  Housing  Authority,  the  Federal  Housing  Administration,  the  Rural 
Electrification  Administration,  etc.  Probably  many  of  these  specifications 
are  based  on  publications  of  the  National  Bureau  of  Standards,  or  on  other 
generally  accepted  sources;  at  least,  it  seems  unlikely  that  governmental 
agencies  would  incur  the  heavy  cost  of  independent  development  of  duplica- 
tive specifications  and  standards. 

Actually,  the  monograph's  coverage  of  governmental  standards  and  speci- 
fications by  these  many  agencies  can  be  regarded  as  little  more  than  an 
index  of  such  activity.  Only  a  careful  collating  by  technicians  in  the 
various  fields  would  indicate  the  degree  of  differentiation  of  various  speci- 
fications and  their  importance  to  the  fields  to  which  they  apply. 
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Certainly,  the  activities  concerned  witli  the  basis  for  grading  and  improv- 
ing agricultural  foodstuffs  may  be  regarded  as  providing  an  essential  quali- 
fication for  the  production  of  crops  for  distant  markets  and  mass  marketing 
arrangements.  When  products  are  gathered  from  many  sources  in  many 
areas,  for  processing  or  consumption  wherever  population  concentrates,  the 
sale  of  each  farmer's  crop  by  inspection  would  impose  a  prohibitive  expense 
on  marketing.  Thus  sale  by  sample  or  by  specification  is  necessary;  and 
prerequisite  to  this  is  a  series  of  grading  specifications,  with  enforcement 
machinery  which  gives  confidence. 

It  is  only  when  standards  and  specifications  reach  the  point  of  announcing 
what  constitutes  a  satisfactory  pair  of  bedroom  slippers  or  a  satisfactory  can 
of  peas  that  specifications  must  be  based  on  personal  preference  or  on  the 
assumption  of  a  particular  set  of  conditions  governing  the  use  of  the  prod- 
ucts under  consideration.  The  Consumers'  Counsel  Division  of  the  Agri- 
cultural Adjustment  Administration,  the  Bureau  of  Home  Economics,  the 
Extension  Service  of  the  U.  S.  Department  of  Agriculture,  the  Farm  Security 
Administration,  and  the  Office  of  Experiment  Stations  of  the  U.  S.  Depart- 
ment of  Agriculture  all  appear,  from  the  text  of  the  monograph,  to  be  spon- 
soring various  activities  designed  to  make  consumers  more  discriminating 
shoppers.  These  agencies  advocate  the  use  of  various  kinds  of  grade  label- 
ing and  descriptive  labels.  However,  the  duties  of  the  Food  and  Drug  Ad- 
ministration and  the  Federal  Trade  Commission  appear  to  be  close  enough 
to  the  work  of  these  other  consumer-protecting  agencies  to  make  their  spon- 
sorship or  non-sponsorship  of  consumer-protection  a  matter  of  administrative 
policy. 

Later,  a  word  of  critical  comment  concernirig  the  work  of  consumer- 
protecting  agencies  will  be  given. 

The  standardization  work  of  several  companies  is  given  hardly  more  than 

token  mention  in  the  monograph  (pp.  190-195).    Westinghouse  Electric  & 

„.      ,      ,.     ,.  Manufacturing  Company,  General   Electric   Company, 

J  T    V  T  Detroit  Edison  Company,  Bausch  &  Lomb  Optical  Com- 

and  Labeling  ,   ,  i         r  i      a       •      j  r- 

.    , .   ...        „  pany,  and  the  company  members  or  the  Associated  uro- 

Tj  •     .     A  •       eery  Manufacturers  of  America  are  the  only  ones  in- 

Private  Agencies       ,{,jT  1-  U  JU  U  JJ 

eluded.  In  general,  it  can  be  said  that  the  standards 
noted  in  this  brief  section  are  all  manufacturing  standards  and  specifications 
which  could  be  duplicated  by  almost  any  large  manufacturer. 

Following  is  a  section  (pp.  196-209)  on  the  standardization  activity  of 
trade  associations,  based  on  the  Department  of  Commerce  Trade  Associa- 
tion Survey,  made  for  the  T.N.E.C.  No  current  summary  figures  are  pre- 
sented; a  blanket  statement  that  "hundreds"  of  trade  associations  carry  on 
some  standardization  activity  is  made,  and  a  summary  list  of  several  dozen 
associations  currently  doing  so  is  presented.  Once  more,  the  standards  are 
largely  manufacturing  standards. 

Rapid  coverage  (pp.  210-224)  is  given  the  influence  of  professional  socie- 
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ties  (such  as  the  American  Society  for  Testing  Materials,  the  Official  Agri- 
cultural Chemists  of  North  America,  the  American  Home  Economics  As- 
sociation, and  the  Society  of  Automotive  Engineers).  Details  are  so 
sketchily  given  that  again  the  monograph  can  be  regarded  only  as  an  index 
to  what  might  be  available  to  further  research.  There  is  a  brief  discussion, 
following  this  treatment,  of  the  certifying  of  products  by  some  of  these 
trade  and  professional  groups  when  the  products  conform  to  specifications 
set  forth  by  the  certifying  body  (pp.  225-234). 

In  Chapter  IV  (pp.  235-254)  the  monograph  summarizes  the  state  leg- 
islation regarding  fertilizers  and  new  bedding  and  upholstery,  as  typical 

of  the   varying  kinds  of  state  laws  and  their  varying     „.       ,      ,.     ,. 

■^  ^.  r  •    1       •  1        1      •  Standardization 

strmgency.     Ihe  co-operation  or  mdustrial   and  scien-  .  «,         , 

tific  groups  in  developing  these  standards  is  discussed,     -.     c*.    .    -r 

.  ,  ^    -.  ^    ■      rr  11  r       •      by  State  Laws 

with   rererence   to    their   efiect   on   the   degree   or   uni- 
formity in  state  legislation.     Differences  in  both  standards  and  their  ap- 
plication are  shown. 

A  substantial  description  of  government  purchasing  routines — possibly  as 
illustrative  of  the  need  for  standards  and  specifications — is  presented  (Chap- 
ter V,  pp.  255-300).  In  the  Federal  Government,  only  Procedures  in 
the  Department  of  Treasury  Procurement  Division,  the  rovprnmpTit 

Department  of  War,  and   the  Navy   Department   are         p       Uj,  •   o- 
covered.     On   the   basis   of  surveys   by   mail   question- 
naires, information  is  presented  concerning  purchasing  procedures  of  states, 
counties,  and  municipalities. 

A  brief  descriptive  statement — too  brief  to  allow  summary  or  qualitative 
appraisal — is  given  (Chapter  VI,  pp.  301-314)  regarding  the  National  Asso- 
ciation of  Purchasing  Agents:  the  Educational  Buyers  ^    ,         j     ^ 

Independent 
Association:  the  Hospital  Bureau  of  Standards  and  Sup-  - 

A&rencles 
plies;    the   American   Council   of   Commercial   Labora- 
tories; Underwriters'  Laboratories,  Inc.;   the  J.  C.  Penney  Research  and 
Testing  Laboratory;  Macy's  Bureau  of  Standards;  the  technical  laboratories 
of  Sears,   Roebuck   &   Co.;    Consumers'   Research,   Inc.;    and    Consumers' 
Union,  Inc. 

The  monograph  maintains  that  the  consumer  has  few  opportunities  to  buy 
discriminatingly.  Few  products  bear  descriptive  labels,  and  it  is  rare  for  re- 
tail sales  clerks  to  be  able  to  supply  the  lacking  informa-  p 

tion.     Legislation  now  in  force  protects  the  consumer  -» 

r .      .   .  .  .  Buyinff 

from  positive  injury  through  misbranding,  and  assures 

him  satisfactory  qualities  of  drugs  and  cosmetics.  But  textiles  and  garments 
are  rarely  sold  on  the  basis  of  information  concerning  the  material  or  the 
qualities  of  the  materials  used.  Household  utensils,  equipment,  and  fur- 
niture are  typically  to  be  judged  by  the  buyer  only  on  the  basis  of  his  judg- 
ment or  confidence  in  the  vendor. 
Incomes  of  many  families  are  said  (p.  337)  to  be  too  low  to  meet  the 
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requirements  of  a  comfortable  standard  of  living.  The  monograph  further 
contends  that  the  chief  benefit  to  consumers  from  standardization  has  been 
in  the  reduction  of  costs  of  merchandise;  that  if  informative  labels  were 
in  universal  use  the  consumer  could  become  a  more  discriminatirlg  buyer 
and  could  save  both  time  and  money  in  shopping;  that  such  a  develop- 
ment would  improve  competitive  conditions  through  the  exclusion  of 
spurious  products,  would  improve  the  quality  and  probably  the  quantity 
of  advertising  by  placing  competition  on  a  sounder  plane,  and  would  re- 
duce the  cost  of  marketing  by  decreasing  the  volume  of  returned  goods; 
that  it  would,  moreover,  tend  to  reduce  costs  further  by  allowing  retailers 
to  simplify  their  inventories,  and  to  throw  out  duplicative  products.  In 
Canada,  it  is  said,  prices  have  not  been  made  identical;  there  appears  to 
be  a  spread  in  price  between  various  similar  products,  even  though  that 
spread  be  a  small  one.  It  is  stated  as  a  fact  (p.  348)  that  manufacturers 
have  frequently  reduced  the  quality  of  the  merchandise  bearing  their 
brands  after  the  brands  had  won  consumer  preference,  and  that  this  ac- 
counts for  the  preference  of  consumers  for  products  bearing  descriptive 
labels. 

Although,  the  monograph  continues,  descriptive  labeling  would  solve 
many  of  our  marketing  problems,  it  has  developed  slowly  because  of  the 
difficulty  of  determining  the  basis  for  descriptive  labels,  the  difficulty  of  guar- 
anteeing the  maintenance  of  quality  under  grade  labeling,  the  confusion  in 
current  terminology,  and  the  inability  of  consumers  to  specify  what  quali- 
ties or  characteristics  they  wish  information  about.  The  National  Consumer- 
Retailer  Council,  representing  a  number  of  consumer  and  business  groups, 
has  gone  on  record  as  favoring  grade  and  descriptive  labeling. 

Monograph  No.  24  on  Consumer  Standards  is  a  very  puzzling  study  to 
appraise.  What  its  function  is  in  a  series  of  investigations  on  the  subject 
CommPTit  on  °^  monopoly  is  not  clear.    If  the  report  has  any  bias,  it 

the  Monograph  ^^  ^  ^^^^  toward  grade  (or  descriptive)  labeling  of  con- 
sumer products.  But  most  of  the  material  introduced 
into  the  book  has  little  to  do  with  consumer  standards.  At  one  point  it 
appears  to  be  an  attempt  at  a  subtle  argument  by  analogy:  since  standardiza- 
tion has  worked  well  in  the  field  of  industrial  and  commercial  buying,  it 
should  be  used  in  consumer  buying  (p.  355).  It  does  not  develop  the  fact 
that  the  marketing  (purchasing)  methods  of  industrial  and  general  con- 
sumers are  quite  different.  The  methods  and  places  of  ordering,  the  con- 
ditions of  both  purchase  and  use  are  quite  different.  In  fact,  since  the  Gov- 
ernment is  always  one  of  the  largest-scale  industrial  buyers,  this  difference 
seems  to  be  realized  at  one  point  in  the  monograph  itself,  where  it  is  stated 
(p.  91)  that  "the  nature  of  the  Government's  needs,  as  represented  by  Fed- 
eral specifications,  and  those  of  the  over-the-counter  buyer  are  not  the  same." 

Certainly,  the  desirability  of  specifications  and  standards  in  purchasing 
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routine  by  the  Federal  Government  and  by  large  business  corporations  is  not 
under  question. 

The  controversial  point  touched  upon  by  the  monograph  is  the  question 
of  grade  labeling  or  descriptive  labeling  of  consumer  merchandise.  The  fact 
that  such  labeling  is  only  a  small  part  of  a  larger  picture  often  confuses 
thinking  with  respect  to  its  desirability.  It  may  be  that  a  few  words  on  this 
point  will  be  appropriate. 

No  business  establishment — whether  manufacturer,  retailer,  or  advertising 
medium — can  flourish  unless  its  customers  do  well.  Whatever  helps  to  mis- 
lead consumers  or  whatever  increases  their  chances  of  buying  poor  or  dan- 
gerous merchandise  must  necessarily  react  to  the  disadvantage  of  the  busi- 
ness as  a  whole.  The  policing  of  industries,  to  the  end  that  unscrupulous 
firms  will  not  misbrand,  will  not  sell  contaminated  food,  and  will  not  sell 
habit-forming  drugs,  is  certainly  desirable. 

When  standards  are  applied  on  the  basis  of  personal  whim  or  conviction, 
or  on  irrelevant  characteristics  which  have  no  relation  to  the  use  the  con- 
sumer seeks  for  the  product,  or  in  order  to  raise  prices  instead  of  to  protect 
consumers,  then  valid  objection  can  be  made.  For  one  thing,  it  seems  that 
much  of  the  zealous  advocacy  of  compulsory  grade  labeling  is  by  a  small 
group  who  think  they  have  a  mission  to  protect  consumers,  whether  the 
latter  feel  any  need  of  it  or  not — and  there  is  some  evidence  to  support  a 
belief  that  they  do  not.  Thus,  a  survey  by  Elmo  Roper  (for  the  National 
Canners  Association)  of  the  attitude  of  women  toward  canned  fruit  and 
vegetables  showed  that  "85%  have  no  difficulty  in  picking  out  the  quality 
or  brand  they  want  and  most  people  are  not  aware  of  the  absence  of  any 
important  information  on  the  labels  of  canned  goods." 

A  careful  perusal  of  various  specifications  for  canned  food  products 
promulgated  by  the  Government  suggests  that  in  many  instances  at  least 
the  standards  are  related  to  neither  the  nutriment  nor  the  palatability  of  the 
canned  foods.  For  canned  peas,  for  example,  the  recommended  basis  of 
preference  is  the  ease  with  which  the  peas  can  be  crushed  as  well  as  the  size 
and  solid  contents  of  the  can.  For  canned  tomatoes,  next  to  solid  content, 
the  color  is  a  major  determining  factor.  Such  bases  of  compulsory  grading 
cannot  be  defended  as  in  any  way  protecting  the  interests  of  consumers. 

Grade  labeling  for  products  other  than  foods  meets  the  most  insuperable 
problem  of  determining  standards  relevant  to  the  many  varying  uses  of  the 
products.  Women's  hose,  for  example,  are  subjected  to  such  varying  de- 
mands— depending  on  the  method  of  gartering,  the  size  of  the  leg  which 
wears  them,  the  type  of  work  the  wearer  does,  the  kind  of  shoes  worn,  etc. — 
that  factors  which  would  make  a  pair  of  hose  suitable  to  one  woman  would 
make  them  unsuitable  to  another.  Not  until  standards  for  hosiery  can  be 
devised  which  will  indicate  to  the  prospective  buyer  how  well  any  hose  will 
suit  her  particular  needs  will  any  descriptive  or  grade  labeling  be  other  than 
misleading. 
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Another  factor  which  stands  in  the  way  of  the  usefulness  of  grade  label- 
ing or  descriptive  labeUng  is  the  difficulty  of  finding  consumers  with  ade- 
quate technical  backgrounds  to  apply  the  information  intelligently  that  they 
might  thus  secure.  At  present,  informative  labels  tend  to  be  technical  be- 
yond the  understanding  of  most  consumers.  But  if  they  are  simphfied  they 
become  little  more  than  vague  endorsements  of  the  products  so  labeled. 
Thus  it  appears  that  even  the  best  standards  cannot  become  operative  with- 
out consumer  education  which  enables  buyers  to  interpret  them.  The  enthu- 
siasts have  gone  too  far  in  assuming  that  consumer  standards  can  take  the 
place  of  consumer  education.  The  question  may  be  raised  whether  the 
emphasis  should  not  be  on  education  rather  than  standards.  This  is  particu- 
larly true  for  types  of  goods  where  there  is  rapid  change  in  consumer  re- 
quirements or  great  variation  in  the  individual  preferences  of  consumers. 

There  is,  naturally,  room  for  improvement  in  any  human  endeavor. 
Standardization  of  materials  from  which  consumers'  goods  are  made,  more 
careful  control  of  manufacturing  processes,  even  more  efficient  marketing 
channels,  and  improvement  in  selling  and  advertising  will  increase  the  value 
consumers  receive  in  return  for  their  dollars.  It  is,  though,  much  to  be 
doubted  that  the  delegation  of  a  part  of  what  has  been  the  manufacturing 
function— that  is,  the  determination  of  standards  and  specifications — to  the 
ultimate  and  non-technical  consumer  will  offer  any  substantial  improvement. 


REVIEW   OF    T.N. E.G.    MONOGRAPH    NO.    25 

Recovery  Plans 

THE  monograph  under  review  has  various  authors.    Dr.  Arthur "Dahlberg, 
however,  Vice-President  of  the  Institute  of  Apphed  Econometrics,  has 
made  the  most  extensive  contribution.    The  monograph  includes: 

1.  A  proposal  by  Sam  D.  Schearer  that,  in  the  interests  of  efficiency,  all 
transportation  facilities  be  consolidated  into  a  single  unit  controlled  by 
the  Federal  Government. 

2.  A  plan  by  Joseph  M.  Lurie  for  using  taxation  to  redistribute  income 
and  govern  the  flow  of  money  in  such  a  way  as  to  increase  the  general 
welfare  and  insure  full  employment. 

3.  A  discussion  by  George  B.  Galloway  of  the  various  types  of  unemploy- 
ment and  possible  remedies  for  unemployment. 

4.  A  suggestion  by  Sterne  Morse  that  we  install  a  dual  type  of  industrial 
management,  the  Government  and  private  enterprise  both  participating 
in  the  control  and  operation  of  each  producing  unit. 

5.  The  Mordecai  Ezekiel  plan  for  expanding  production,  with  a  provision 
that  the  Federal  Government  underwrite  the  demand  for  all  the  goods 
which  our  industries  can  turn  out. 

6.  A  proposal  by  Irwin  S.  Joseph  concerning  measures  for  reducing  the 
outstanding  volume  of  long-term  debt. 

7.  A  general  analysis  by  Dr.  Arthur  Dahlberg  covering  the  ideas  and 
plans  just  mentioned  and  also  dozens  of  others  not  presented  in  detail 
in  the  volume  under  review. 

Part  I  (pp.  1-99)  is  Dr.  Dahlberg's  analysis,  which  will  be  commented 
on  after  we  have  made  our  own  review  of  some  of  the  recovery  plans  in- 
cluded in  the  monograph. 

According  to  Dr.  Dahlberg,  most  of  those  contributing  to  the  discussion 
agree  in  the  belief  that,  while  there  are  serious  defects  in  the  competitive 
capitalistic  system  as  it  has  existed  in  this  country,  its  merits  are  such  as  to 
warrant  its  preservation.  Nearly  all  point  to  persistent  unemployment  as  a 
major  evil  which  it  is  necessary  to  eliminate.  Many  fear  that,  if  this  evil  can- 
not be  ameliorated,  the  existing  economic  order  is  likely  soon  to  be  replaced 
by  socialism  or  fascism. 

In  general,  the  monograph  reminds  one  of  the  tale  of  the  blind  men  and 
the  elephant.  Each  contributor  describes  correctly  certain  characteristics  of 
the  object  under  discussion,  but  in  no  case  does  there  appear  to  be  a  clear 
conception  of  the  whole.  In  the  opinion  of  the  present  reviewers,  even  the 
synthesis  presented  by  Dr.  Dahlberg  fails  to  show  clearly  the  interrelation- 
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ships  of  the  various  segments,  and  the  basic  reasons  why  business  was  in  the 
doldrums  and  unemployment  was  rife  from  1930  to  1940  do  not  appear. 

The  important  role  of  price  changes  and  price  relativity  as  factors  in  the 
volume  of  employment,  as  a  determinant  of  production  and  sales,  are 
^         .   ,  .  scarcely   mentioned.     Most  of  the   contributors   to   the 

J  -,  ,,     .  volume  appear  to  take  the  accumulation  of  capital  for 

and  Fallacies  ^^  t- 

granted.  Ihey  rail  to  realize  that  without  the  persist- 
ence of  large-scale  saving  by  the  more  prosperous  members  of  society  no 
considerable  amount  of  capital  would  ever  have  been  gathered  together, 
and  hence  the  remarkable  progress  of  our  nation  would  never  have  occurred. 
They,  therefore,  fail  to  understand  the  part  played  in  our  economy  by  the 
presence  of  large  incomes. 

In  setting  forth  what  they  believe  to  be  the  forces  responsible  for  depres- 
sion and  unemployment,  most  of  the  contributors  make  use  of  one  or  more 
of  the  following  cardinal  fallacies: 

1.  That  our  economy  has  matured,  and  hence  that  unless  we  remodel 
our  economic  system  or  discover  new  industries  progress  is  impossible. 

2.  That  increasing  inequality  in  the  distribution  of  income  has  been  re- 
sponsible for  destroying  the  demand  for  goods. 

3.  That,  in  the  United  States  at  present,  large  concerns  usually  have 
monopoly  power  and  deliberately  use  it  to  curtail  production  in  an 
endeavor  to  increase  profits. 

4.  That,  in  recent  years,  oversaving  has  been  the  rule,  and  that  the  only 
way  to  eliminate  unemployment  is  to  reduce  saving  or  increase  the 
volume  of  investment. 

No  attempt  is  made  to  explain  either  why  a  nation  possessing  as  abun- 
dant resources  and  as  much  inventive  genius  as  does  the  United  States  is 
to  be  deemed  "mature"  or  why  maturity  has  any  tendency  to  produce  un- 
employment. Those  writers  who  feel  that  without  new  industries  we  can- 
not have  full  employment  fail  to  explain  why  we  cannot  have  abundant 
business  activity  even  without  neti>  industries,  inasmuch  as  most  of  our 
population  have  rather  intense  unsatisfied  wants  for  the  products  of  existing 
industries. 

Apparently,  those  writers  who  ascribe  our  econorhic  troubles  to  increas- 
ing inequality  in  income  distribution  have  never  taken  the  trouble  to  learn 
that  such  statistics  as  are  available  fail  to  reveal  any  tendency  in  the  direc- 
tion of  growing  income  concentration. 

Those  contending  that  chronic  unemployment  is  primarily  due  to  cur- 
tailment of  output  by  monopolies  take  it  for  granted  that  monopoly  is  the 
explanation  of  the  price  rigidity  characterizing  the  products  of  certain  in- 
dustries. They  overlook  the  fact  that,  in  the  face  of  declining  demand,  finan- 
cially strong  concerns,  even  though  they  may  be  highly  competitive  in  their 
operations,  normally  hold  out  tenaciously  for  selling  prices  high  enough 
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to  cover  all  expenses  of  turning  out  the  products  involved.  This  tendency 
is  sometimes  accentuated  by  the  fact  that  selling  prices  are  announced  in 
advance  of  sale  and  cover  a  whole  season.  The  best  evidence  indicates 
that  in  most  industrial  fields  the  only  existing  monopolistic  influence  strong 
enough  to  affect  selling  prices  materially  is  the  control  over  the  labor  supply 
exercised  by  the  C.I.O.  or  the  A.F.  of  L. 

Those  believing  that  our  economic  difficulties  are  due  primarily  to  over- 
saving apparently  rest  their  case  upon  the  assertions  of  John  Maynard 
Keynes  rather  than  upon  statistical  evidence.  They  seem  to  have  failed  to 
consult  the  Statistical  Abstract  of  the  United  States,  or  they  would  have 
learned  that  between  1929  and  1933  time  and  savings  deposits  in  all  banks 
declined  from  28.7  to  21.4  billions  of  dollars;  total  building  and  loan  assets 
jell  from  8.1  to  7.0  billions  of  dollars.  This  latter  shrinkage  was  perhaps 
a  little  more  than  offset  by  cash  hoarded,  for  money  in  circulation  increased 
from  4.7  to  5.7  billions  of  dollars.  Meanwhile,  although  the  net  total  of 
long-term  corporate  debt  remained  almost  stationary,  the  yearly  volume  of 
new  stock  issues  shrank  from  5.9  to  0.1  billions  of  dollars.  Government 
debt  seems  to  be  the  only  type  of  private  investment  medium  showing  a 
marked  increase.  It  rose  from  28.9  to  36.0  billions  of  dollars,  but  this  was 
not  quite  enough  to  offset  the  shrinkage  in  time  and  savings  deposits; 
hence  the  huge  decline  in  purchases  of  new  stocks  seems  to  represent  a 
net  decline  in  the  annual  volume  of  private  saving.  The  evidence  that 
such  was  the  case  is  strengthened  by  the  fact  that  average  yields  on  cor- 
porate bonds  rose  from  5.21  to  5.89  per  cent,  and  average  yields  on  common 
stock  rose  from  3.5  to  4.4  per  cent.  Rising  interest  rates  in  the  face  of  a 
falling  volume  of  sales  seems  to  indicate  clearly  that  the  supply  of  funds 
for  private  ventures  must  have  fallen  even  more  sharply  than  did  the  de- 
mand. In  reality,  therefore,  the  recent  depression  apparently  represents  a 
period  characterized  by  decided  undersaving  rather  than  oversaving. 

It  is  clear  also  that  the  notion  that  the  depression  was  brought  on  because 
the  well-to-do  classes  were  too  grasping  and  therefore  hoarded  their  funds 
is  not  based  upon  statistical  evidence.  However,  this  does  not  mean  that 
the  necessity  of  paying  off  debts  incurred  during  the  days  of  over-optimism 
preceding  September  1929  did  not  play  a  very  important  part  in  bringing 
about  the  business  decline  which  followed. 

Having  now  noted  the  commonest  misconceptions  permeating  the  minds 
of  a  number  of  those  offering  the  plans  for  recovery  cited  in  the  volume 
under  review,  attention  may  be  turned  to  a  few  of  the  Recoverv 

specific  plans  which  their  respective  proponents  believe  PIatis 

would,  if  adopted,  bring  our  economy  out  of  the  dol- 
drums.    The  apparent  merits  and  demerits  of  each  of  the  more  notable 
plans  will  now  be  discussed  briefly. 

If  we  are  to  continue  to  have  complete  governmental  regulation  of  the 
transportation  industry,  Sam  D.  Schearer's  proposal  (p.  241)   that  the  in- 
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_,  dustry  be  consolidated  and  placed  in   the  hands  o£  a 

,,-,.       ^      J  single  corporation  has  much  to  commend  it.    However, 

_.      ,,  the  question  naturally  arises  whether  regulation  of  the 

railway  business  is  still  socially  desirable,  inasmuch  as 
the  railways  now  have  such  intense  competition  from  bus  lines,  motor 
trucks,  pipe  lines,  and  private  automobiles.  At  any  rate,  since  the  whole 
transportation  industry  covers  less  than  one  fifth  of  the  nation's  industrial 
life,  it  scarcely  seems  probable  that  reforms  applying  to  this  field  alone 
could  be  expected  to  bring  recovery  in  all  lines  of  activity. 

Joseph  M.  Lurie's  proposal  (p.  185)  to  generate  prosperity  by  controlling 
purchasing  power  apparently  rests  upon  the  mistaken  idea  that,  for  normal 
_,     _      .  functioning  of  the  capitalistic  system,  it  is  necessary  for 

p.  our  "capital  wealth"  to  increase  in  geometric  proportion. 

Since,  obviously,  such  a  relative  rate  of  growth  cannot 
continue  indefinitely,  Mr.  Lurie  argues  that  the  capitahstic  system  needs 
reconstruction.  What  he  overlooks  is  that  factories,  machines,  etc.  mostly 
come  into  being  merely  in  an  endeavor  to  produce  the  consumption  goods 
demanded  by  the  public.  His  article  is  largely  a  presentation  of  the 
Keynesian  oversaving  fallacies  in  new  garbs. 

George  B.  Galloway  (p.  147)  would  doubtless  present  sounder  plans  for 

recovery  if  he  really  understood  the  nature  of  the  forces  giving  rise  to  the 

m,     „  ,,  chronic  unemployment  of  the   thirties.     He  holds  the 

The  Galloway  ■        \        ^  ■  ^  j 

.  erroneous    view    that    this    unemployment   was   caused 

largely  by  inventions  and  discoveries.  This  view  is 
completely  contradicted  by  the  fact  that  in  1929  unemployment  was  at  as 
low  an  ebb  as  at  any  time  in  our  history,  despite  the  marvelous  progress 
of  invention  and  discovery  during  the  preceding  hundred  years.  He  also 
gives  credence  to  the  Keynesian  myth  of  oversaving  and  underinvestment. 
Apparently  he  had  not  looked  into  the  facts  of  the  actual  volume  of  saving- 
facts  which  are  presented  earlier  in  this  review.  He  fails  completely  to  grasp 
the  fact  that  labor,  like  any  other  article  on  the  market,  is  subject  to  the 
law  of  supply  and  demand,  and  ignores  one  important  reason  for  the  per- 
sistence of  unemployment  in  large  volume  from  1930  to  1940.  Monopolistic 
labor  unions,  abetted  by  government,  forced  the  price  of  labor  to  a  level 
so  high  that  the  purchasing  power  in  the  hands  of  the  public  was  not  great 
enough  to  buy  a  volume  of  goods  sufficiently  large  to  keep  the  less  efficient 
workers  on  the  payroll. 

One  serious  weakness  in  his  plan  for  promoting  recovery  is  that  it  leans 
heavily  upon  governmental  construction  of  public  works  as  a  remedial 
measure.  At  first  thought,  it  does  appear  that  if,  as  Mr,  Galloway  sug- 
gests. Government  adopted  a  long-range  program  of  public  works  construc- 
tion to  stabilize  employment  much  might  be  accomplished  in  that  direction. 
As  a  matter  of  fact,  if,  in  times  of  prosperity.  Government  did  plan  in 
detail,  but  postponed  until  a  later  date  actually  needed  construction  work, 
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meanwhile  accumulating  through  taxation  the  funds  required  to  pay  for  the 
work,  a  tendency  to  stabilize  employment  would  almost  certainly  result. 
In  practice,  however,  governments  cannot  use  taxation  to  accumulate  sur- 
plus funds,  for  legislative  and  administrative  bodies  always  spend  such 
accumulations  promptly.  Experience  indicates  also  that  governments  are 
not  likely  to  postpone  any  seriously  needed  building.  In  reality,  therefore, 
plans  for  using  construction  to  relieve  unemployment  are  not  made  until 
depression  appears.  Then  men  are  set  to  work  designing  the  proposed 
structures.  The  work  ordinarily  does  not  fully  get  under  way  until  the 
cycle  has  advanced  to  the  recovery  phase,  and  such  construction  is  likely 
to  reach  its  peak  during  the  boom.  The  result  is  that  the  boom  is  accen- 
tuated and  thereby  the  next  depression  is  made  more  severe  than  it  would 
have  been  had  no  public  works  been  undertaken  for  the  purpose  of  reliev- 
ing unemployment.  Meanwhile,  taxes  to  pay  for  the  relief  construction 
have  not  been  levied,  and  hence  the  Government  is  left  with  an  enlarged 
burden  of  debt.  The  public  works,  when  completed,  usually  bring  in  no 
revenue,  but  their  upkeep  remains  a  constant  drain  upon  the  treasury. 
Furthermore,  the  expenditure  of  money  for  non-essential  public  activities 
tends  to  divert  labor  from  producing  things  which  people  are  anxious  to 
buy  to  producing  things  for  which  there  is  little  demand.  Such  a  diversion 
is  socially  wasteful.  It  appears,  therefore,  that  Mr.  Galloway's  chief  pro- 
posals offer  little  promise  of  promoting  recovery. 

Sterne  Morse,  in  his  proposed  system  for  controlling  unemployment  and 
increasing  physical  production  (p.  211),  recognizes  the  fact  that,  to  keep  pro- 
duction moving,  total  purchasing  power  must  be  large  ™,     j^ 
enough  to  cover  total  expenses  of  production.    His  plan  p, 
for  having  Government  participate  in  all  production  is 
so  complicated  that  it  is  not  easy  to  come  to  any  definite  conclusion  as  to 
whether,  if  put  into  operation,  it  would  or  would  not  work  as  expected. 
The  question  which  naturally  arises  is  whether,  with  the  degree  of  gov- 
ernmental participation  proposed,  the  tendency  would  not  be  for  Govern- 
ment gradually  to  take  over  all  industry. 

Part  II  of  Monograph  No.  25  (pp.  103-146)  is  devoted  to  the  Industrial 
Expansion  scheme  outlined  by  Dr.  Mordecai  Ezekiel  in  his  two  books — 
$2500  a  Year  and  Jobs  for  All.    The  first  28  pages  give  „, 

addresses  by  two  former  Congressmen  (Robert  G.  Allen  "T  H     f  '  1 

and  Thomas   R.   Amlie)    and   by   Representative   Jerry  -,  .      ,, 

Voorhis  of  California  in   support  of  a  bill   called   the  p, 

"Monopoly  Control  Act."     The  last  18  pages  give  the 
provisions  of  the  bill,  which  apparently  was  designed  not  so  much  to  control 
monopoly  as  to  socialize  industry.    The  bill  defines  certain  practices  as  monop- 
olistic.   These  include  failure  to  reduce  prices  within  six  months  of  a  decline  in 
cost;  average  profits  by  the  companies  in  an  industry  more  than  50  per  cent 
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greater  than  profits  in  competitive  industries;  control  by  five  or  less  com- 
panies of  vital  patent  rights  not  available  to  others  except  at  excessive  royal- 
ties; reduction  in  employment  due  to  technological  improvements  without 
corresponding  reductions  in  prices  or  increases  in  wage  rates;  control  o£  75 
per  cent  or  more  of  the  production  of  an  industry  by  not  more  than  five 
businesses,  or  of  50  per  cent  or  more  by  one  or  two  firms;  and  the  use  of 
basing  points  in  pricing. 

The  act  was  to  be  administered  by  a  "Monopoly  Control  Commission" 
consisting  of  seven  members  appointed  by  the  President  and  confirmed  by 
the  Senate.  Each  industry  accused  by  the  Commission  of  monopolistic 
practices,  as  defined  by  the  bill,  would  be  required  to  form  an  industry 
council  with  equal  representation  from  the  industry,  labor,  consumers,  and 
the  Government.  Other  major  industries  engaged  in  interstate  commerce 
might  apply  for  permission  to  form  a  council.  Each  council  would  prepare 
an  expansion  program  for  its  industry  and  set  production  quotas  for  the 
industry  and  allocate  these  quotas  to  the  firms  in  the  industry.  However, 
final  decisions  would  be  made  by  the  Monopoly  Control  Commission.  No 
firm  covered  by  the  act  would  be  able  to  do  business  without  securing  a 
license  from  this  Commission. 

This  seven-man  Commission  would  have  dictatorial  control  of  output, 
wages,  employment,  prices,  and  profits  in  all  major  industries.  At  the  crack 
of  some  politician's  pistol,  the  race  would  be  on  and  each  industry  would 
proceed  on  an  expanded  production  quota.  Those  firms  or  industries  that 
could  not  sell  their  expanded  quota  could  sell  their  surplus  output  to  a  gov- 
ernment corporation  called  the  "Production  Insurance  Corporation." 

This  Industrial  Expansion  scheme  is  one  of  those  paper  plans  for  increas- 
ing wages,  increasing  industrial  output,  lowering  working  hours,  procuring 
vacations  with  pay,  conserving  natural  resources,  reducing  waste — in  short, 
for  bringing  about  a  millennium  in  which  the  land  will  flow  with  milk  and 
honey. 

That  the  real  purpose  of  this  bill  was  to  despoil  owners  of  property  is  indi- 
cated by  ex-Congressman  Thomas  R.  Amlie  in  this  quotation  from  page  117: 

Under  the  Industrial  Expansion  Act  it  is  contemplated  that  10  per  cent  of 
the  increase  in  production  will  go  to  the  owners  of  American  Industry  in  the 
form  of  profits.  But,  in  the  final  analysis,  when  enough  support  has  been 
built  up  to  put  the  Industrial  Expansion  Act  into  operation,  the  American 
people  will  understand  that  any  income  in  the  form  of  wages  or  profits  that 
cannot  be  spent  for  consumers'  goods  by  the  recipient,  and  for  which  there  is 
no  need  for  capital-goods  purposes,  must  be  taken  over  and  converted  into  the 
channels  of  consumption  through  the  instrument  of  taxation. 

Here  we  have  a  clear  statement  of  the  plan  to  destroy  free  enterprise,  for 
both  owners  and  workmen.  The  income  of  the  laborer  or  property  owner 
is  to  be  determined  by  what  he  needs,  not  by  what  he  contributes  to  society. 
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This  is  of  course  the  old  Communistic  slogan,  "to  everyone  according  to  his 
needs." 

While  this  bill  has  for  its  alleged  objective  the  control  of  monopoly,  it  sets 
up  a  commission  of  seven  men,  appointed  by  the  President,  which  would 
itself  have  monopoly  power  and  control  over  the  bulk  of  American  industry. 
American  businessmen  and  promoters  apparently  never  had  enough  imagi- 
nation to  propose  a  plan  as  bold  as  this  for  the  monopolistic  control  of  all 
industry. 

It  would  take  too  much  space  to  discuss  the  details  of  this  bill,  and  we  will 
confine  our  remarks  to  the  general  theory  of  the  scheme  and  some  of  its 
implications.  The  essence  of  the  plan  is  that  if  several  major  industries 
formed  contracts  to  expand  production,  they  would  be  able  and  wiUing  to 
expand,  for  the  expanded  pay  rolls  would  create  larger  markets  and  the  Gov- 
ernment would  buy  up  supplies  that  could  not  be  sold  in  ordinary  channels. 

The  Industrial  Expansion  Plan  would  destroy  property  rights.  The  value 
of  property  depends  upon  the  right  to  control,  rent,  or  sell  the  property. 
Ownership  of  a  factory  means  the  basic  peacetime  right  to  determine  (sub- 
ject to  minimum  regulation  necessary  to  preserve  competition  and  prevent 
unfair  trade  practices)  what  shall  be  produced,  how  much  shall  be  produced, 
to  whom  it  shall  be  sold,  at  what  prices,  who  shall  be  hired  to  work  in  the 
factory,  at  what  wages,  what  machinery  shall  be  purchased,  etc.  As  these 
powers  are  progressively  taken  from  the  owners,  we  have  progressive  con- 
fiscation, which  becomes  complete  confiscation  when  all  power  to  control  is 
taken.  It  would  be  possible  to  confiscate  property  and  still  leave  the  former 
owners  in  the  possession  of  deeds,  bonds,  stock  certificates,  and  other  paper 
claims  to  ownership.  Under  the  Industrial  Expansion  scheme,  the  owners 
of  many  mills  and  factories  would  surrender  to  a  seven-man  commission  the 
right  to  determine  how  much  they  should  produce,  the  prices  at  which  the 
goods  should  be  sold,  the  wages  paid,  and  the  profits  earned.  This  would 
mean  practical  confiscation  of  the  property,  which  of  course  is  just  what  is 
desired  by  the  advocates  of  Socialism  and  Communism. 

In  the  industrial  council,  the  owners  of  the  property  would  be  outvoted 
three  to  one.  Labor  representatives  would  doubtless  vote  for  greater  pro- 
duction (per  factory,  not  per  workman),  higher  wage  rates,  lower  selling 
prices,  and  lower  profits.  The  consumer  representatives  would  doubtless 
vote  with  labor.  The  government  representatives,  whose  jobs  depended  on 
the  labor  vote,  would  vote  with  labor.  The  owners  of  the  property  would 
be  robbed,  not  by  lawless  bandits  but  by  operations  within  the  law.  Even 
if  the  industrial  council  dealt  fairly  with  the  owners,  it  could  be  overruled 
by  the  seven-man  commission,  dominated  by  the  President.  The  Industrial 
Expansion  scheme  would  probably  result  in  industrial  decline,  as  careful, 
thrifty  people  will  not  invest  in  enterprises  to  be  controlled  by  persons  who 
are  not  of  their  own  choosing  and  who  hope  to  despoil  them. 

An  economic  fallacy  involved  in  this  scheme  is  the  thesis  that  the  increase 
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in  pay  rolls  would  be  able  to  move  the  increased  output  into  consumptive 
channels.  Manufactured  articles  are  bought  by  all  sectors  of  our  economic 
life — by  farmers,  government  employees,  service  groups,  transportation 
workers,  wholesalers  and  retailers,  and  persons  engaged  in  manufacture. 
Since  the  extra  income  from  the  expansion  of  certain  manufacturing  indus- 
tries would  not  be  diffused  among  all  the  groups  who  buy  the  manufactured 
goods,  many  of  the  manufactured  goods  would  have  to  be  bought  up  by  the 
Government.  The  extra  income  of  those  who  produced  the  added  output 
of  manufactured  goods  woud  be  spent  only  in  part  for  these  goods;  much 
of  it  would  be  spent  for  farm  products,  services,  etc.  The  Government 
would  be  obligated  to  buy  up  large  quantities  of  farm  machinery,  steel  plates, 
steel  sheets,  automobiles,  locomotives,  rayon,  lamp  bulbs,  shoes,  plate  glass, 
milk  bottles,  and  thousands  of  other  articles.  The  industries  would  be  op- 
posed to  dumping  this  surplus  on  the  market,  especially  at  reduced  prices. 
Labor  would  be  opposed  to  the  sale  of  the  surplus  stocks  which  would  cur- 
tail employment — and  Government  would  probably  vote  with  labor. 

How  this  works  is  illustrated  by  the  Government's  present  predicament 
in  regard  to  its  stocks  of  farm  products.  While  the  farmers  are  glad  to  have 
the  Government  buy  up  surplus  farm  products  or  make  excessive  loans  on 
them,  thus  enhancing  the  prices  by  holding  commodities  ofiF  the  market, 
they  are  usually  opposed  to  the  sale  of  the  government  hoards.  Many  of  the 
manufactured  goods  bought  up  by  the  Government  would  deteriorate  or 
become  obsolete  or  go  out  of  style.  The  farmers  (many  of  them)  agreed 
to  curtail  acreage,  because  they  were  to  be  paid  for  producing  less.  But  the 
Industrial  Expansion  scheme  plans  to  get  manufacturers  to  produce  more, 
without  any  guarantee  of  additional  profits  but  with  a  strong  probability  of 
greater  losses.  Few  manufacturers  would  be  willing  to  hand  over  essential 
powers,  necessary  to  operate  businesses  and  to  safeguard  the  capital  supplied 
bv  the  owners,  to  a  seven-man  board  appointed  by  the  President,  which 
would  be  likely  to  have  the  same  prejudices,  antipathies,  and  desires  to 
placate  certain  voting  groups  as  were  held  by  whoever  happened  to  be  Presi- 
dent at  the  time.  "Industrial  Expansion"  is  based  on  the  premise  that  poli- 
ticians, either  elected  or  appointed,  can  do  a  better  job  in  determining  how 
much  shall  be  produced,  what  shall  be  produced,  and  who  shall  do  the 
producing,  than  the  citizens  can  do  themselves  operating  in  free  and  com- 
petitive markets.  The  scheme  seems  to  assume  that  manufacturers  are  hold- 
ing back  like  balky  horses,  and  seeking  to  limit  output. 

The  facts  are  that  through  advertising,  research,  sales  promotion,  engi- 
neering, and  other  ways  nearly  all  manufacturers  are  constantly  striving  to 
expand  their  sales  and  press  into  new  markets.  Self-interest  is  a  constant 
prod  to  a  manufacturer  to  increase  his  output.  Greater  profits  come  from 
growth  and  expansion.  What  can  be  accomplished  by  getting  a  manufac- 
turer to  agree  to  produce  more,  when  that  is  what  he  is  trying  to  do  any- 
way.''     How  can  total  consumption  be  increased  by  storing  certain  goods 
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temporarily  in  government  warehouses?  When  a  seven-man  board  assigns 
a  high  quota  to  a  manufacturer,  with  power  to  revoke  his  hcense  to  do  busi- 
ness if  he  does  not  comply,  then  we  have  embraced  dictatorship  and  lost 
our  liberties.  The  Industrial  Expansion  scheme  is  really  a  plan  for  the 
destruction  of  property  rights  and  the  socialization  of  industry.  It  is  prob- 
ably too  complicated  and  visionary  ever  to  secure  many  adherents.  It  is  a 
scheme  to  convert  our  Government  to  Socialism,  camouflaged  as  an  attack 
on  monopoly. 

Irwin  S.  Joseph  is  impressed  by  the  evil  effects  of  long-term  debt  upon  our 
economy  (p.  163).  He  presents  statistics  indicating  that  between  1917  and 
1932  the  ratio  of  such  debt  to  the  national  wealth  more  Debt  Abolition 
than  doubled.  He  emphasizes  the  fact  that  a  growing  piaTiti 
long-term  debt  increases  the  fixed  component  in  income 
and  hence  magnifies  the  percentage  variations  occurring  in  the  total  pur- 
chasing power  of  wages,  salaries,  profits,  and  dividends.  He  also  shows 
that  when  depression  appears  heavy  fixed- obligations  often  spell  bankruptcy 
for  business  concerns  and  make  it  difficult  for  governments  to  balance  their 
budgets.  Strangely  enough,  he  does  not  realize  that  mortgages  on  homes 
have  exactly  the  same  effects  upon  individual  home  owners  as  mortgages 
on  business  enterprises  have  upon  such  enterprises.  Mr.  Joseph  feels  that, 
to  remedy  the  evils  above  mentioned,  the  future  issuance  of  corporate 
bonds  ought  to  be  prohibited,  and  that  stocks  or  income  bonds  ought  to 
be  substituted  as  rapidly  as  possible  for  all  outstanding  long-term  obliga- 
tions. 

Most  economists  and  many  conservative  business  men  would  probably 
agree  that  a  reduction  of  bonded  indebtedness  would  in  many  instances 
be  desirable  from  the  standpoint  of  issuing  corporations,  but  probably  few 
would  endorse  the  idea  of  making  conversion  compulsory.  Since  but  two 
or  three  per  cent  of  the  national  income  is  composed  of  interest  on  cor- 
porate debt,  it  appears  that,  in  his  mind,  Mr.  Joseph  has  grossly  exaggerated 
the  effect  which  rigidity  in  this  item  has  upon  the  total  volume  of  pur- 
chasing power  in  the  nation.  Therefore  the  adoption  of  his  program  could 
scarcely  be  expected  to  have  any  marked  tendency  either  to  prevent  depres- 
sions or  to  further  recovery. 

Mr.  Joseph's  attack  is  on  long-term  debt  only.  Mr.  H.  T.  Stoke  (p.  92) 
believes  all  debt,  whether  long-term  or  short-term,  to  be  evil,  for,  as  he  sees 
it,  debt  "is  the  mortal  enemy  of  the  capitalist  system.  ...  It  is  solely  a 
financial  middleman's  fee  for  which  there  is  not  one  iota  of  material  return." 
Since  Mr.  Stoke  practically  takes  the  Marxian  view  that  interest  is  robbery, 
he  holds  that  the  state  should  cease  to  enforce  any  contracts  calling  for 
interest  payments.  His  analysis  of  why  debt  affects  our  economy  so  ad- 
versely apparently  does  not  differ  greatly  from  the  explanation  given  by 
Mr.  Joseph. 
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The  first  hundred  pages  of  the  monograph  under  review,  constituting 
Part  I,  are  devoted  to  a  painstaking,  fair,  and  thoughtful  analysis  by  Dr. 
Dahlberff's  Arthur  Dahlberg  of  the  various  recovery  plans  respec- 

Analvsis  tively  advanced  by  hundreds  of  persons.    As  he  sees  it, 

of  Recovery  ^^^^  ^^^  passage  of  time  since  1930,  the  tendency  has 

p,  been  gradually  to  lose  faith  in  the  notion  that  recovery 

can  be  attained  by  assuring  collective  bargaining,  by 
regulating  hours  or  wages,  by  preventing  the  adoption  of  improved  methods 
of  production,  or  by  interfering  with  the  administrative  details  of  indus- 
trial operation.  Today,  most  of  those  presenting  plans  for  recovery  rely 
primarily  upon  some  device  for  t^egulating  the  exchange  of  goods  and 
money  in  such  a  way  as  to  increase  and  then  stabilize  the  monetary  de- 
mand for  goods. 

The  most  common  viewpoint  inspiring  the  current  plans  for  reform  in 

this  connection  is  probably  represented  in  the  illustration  given  (p.  14)  by 

-  .  Ralph  W.  Manuel,  President  of  the  Marquette  National 

,  „.   ,  .,.  Bank  of  Minneapolis.    He  assumes  that  a  hundred  fami- 

_.  ,  lies  raise  potatoes  collectively,  each  person  receiving  for 

work  done  claim  checks  to  potatoes.    When  the  crop  is 

dug  and  sufficient  potatoes  have  been  put  away  for  seed,  a  thousand  bushels 

remain  and  1,000  claim  checks  happen  to  be  outstanding.    If  now  only  900 

claim  checks  are  presented  for  payment  and  100  are  saved  for  presentation 

next  year,  a  hundred  bushels  of  potatoes  will  this  year  remain  unsold  and 

be  wasted,  while  next  year  there  may  be  more  claim  checks  than  potatoes. 

Manuel  concludes,  therefore,  that  the  correct  solution  is  to  destroy  each 

year  all  claim  checks  not  submitted  for  redemption.    By  analogy,  he  would 

force  the  spending  each  year  of  the  income  received  during  that  year. 

At  first  thought,  Mr.  Manuel's  illustration  is  impressive.  As  a  matter  of 
fact,  however,  it  suffers  from  a  fundamental  defect.  The  fact  overlooked 
is  that,  when  the  claim  checks  are  issued,  no  one  can  know  how  many 
bushels  of  potatoes  will  be  available  to  redeem  the  checks.  There  is,  there- 
fore, no  way  of  measuring  in  advance  the  ratio  of  claim  checks  to  potatoes. 
To  do  this  is  the  function  of  the  market.  Under  competition,  the  market 
price  tends  to  be  such  as  to  make  all  the  claim  checks  pay  for  all  the  pota- 
toes. If  the  potatoes  are  sold  each  year  for  the  best  prices  obtainable,  all 
will  be  marketed  regardless  of  how  many  are  raised  or  how  many  claim 
checks  are  presented  for  redemption. 

If  ten  bushels  of  potatoes  are  sold  for  nine  claim  checks,  the  entire  1,000 
bushels  are  readily  exchanged  for  the  900  claim  checks,  and  no  potatoes 
need  spoil.  If,  however,  the  manager  of  the  potato  growers  demands  one 
claim  check  per  bushel  and  only  900  claim  checks  are  offered  on  these 
terms,  100  bushels  of  potatoes  are  wasted. 

Similarly,  in  everyday  life,  if,  in  a  given  field  of  enterprise,  10,000,000 
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hours  of  labor  are  offered  at  no  less  than  $1.00  per  hour,  but  sales  of  goods 
by  enterprises  in  that  field  make  available  for  wage  payments  only 
$9,000,000,  it  is  clear  that  not  more  than  9,000,000  hours  of  labor  can  be 
sold,  and  that  one  tenth  of  the  available  working  time  is  wasted.  In  other 
words,  there  is  unemployment.  What  Mr.  Manuel  overlooks  is  that,  even 
if  the  flow  of  the  buying  stream  is  constant,  a  rise  in  wage  rates  will 
quickly  produce  unemployment,  for  at  higher  wage  rates  a  fixed  volume 
of  money  will  hire  fewer  hours  of  labor.  Only  when  the  prices  of  goods 
and  labor  are  flexible  is  it  certain  that  the  market  will  be  cleared,  that  no 
stocks  will  accumulate,  and  that  there  will  be  no  unemployment.  When- 
ever prices  are  rigid,  part  of  the  available  goods  or  labor  is  likely  to  remain 
unsold. 

Dr.  Dahlberg  recognizes  the  need  for  price  flexibiUty  when  he  says 
(p.  15): 

It  is  a  primary  requisite  for  full  production  that  every  specialized  producer 
keep  offering  to  the  markets  the  surplus  of  his  speciality;  also  that  he  be  willing, 
not  only  to  accept  in  payment  for  his  surplus  the  best  offer  he  can  get  in  the 
markets,  but  to  accept  that  offer  so  promptly  that  neither  he  nor  other  producers 
are  led  to  curtail  their  production  in  efforts  to  get  higher  prices.  Socially,  it  is 
even  more  important  that  he  accept  payment  promptly  than  that  he  personally 
get  a  square  deal  .  .  .  for,  when  exchange  is  delayed,  production  and  the  net 
living  standards  of  the  community  decline  in  a  way  beyond  repair. 

As  we  are  all  aware,  railway  and  public  utihty  companies  and  most 
mining  and  manufacturing  concerns  do  not,  as  a  rule,  follow  the  principle 
of  accepting  promptly  for  their  products  the  best  offers  obtainable  in  the 
markets.  Their  constant  effort  to  cover  production  costs,  the  existence  of 
fixed  charges  such  as  interest,  rent,  taxes,  and  wage  rates  set  by  monopo- 
listic labor  unions,  and  the  practice  of  advertising  selling  prices  long  in  ad- 
vance— all  combine  to  make  the  attainment  of  price  flexibility  very  diffi- 
cult. If  selling  prices  are  to  remain  rigid,  the  only  way  that  stability  of 
production  can  be  attained  is  to  keep  the  volume  of  purchasing  power  from 
fluctuating.  In  practice,  in  the  United  States,  this  volume  may  shrink  sev- 
eral billions  of  dollars  in  a  single  year. 

Dr.  Dahlberg  points  out  that  variability  of  purchasing  power  is  greatly 
accentuated  by  the  existence  of  a  monetary  and  banking  system  (pp.  15-19; 
64-86).  He  shows  that,  under  conditions  as  they  exist  today,  any  person 
who  prefers  to  postpone  spending  his  income  can  accumulate  money  or  a 
checking  account  which  he  can  spend  to  suit  his  convenience.  At  times, 
large  numbers  of  persons  simultaneously  refrain  from  spending.  When 
they  do,  the  total  volume  of  goods  sold  usually  declines,  production  falls, 
and  unemployment  results. 

Dr.  Dahlberg  believes  that  the  best  way  to  prevent  such  declines  in  spend- 
ing is  to  tax  both  bank  deposits  and  accumulations  of  "pocket-book"  money, 
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Preventine-  making  the  tax  heavy  enough  to  prevent  such  accumu- 

AccTimula  lation.    Unfortunately,  in  his  anxiety  to  force  the  spend- 

. .        »  ing  each  year  of  the  income  of  the  year,  he  overlooks 

Idlp  Funds  ^^^  ^^^^  ^^^'"  ^^^  ^  capitalistic,  individualistic  society  the 

right  of  the  individual  and  of  the  business  enterprise  to 
accumulate  cash  is  extremely  important.  Without  freedom  to  do  this,  it 
would  be  difficult  to  provide  for  the  vicissitudes  of  life,  to  accumulate  the 
funds  necessary  for  sizable  purchases,  or  to  provide  the  capital  needed  for 
the  expansion  of  existing  enterprises  or  the  financing  of  new  enterprises. 
Furthermore,  as  long  as  families  and  business  enterprises  are  responsible 
for  their  own  economic  futures,  the  need  for  providing  cushions  to  absorb 
the  shock  of  hard  times  is  imperative.  If  this  source  of  security  is  to  be 
destroyed,  it  will  almost  certainly  be  necessary  for  Government  to  take  over 
the  full  responsibility  of  providing  for  the  needs  of  all  citizens  in  case  they 
are  victims  of  misfortune.  Practically,  this  assumption  of  responsibility  is 
likely  to  be  accompanied  by  the  advent  of  a  completely  socialistic  regime. 

Dr.  Dahlberg  apparently  fails  to  realize  that  even  very  large  changes  in 
the  respective  magnitudes  of  the  cash  holdings  of  various  individuals  are 
not  necessarily  accompanied  by  noticeable  fluctuations  in  the  total  volume  of 
buying,  for  if  one  individual  enlarges  his  savings  at  the  same  time  as  another 
individual  contracts  his  savings  the  total  volume  of  spending  may  remain 
constant. 

Nowhere  does  Dr.  Dahlberg  recognize  the  fact  that,  in  reaHty,  fluctuations 
in  the  total  volume  of  buying  in  the  nation  are  caused  by  the  fact  that  alter- 
nating waves  of  optimism  and  pessimism  give  rise  to  general  synchronous 
tendencies  for  millions  of  persons  to  save  heavily  at  one  period  and  spend 
heavily  at  another  period.  Clearly,  if  stability  in  buying  is  sought,  it  is  fully 
as  important  to  discourage  overspending  during  the  period  of  optimism  as 
it  is  .to  discourage  oversaving  during  the  time  of  pessimism.  Peculiarly 
enough,  however.  Dr.  Dahlberg  never  mentions  this  necessity,  but  confines 
his  attention  solely  to  the  supposedly  pernicious  effects  of  oversaving. 

At  the  beginning  of  this  review,  attention  was  called  to  the  unwarranted 

belief  that,  because  of  lack  of  investment,  savings  piled  up  during  the  1930- 

m,  1939  depression.    Dr.  Dahlberg  evidently  falls  into  this 

-.  .  error  for  he  quotes  approvingly  the  statement  that  the 

„  ,,  rate    of   interest    did    not    "equilibrate    the    volume    of 

Fallacy  ,         ,    .    i-  • ,     i        .  i    .  „    /      ^^\ 

planned    mdividual    savmg    and    investment      (p.   76). 

The  impression  that  one  gets  from  his  discussion  is  that  in  times  of  depres- 
sion greedy  money-holders  refuse  to  invest  unless  they  can  secure  "monopoly 
prices  for  the  use  of  their  money"  (p.  82).  Apparently  he  is  entirely  un- 
aware of  the  fact  that,  in  1932,  the  incomes  (after  taxes)  of  the  individuals 
who  do  most  of  the  saving  (namely  those  in  the  upper-income  brackets) 
had  shriveled  to  but  fractions  of  their  1929  sizes.  He  also  overlooks  the 
obvious  truth  that,  with  interest  payments  on  many  bonds  and  mortgages 
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in  default,  with  dividends  shrunken  or  nonexistent,  with  rents  often  non- 
collectible,  and  with  thousands  of  business  concerns  failing,  frightened 
holders  of  cash  were  concerned  primarily  with  the  problem  of  conserving 
their  funds  rather  than  with  that  of  discovering  opportunities  for  possibly 
profitable  investment.  Likewise,  he  forgets  that  in  the  later  years  of  the 
depression  repeated  attacks  on  business  made  by  highly  placed  government 
officials  greatly  accentuated  the  reluctance  of  savers  to  risk  their  money  in 
enterprise. 

Since  he  concentrates  his  attention  wholly  upon  the  depression  phase  of 
the  cycle,  and  since  he  is  impressed  by  the  fact  that  the  wealthier  classes  do 
most  of  the  saving,  he  considers  them  the  villains  in  the  drama  and  views 
with  equanimity  schemes  for  equalizing  the  distribution  of  wealth  and 
income  and  devices  for  bringing  about  more  spending  and  less  saving  (pp. 
64-86).  In  his  opinion,  plans  for  forcing  interest  rates  to  low  levels  or  even 
to  zero  are  to  be  looked  upon  with  favor.  He  seems  to  assume  either  that 
the  accumulation  of  the  vast  masses  of  capital  necessary  for  the  efficient 
functioning  of  our  industrial  machine  takes  place  automatically  or  that  such 
a  process  of  accumulation  is  unnecessary.  Since  he  ignores  the  necessity  for 
capital  accumulation,  he  does  not  see  that  the  keeping  of  interest  rates  low 
and  the  destruction  of  great  fortunes  would  each  tend  independently  to 
prevent  both  the  establishment  of  new  enterprises  and  the  expansion  of  old 
enterprises;  for  neither  of  these  desirable  goals  could  be  achieved,  if  large 
masses  of  new  capital  were  not  forthcoming.  He  completely  ignores  the 
fact  brought  out  so  forcefully  by  Carl  Snyder  that  it  is,  in  the  main,  the 
savings  of  the  wealthier  classes  that  have  furnished  the  capital  which  has 
made  our  nation  the  most  productive  on  earth,  and  so,  during  the  last  cen- 
tury, have  made  possible  the  trebling  of  real  wage  rates  and  real  incomes 
in  the  United  States. 

Dr.  Dahlberg  also  takes  no  cognizance  of  the  fact  that  the  contraction 
of  spending  which  ushers  in  the  declining  phase  of  the  business  cycle  is 
probably  due  primarily  not  to  voluntary  hoarding  by  the  more  prosperous 
classes,  but  rather  to  forced  saving  on  the  part  of  those  who  have  gone  too 
deeply  into  debt  and  have  mortgaged  their  future  incomes  far  in  advance. 
The  investor  whose  broker  is  calling  upon  him  for  more  margin  and  the 
factory  hand  whose  opportunities  for  employment  are  shrinking  but  who 
must  try  to  meet  payments  due  on  his  house  and  his  automobile  are  both 
Hkely  to  reduce  drastically  their  current  purchases  of  merchandise,  but  they 
are  in  no  sense  hoarders.  The  only  way  to  prevent  their  curtailment  of  pur- 
chases would  have  been  to  stop  them  from  going  into  debt.  Methods  which 
force  thrifty  persons  to  disburse  their  savings  in  times  of  depressions,  then, 
are  for  the  most  part  devices  for  making  the  thrifty  and  conservative  pay 
for  the  excesses  of  those  who  became  over-optimistic  during  the  boom  and 
took  "fliers"  which  later  proved  to  be  unwise. 

As  a  matter  of  fact,  with  the  present  heavy  taxes  on  incomes  in  force, 
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the  total  sums  which  any  workable  device  could  force  the  wealthy  to  spend 
in  a  period  of  depression  would  probably  be  too  small  to  raise  noticeably 
the  aggregate  volume  of  sales  of  finished  products. 

Dr.  Dahlberg  correctly  points  out  that  most  plans  for  promoting  recovery 
by  utilizing  compensatory  government  spending  are  mere  makeshifts  (pp. 
40-41),  for  when  the  spending  stops  the  recovery  stops.  He  also  makes  clear 
the  difficulties  arising  from  the  fact  that  these  schemes  tend  to  force  the 
Government  ever  deeper  into  the  debt  mire,  to  increase  the  interest  burden, 
and  to  lead  toward  socialism.  Strangely  enough,  he  barely  mentions  (pp. 
47-48)  the  proposal  to  increase  the  demand  for  goods  in  times  of  depression 
by  printing  greenbacks  and  using  them  to  retire  government  bonds.  This 
device  would  not  increase  the  government  debt,  would  reduce  the  interest 
burden  to  the  Government,  and  would  saddle  the  Government  with  none 
of  the  upkeep  expenses  which  result  from  expenditures  for  public  works. 
Furthermore,  the  procedure  could  be  readily  reversed  as  soon  as  employ- 
ment became  full  and  prices  began  to  rise  unduly. 

William  Hazelett,  like  Dr.  Dahlberg,  believes  that  taxation  may  be  used 
to  stimulate  industrial  activity,  but  he  would  not  confine  his  "incentive  taxa- 
Tb    TTa  p1  tt  tion"  merely  to  money  and  bank  deposits;   he  would 

p,  extend  it  in  addition  to  idle  equipment  and  idle  men 

(pp.  80-85).  He  would  have  the  Government  levy  a 
special  incentive  tax  on  every  farm,  mine,  factory,  railway,  or  public  utility 
that  failed  to  operate  at  capacity,  and  would  tax  the  earnings  of  those 
laborers  who  organized  monopolistic  unions  and  thus  curtailed  production. 
In  his  opinion,  those  concerns  that  would  not  operate  at  capacity  ought  to 
be  forced  into  bankruptcy  at  the  earliest  possible  moment. 

Mr.  Hazelett's  plan  is  worthy  of  serious  consideration.  However,  a 
number  of  questions  concerning  its  administrative  feasibility  naturally 
arise.    Among  them  are  such  as  the  following: 

1.  How  could  a  producer  of  machine  tools  arrange  to  operate  at  capacity 
if  he  had  no  orders  .f* 

2.  If,  to  secure  orders,  he  reduced  his  selling  prices  60  per  cent,  how  could 
he  get  his  laborers  to  accept  wage  rates  proportionately  reduced? 

3.  If  all  plants  in  the  United  States  tried  to  operate  at  full  capacity  simul- 
taneously, could  a  labor  supply  sufficient  for  such  capacity  operations 
be  found.? 

4.  How  could  the  Government  collect  a  tax  from  a  poverty-stricken  man 
who  prefers  loafing  to  working  .f' 

5.  Would  not  a  manufacturer  who  expanded  his  plant  be  storing  up 
trouble  for  himself.'' 

The  monograph  does  not  furnish  space  for  more  than  a  brief  review  of 
Mr.  Hazelett's  proposals,  and  it  is  possible  that  he  has  answered  some  of 
the  above  questions  in  his  writings. 
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Dr.  Dahlberg  not  only  digests  the  plans  of  Mr.  Hazelett  and  many  others 
but  also  discusses  in  a  very  lucid  manner  the  origin  and  nature  of  money 
and  bank  credit  (pp.  50-58).    In  addition,  he  presents  ^., 

a  good  analysis  of  the  forces  leading  to  inflation  and  tp     +  f 

the  resulting  runaway  prices.     Unfortunately,  however,  _.  ,  „ 

he  falls  into  the  all  too  common  error  of  assuming  that  .      , 

Alld/lVSlS 

to  facilitate  a  given  volume  of  trade  a  definite  volume 

of  money  is  needed  (p.  71).    Here,  as  elsewhere,  he  overlooks  the  dominant 

role  of  price  as  the  equilibrating  factor  in  a  competitive  economy. 

Apparently,  Dr.  Dahlberg's  attention  has  never  been  called  to  the  grow- 
ing mass  of  evidence  indicating  that  business  tends  to  swing  up  and  down 
in  fairly  regular  rhythm;  hence  he  is  intrigued  by  the  theory  that  depres- 
sions are  due  to  unusual  technological  developments  or  to  shocks  to  our  eco- 
nomic system  (p.  98).  It  is  perhaps  for  this  reason  that  he  devotes  no  space 
to  the  problem  of  minimizing  the  booms,  for  he  gives  no  indication  of 
realizing  that,  in  a  system  dominated  by  freedom  of  action,  if  a  sizable 
boom  develops  a  following  depression  is  almost  inevitable. 

Dr.  Dahlberg  points  out  clearly  some  of  the  defects  of  the  Townsend  plan 
(pp.  44-47).  His  analysis  would  perhaps  have  been  even  more  helpful  had 
he  called  attention  to  the  fact  that  advocates  of  the  Townsend  plan  and 
similar  visionary  schemes  invariably  confuse  income  with  money.  They 
never  have  understood  that,  while  a  given  piece  of  money  can  be  and  is 
spent  hundreds  of  times,  a  given  dollar  of  income  can  be  spent  only  once, 
and  that  it  is  income  spending,  not  money  spending,  which  governs  the 
volume  of  production. 

In  his  treatment  of  the  Townsend  plan.  Dr.  Dahlberg  unfortunately  fails 
to  touch  upon  one  of  its  more  serious  weaknesses;  namely,  that  it  would 
force  out  of  production  a  vast  number  of  elderly  workers.  This  weakness 
is  especially  important  at  the  present  time,  because  the  percentage  of  our 
population  made  up  of  persons  over  60  years  of  age  is  now  rapidly  increas- 
ing. He  also  fails  to  note  the  fact  that  if  elderly  workers  cease  producing 
they  will,  in  the  future,  create  no  new  purchasing  power,  and  therefore  there 
will  be  no  "4,000,000  jobs  to  be  released  to  younger  people"  (p.  45).  What 
will  actually  happen  is  that  there  will  be  an  addition  of  4,000,000  erstwhile 
workers  to  the  ranks  of  the  unemployed.  He  brings  out  effectively  the  fal- 
lacies involved  in  the  theory  that  continued  debt  expansion  is  not  only  to 
be  viewed  with  complacency  but  may  in  fact  be  a  positive  good  (pp.  33-41). 

One  of  Dr.  Dahlberg's  important  contributions  to  this  monograph  is  his 
exposure  of  the  absurdities  inherent  in  the  theory  that  our  economy  cannot 
flourish  unless,  at  frequent  intervals,  new  industries  appear  on  the  scene 
(pp.  32-33).  He  also  points  out  clearly  the  fallacious  character  of  the  notion 
that  we  need  more  investment  for  investment's  sake,  explaining  that  invest- 
ment is  after  all  merely  the  handmaiden  of  that  part  of  production  devoted 
to  turning  out  the  goods  needed  for  consumption  (pp.  30-32). 
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This  monograph  furnishes  a  very  convenient  summary  of  a  large  number 
of  recovery  plans.  Despite  the  existence  of  certain  shortcomings  referred 
to  heretofore,  the  synopsis  prepared  by  Dr.  Dahlberg  is  very  enlightening. 
He  deserves  great  credit  for  the  very  skillful  manner  in  which  he  has  per- 
formed the  extremely  difficult  task  of  analyzing  the  various  plans,  reducing 
them  to  their  essentials,  and  presenting  them  in  succinct  yet  clear  form. 
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Economic  Power  and  Political  Pressures 

THE  Chairman  of  the  T.N.E.C.  prints  in  all  monographs  an  introduc- 
tory "acknowledgment"  to  the  effect  that  the  publication  of  a  mono- 
graph by  the  Committee — 

.  .  .  in  no  way  signifies  or  implies  assent  to,  or  approval  of,  any  of  the  facts, 
opinions,  or  recommendations ,  nor  acceptance  thereof  in  whole  or  part  by  the 
members  of  the  Temporary  National  Economic  Committee,  individually  or 
collectively.  Sole  and  undivided  responsibility  for  every  statement  in  such 
testimony,  reports  or  monographs,  rests  entirely  upon  their  respective  authors. 

The  monograph  examined  is  therefore  a  work  for  which  its  author, 
Donald  C.  Blaisdell,  assisted  by  Jane  Greverus,  is  individually  responsible. 
It  is  therefore  proper  to  examine  his  qualifications  for  the  work,  his  ap- 
proach to  the  alleged  study,  his  preconceptions,  his  sources  of  information, 
and  the  accuracy  of  his  statements  and  his  conclusions. 

Mr.  Blaisdell  is  described  as  an  "economic  expert"  of  the  Committee.  In 
transmitting  the  monograph  to  the  Chairman  of  the  Committee,  Mr.  Theo- 
dore Kreps,  the  Committee's  economic  adviser,  in  his  t,  i  t  « 
,  r  1  1  -1  1  1  ur  Backgrounds  of 
letter  or  transmittal,  describes  the  author  as  a  former  .,  ,  ^,  , 
f  .  ,.  .  ,  .  ,  ,  the  Author  and 
proressor  or  political  science  wrio  as  a  government  ad-     „•    a 

xiis  A-SSistant 
ministrator  has  had  an  unusual  opportunity  to  observe 

the  practical  conduct  of  public  aflfairs."  It  is  "the  culmination  of  years  of  po- 
litical science  teaching  and  research."  It  is  further  stated  that  Mr.  Blaisdell 
"was  loaned  to  the  T.N.E.C.  by  the  Department  of  Agriculture."  All  that 
can  be  learned  of  Mr.  Blaisdell's  qualifications  on  appUcation  to  the  Depart- 
ment of  Agriculture  is  that  he  had  taught  in  several  schools  and  colleges 
and  had  done  settlement  work  under  Rex  Tugwell.  This  appears  then 
to  be  "the  unusual  opportunity,"  the  ivory  tower,  from  which  "the  practical 
conduct  of  public  affairs"  had  been  observed. 

Miss  Jane  Greverus,  listed  as  a  Technical  Assistant  to  the  Committee,  is 
also  described  in  the  letter  of  transmittal  as  "responsible  for  some  of  the 
text,  and  for  organizational  and  educational  work  on  the  monograph  as  a 
whole."  She  is  an  interesting  and  significant  illustration  of  what  the  mono- 
graph's author  ascribes  to  the  business  groups  which  he  criticizes — "invisi- 
bility," which  he  says  "is  a  characteristic  of  all  the  private  groups  which  are 
active  in  government." 

The  entirety  of  page  62  of  the  monograph  is  devoted  to  a  description  and 
defense  of  Thomas  Amlie,  who  was  nominated  to  the  Interstate  Com- 
merce Commission  in  1939.    The  nomination  evoked  such  a  storm  of  pro- 

Z77 
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test  that  it  was  withdrawn  when  Mr.  AmUe  was  "convinced  that  Senate 
action  would  not  be  forthcoming." 

Miss  Greverus,  it  appears,  was  secretary  to  Mr.  Amhe  while  he  was  a 
member  of  Congress.  Her  ability  was  recognized;  likewise  her  extreme 
left-wing  principles  and  views.  There  is,  of  course,  nothing  in  the  mono- 
graph to  identify  the  background  of  Mr.  Amlie's  former  secretary,  whose 
defense  of  the  rejected  nominee  takes  more  space  than  is  given  to  any  other 
individual  and  suggests  the  characteristics  that  color  her  "organizational  and 
educational"  approach. 

The  monograph,  says  the  letter  of  transmittal,  "is  a  study  of  lobbying." 
No  definition  is  given  of  this  insidious  word  either  in  the  note  of  transmittal 
The  ADDroach  '^^  ^^  ^^'  ^^^^^^^^^^  although  he  uses  it  freely.  It  is 
to  the  Studv  ^^^^^  throughout  the  monograph  that  the  phrase  is  used 

to  throw  discredit,  by  imputation  of  sinister  and  un- 
worthy motives,  upon  "business"  men  or  organizations  which  publicly  un- 
dertake to  express  views  upon  public  policy  or  influence  legislation  by 
appearance  before  committees  of  Congress  or  through  any  medium  by 
which  public  opinion  may  be  reached  or  affected.  The  word  "lobby"  is 
one  of  those  colloquial  terms  which,  as  Herbert  Spencer  said,  "evolve"  until 
they  lose  a  fixed  meaning  and  may  be  defined  by  the  person  who  uses  them. 
If  that  phrase  means  what  the  author  of  the  monograph  seems  to  imply 
(that  is,  any  systematic  organized  or  even  sporadic  effort  to  influence  the 
making  of  law),  then  anyone  from  the  humblest  private  citizen  to  the  Presi- 
dent of  the  United  States  who  undertakes  by  personal  action  to  affect  the 
course  of  legislation  may  be  characterized  as  a  "lobbyist." 

All  through  this  monograph  the  author  refers  to  Government,  to  business, 
and  to  labor  as  though  they  were  groups  which  have  the  attributes  of  per- 
sons. As  a  matter  of  fact,  these  groups  are  characterized  more  by  diversity 
than  by  uniformity  of  thought  and  purpose.  In  our  Government  there  is 
usually  an  opposition  party  which  may  be  nearly  as  strong  as  the  party  in 
power.  Sometimes,  the  majority  in  Congress  are  not  of  the  same  political 
party  as  the  President.  On  certain  issues,  some  members  of  the  Cabinet  will 
not  agree  with  the  President.  Very  often  the  opinions  handed  down  by 
the  Supreme  Court  are  not  unanimous,  and  may  be  in  conflict  with  the 
views  or  acts  of  other  branches  of  the  Government.  It  is  hardly  realistic  to 
talk  of  the  purposes  or  opinions  of  the  "Government."  A  government  can- 
not think  or  have  an  opinion.  Thoughts  and  opinions  and  purposes  are 
attributes  of  individuals.  The  same  observations  apply  both  to  business  and 
to  labor. 

There  is  no  such  unitary  thing  in  this  country  as  "business."  Instead, 
there  are  thousands  of  businesses  operated  by  many  thousands  of  business- 
men; and  there  are  very  few  subjects  on  which  there  is  substantial  unanimity 
of  opinion  among  these  businessmen.  When  bills  are  presented  to  Con- 
gress, we  frequently  find  that  some  businessmen  are  in  favor  of  the  bills 
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while  others  are  in  opposition.  Thus  the  bills  for  penalizing  the  sale  of 
oleomargarine  were  promoted  by  producers  and  distributors  of  dairy  prod- 
ucts but  were  opposed  by  producers  and  distributors  of  cottonseed  oil  prod- 
ucts. Laws  for  restricting  the  use  of  motor  trucks  would  be  advocated  by 
some  railroads  and  would  be  opposed  by  motor-truck  operators. 

American  business  is  fiercely  competitive  and  cannot  be  visualized  as  a 
gigantic  cartel  manipulated  by  secret  levers  in  the  hands  of  any  coherent 
group  or  a  single  directorship  dominated  by  a  business  fuehrer.  In  busi- 
ness, there  is  conflict  between  coal  and  fuel  oil,  electricity  and  gas,  steel  and 
aluminum,  Philippine  sugar  and  native  beet  sugar,  railways  and  waterways, 
common  carriers  and  private  carriers.  Very  rarely  do  businessmen  present 
a  solid  front  in  regard  to  any  legislation  whatsoever. 

Nor  can  labor  be  so  personified.  People  who  refer  to  labor  often  are 
thinking  of  that  small  segment  of  labor  which  has  been  organized  into 
unions,  but  the  great  bulk  of  workers  who  do  not  belong  to  unions  are  just 
as  much  labor  as  the  25  per  cent  or  less  of  workers  who  belong  to  unions. 
Even  in  the  ranks  of  organized  labor  there  are  factions  often  conflicting:  the 
A.F.  of  L.,  the  C.I.O.,  the  Railroad  Brotherhoods,  and  various  independent 
unions.  Within  the  A.F.  of  L.  there  are  jurisdictional  disputes  between 
rival  unions.  There  is  internal  conflict  in  the  C.I.O.  There  is  no  one  person 
or  group  of  persons  who  can  be  said  to  represent  labor. 

We  offer  these  remarks  because  in  this  monograph  the  author  tries  to 
make  it  appear  that  there  is  a  struggle  in  this  country  between  powerful 
giants  designated  as  Government,  business,  labor,  etc.  In  the  introduction 
to  Chapter  II,  he  says: 

Theoretically,  Government  participates  in  the  struggle  not  as  a  contestant  but 
as  an  umpire.  If  business  long  ago  had  not  borrowed  public  power,  Govern- 
ment might  still  be  able  to  function  solely  in  the  umpire's  role.  But  with  the 
attempt  by  Congress  to  balance  the  tremendous  power  which  business  has 
gained,  Government  appears  not  only  as  an  umpire  but  as  a  contestant  as  well. 
To  every  group  aggrieved  by  Government,  Washington  appears  as  more  than  a 
contestant;  it  seems  to  be  an  antagonist.  And,  since  business  has  gained  so 
large  a  share  of  public  power,  it  is  not  surprising  that  business  more  than  any 
other  group  regards  the  Government  as  an  antagonist. 

It  is  not  clear  to  the  reviewers  what  the  author  means  by  the  public  power 
which  has  been  borrowed  by  "business."  It  is  obvious  that  the  relatively 
small  number  of  businessmen  in  this  country  cannot  control  a  government 
in  which  all  adults  may  participate  through  the  elections.  If  businessmen 
tried  to  win  an  election,  they  could  do  it  only  by  persuading  the  great  masses 
of  voters  that  their  program  was  sound.  We  believe  the  author  brings  to 
light,  in  this  paragraph  quoted  above,  a  situation  which,  if  true,  is  deplor- 
able;  namely,  that  the  Government  no  longer  functions  as  an  impartial 
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umpire  between  the  citizens.    Government,  of  course,  cannot  be  just  unless 
all  citizens  have  equal  rights  before  the  law. 
On  page  14,  we  find  this  statement: 

One  of  the  chief  techniques  by  which  pressure  groups  get  and  maintain  their 
power  is  by  insisting  that  a  certain  function  legally  belongs  to  the  states,  even 
though  it  is  clear  that  the  state  cannot  handle  it  adequately.  By  insisting  that 
it  belongs  to  the  states,  they  manage  to  preclude  the  possibility  of  any  effective 
action. 

Our  Federal  Government  is  one  of  limited  powers,  and  these  powers  are 
specified  in  the  Constitution  of  the  United  States.  If  Congress  legislates  on 
subjects  over  which  it  has  no  constitutional  authority,  then  not  only  pres- 
sure groups  but  every  patriotic  citizen  should  protest  against  such  usurpa- 
tion. To  assume  that  such  usurpation  should  be  condoned  is  to  assume 
that  those  who  would  destroy  our  form  of  government  are  more  virtuous 
than  those  who  would  preserve  it. 

The  author's  idea  that  our  Government  is  not  an  impartial  umpire  is 
indicated  by  this  statement:  "A  sympathetic  attitude  on  the  part  of  Govern- 
ment toward  farm  groups  is  a  tremendous  factor  in  their  effectiveness."  ^ 
This  sympathetic  attitude  of  which  the  author  speaks  has  resulted  in  legis- 
lation which  was  designed  to  restrict  the  output  of  the  farms  and  to  raise 
the  income  of  farmers  at  the  expense  of  the  other  citizens.  Class  legisla- 
tion of  this  kind  would  of  course  not  be  abhorrent  to  one  who  believes  the 
Government  should  not  be  an  impartial  umpire  and  who  characterizes  such 
class  legislation  as  "sympathetic." 

On  page  19,  we  find  this  statement: 

Government  expenditures  are  made  out  of  public  revenues,  and  their  use  is 
subject  to  public  scrutiny  at  all  times.  Hence,  business,  as  part  of  the  public,  is 
able  to  challenge  and  keep  to  a  minimum  Government  expenditures  for  propa- 
ganda purposes. 

While  the  members  of  a  political  party  are  certainly  blameless  if  they 
spend  their  own  money  in  promoting  the  party  principles,  we  may  well 
question  the  morality  of  a  political  party  in  power  which  spends  the  money 
of  all  the  people  raised  by  general  taxation  for  political  propaganda.  It 
would  seem  that  not  only  business  but  all  patriotic  citizens  would  be  inter- 
ested in  preventing  expenditures  by  the  Government  for  partisan  purposes. 

These  quotations  and  observations  would  seem  to  indicate  that  the  author 
of  this  monograph  is  operating  on  a  low  plane  of  political  morality.  A  gov- 
ernment which  is  not  a  fair  umpire  between  its  citizens  is  corrupt. 

Throughout  two  hundred  pages  of  this  study,  every  organized  efTort  to 
aflect  public  policy  by  what  are  characterized  as  "business"  organizations, 
especially  the  N.A.M.,  whether  legitimately  or  illegitimately,  whether  en- 

^  Monograph  No.  26,  p.  17. 
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tirely  within  their  rights  as  citizen  groups  or  outside  them,  is  condemned 
as  the  efifort  of  "a  lobby."  The  author  makes  it  furthermore  evident  that 
there  hes  in  his  mind  a  marked  distinction  between  promotion  of  legisla- 
tion and  opposition  to  any  particular  measure.' 

He  is  apparently  of  the  opinion  that  those  who  propose  anything,  what- 
ever it  may  be,  are  obviously  engaged  in  a  task  more  righteous  than  those 
who  oppose  anything,  whatever  its  nature.  He  is  for  invasion  and  preju- 
diced against  defense,  apparendy  unmindful  that  the  civilization  of  the 
world,  and  particularly  the  progress  of  our  own  nation,  is  marked  not  less 
by  its  affirmation  of  principles  of  government  and  life  than  by  aggressive 
defense  of  them  against  all  comers,  even  to  the  shedding  of  the  blood  of  its 
citizens. 

The  author  makes  it  plain  in  his  first  chapter,  which  he  calls  "The  Dy- 
namics of  Government,"  that  in  his  view  government  control  must  be 
greatly  increased  and  that  control  is  limited  by  the  Constitution  and  "our 
traditional  belief  that  the  Government  should  not  compete  with  business."  ^ 
He  is  of  the  opinion  that  the  geographical  basis  of  representation  is  fatally 
defective,  that  "philosophically  also  Government  is  amorphous."  He  thinks 
there  are  "as  many  philosophies  of  government  as  there  are  men  in  it."  * 
Groups  representing  economic  power,  of  which  the  most  important  "is  busi- 
ness," exist  for  "the  purpose  of  applying  political  and  economic  pressure  to 
secure  their  own  ends."  ^  The  march  of  events  as  he  sees  them,  where  Gov- 
ernment is  relieved  from  the  pressure  of  the  groups  he  describes,  is 
always  in  the  direction  of  public  betterment.  They  hinder  and  obstruct  it. 
The  fact  that  business  "seeks  to  hold  back  the  rising  tide  of  government 
activity,"  or  in  any  way  "to  keep  itself  free  from  government  regulation," 
is  the,  implied  subject  of  continuing  criticism.  The  concealed  premise  of 
the  argument  always  is  that  whatever  Government  is  seeking  to  do  ought 
to  be  done,  for  the  author  is  the  frank  proponent  of  drastic  and  increasing 
centralization  of  authority.  Or,  as  he  puts  it.  Government  must  have  not 
only  power  but  control.  "Government  may  possess  power  and  at  the  same 
time  wield  control,  as  in  totalitarian  states;  but  ordinarily,  in  a  democracy, 
power  resides  in  the  Government,  while  control  is  exercised  by  the  various 
pressure  groups,  chief  of  which  is  business."  ® 

As  the  student  will  note  later,  the  political  influence  of  organized  labor 
and  of  farmers  is  recognized;  but  despite  the  author's  admission  of  the  fact 
that  it  has  been  asserted  for  over  fifty  years  by  the  first  group  and  with 
steadily  rising  power  by  the  second,  it  is  "business,"  especially  the  industrial 
group  represented  by  the  N.A.M.,  that  threatens  the  power  of  Government, 
because  of  its  appeal  through  the  press,^  because  of  its  development  and  con- 

^Ibid..  pp.  5,  8,  9,  15,  74,  81,  93,  94,  102,  and  115 
^Ibid.,  p.  1.  ^Ibid..  p.  1. 

*  Ibid.,  p.  2.  7  Ibid.,  p.  6. 

5  Ibid.,  p.  3. 
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trol  of  technology,^  and  especially  because  of  what  he  conceives  to  be  a  novel 
growth  of  the  corporation  not  only  as  a  means  of  controlling  property  but 
also,  more  recently,  in  securing  recognition  as  a  personality  distinct  from  the 
individuals  composing  it.^ 

While  parading  the  activities  of  "business,"  particularly  of  the  N.A.M., 
in  its  appeal  to  the  public,  in  its  presentation  of  argument  to  Congress  or 
the  Executive,  in  its  effort  to  inform  those  interested  of  the  nature  and 
operations  of  industry,  the  author  claims  that  the  invisibility  ^°  of  the  influ- 
ence he  decries  is  a  noteworthy  characteristic  of  it.  He  supports  this  claim 
by  this  remarkable  reasoning: 

The  political  process  is  invisible  because  citizen  groups,  the  most  energetic 
and  purposeful  of  the  working  forces  of  the  Government,  are  completely  un- 
provided for  by  the  written  Constitution. ^-"^ 

The  author's  approach  to  the  investigation  is  unmasked  by  the  remedies 
which  he  proposes  before  he  endeavors  to  diagnose  the  complaint.  He 
wants  a  stronger  development  of  democratic  institutions.  By  that  he  makes 
it  plain  that  he  wants  less  talk  from  business  and  especially  from  industry, 
and  more  from  official  sources.^"  He  advocates  "an  effective  lobby  registra- 
tion law" — something  often  proposed  and  as  often  rejected,  the  chief  oppo- 
sition to  which  has  come  from  labor  groups.  Further  he  wants  more  gov- 
ernmental research  a:ccompanied  by  governmental  development  of  inventions 
and  discovery,^^  and,  above  all,  government  planning.^*  Such  are  the  plain 
objectives  which  color  his  approach  and  slant  his  mind.  They  explain  his 
comparative  exaggeration  of  the  incidents  he  examines  and  of  the  forces 
he  endeavors  to  appraise,  his  superficial  and  hasty  acceptance  of  secondary 
sources  of  information,  and  his  misunderstanding  and  misinterpretation  of 
the  material  he  often  employs. 

The  author,  through  his  monograph,  ignores  the  natural  right  of  free 

speech  and  petition  which,  as  Willoughby  says,  "The  United  States  found 

MiqrnnrpnfnTi         ^^  existence,  with  the  obhgation  on  the  part  of  the  states 

*T»-   1,+      *  to  afford  it  protection."  ^^     The  First  Amendment  did 

of  Rights  of  ^  ■      1    L  r    I        •  u      £ 

-,        «         ,  not  create  but  recognized  the  existence  of  tiie  right  or 

•|  p  ....  petition  and  free  speech  which  it  forbade  Congress  to 

abridge.  "It  was  not,"  says  Willoughby,  "created  by  the 
Amendment;  neither  was  its  continuance  guaranteed,  except  against  Con- 
gressional interference."  Of  the  right  of  free  speech,  Cooley  says  in  Con- 
stitutional limitations: 

"The  evils  to  be  prevented  were  not  the  censorship  of  the  press  merely, 
but  any  actions  of  the  Government  by  means  of  which  it  might  prevent  such 

8  Monograph  No.  26,  pp.  22-23.  12  /^/^_^  p_  iq. 

^Ibid..  p.  9.  ^^Ibid.,  p.  10,  pp.  194-195. 

-^^Ibid..  p.  7.  14  Z/?-/^.,  p.  10,  pp.  100-196. 

''■'^Ibid.,  p.  7.  15  Willoughby,  The  Consthntion,  Vol.  2,  2nd  Ed.,  p.  1207. 
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free  and  general  discussion  of  public  affairs  as  seems  absolutely  essential  to 
prepare  the  people  for  an  intelligent  exercise  of  their  rights  as  citizens."  ^® 

The  writers  in  The  Federalist  iterate  and  reiterate  that  the  protection  of 
the  people  against  the  misconduct  of  public  servants  is  to  be  found  in  the 
people's  freedom  of  discussion,  in  their  attachment  to  the  principles  of  their 
Government,  and  in  their  opportunity  to  inform  their  representatives  in  Con- 
gress of  their  views  and  opinions. 

"What  is  to  restrain  the  House  of  Representatives  from  making  legal  dis- 
criminations  in   favor   of   a   particular   class   of   society?"   asks   Hamilton. 
"Above  all,"  he  responds,  "the  vigilant  and  manly  spirit  which  actuates  the 
people  of  America."  ^^ 

Madison  emphasizes  that  there  were  bound  to  be  great  differences  of 
opinion  among  citizens  with  respect  to  proposals  which  are  to  affect  them. 

"The  diversity  in  the  faculties  of  men,"  he  says,  "from  which  the  rights  of 
property  originate,  is  an  insuperable  obstacle  to  a  uniformity  of  interests. 
The  protection  of  these  faculties  is  the  first  object  of  Government."  ^^ 

No  court  and  no  Congress  has  ever  questioned  the  principles  of  this  Gov- 
ernment under  which  it  becomes  not  merely  the  right  but  the  duty  of  every 
citizen,  by  himself  or  in  association  ^vith  others  or  through  an  agent,  to 
express  his  interest  in,  to  acquire  knowledge  of,  and  to  support  or  oppose  any 
proposals  under  legislative  consideration.  If  a  lawyer  or  a  layman  is  con- 
cerned with  the  particular  application  of  a  rule  of  law  to  a  set  of  facts  pend- 
ing before  a  court  for  decision,  he  is  doubly  interested  in  the  exercise  of  the 
power  or  policy  to  be  expressed  in  a  proposed  statute  under  which  he  must 
live,  which  is  to  permanently  restrict  and  control  his  conduct,  by  which  his 
rights  of  person  and  property  are  to  be  measured  and  protected,  or  which 
proposes  to  impair  or  withdraw  any  remedy  for  violation  of  these  rights. 

It  is  recognized  that  such  rights  are  not  absolute  but  may  be  subjected  to 
rational  regulation  in  the  public  interest.  But,  as  was  remarked  by  the 
Supreme  Court  in  the  Cruikshank  case: 

"The  right  to  petition  Congress  ...  for  anything  connected  with  the 
jx)wers  of  the  duties  of  the  National  Government  is  an  attribute  of  national 
citizenship,  and  as  such  under  the  protection  of  and  guaranteed  by  the 
United  States."  " 

The  equal  right  to  appeal  to  the  judgment  of  fellow  citizens  with  respect 
to  any  proposal  of  public  policy  is  not  only  fully  recognized  as  a  fundamental 
right  but  the  only  means  through  which  the  merits  and  demerits  of  such 
measures  may  be  brought  to  the  attention  of  the  citizen  and  by  which 
popular  government  may  be  made  workable. 

1^  Cooley,  Constitutional  Limitations,  7th  Ed.,  p.  603.       ^^  The  Federalist,  X. 

17  The  Federalist,  LVI.  19  U.S.  v.  Cruikshank,  92  U.S. 
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Not  a  phrase  nor  a  sentence  throughout  the  monograph  recognizes  the 
existence  or  the  importance  of  these  rights,  but  on  the  contrary  it  decries  and 
belittles  their  exercise  by  what  the  author  is  pleased  to  call  "business,"  a 
vague  phrase  which  he  undertakes  by  continuing  suggestion  to  confine  to 
"great  corporations"  or  the  N.A.M.  Or  he  suggests  that  "Wall  Street"  and 
"industrial  management"  are  phrases  which  while  not  "precise"  "correspond 
to  an  extent  to  the  membership  ...  of  the  N.A.M."  -°  A  brief  inquiry 
would  have  informed  him  that  a  large  majority  of  its  members  was  com- 
posed of  middle-size  manufacturers  and  small  companies  in  four  fifths  of  the 
states  of  the  Union.  There  are  specific  sneers  at  any  devotion  to  "private 
enterprise,"  at  any  reference  to  the  defense  of  "individual  rights"  or  "indi- 
vidual initiative,"  with  the  implication  that  these  are  the  hypocritical  pre- 
tenses of  powerful  groups."^  Sincerity  and  good  intentions  are  the  exclusive 
possessions  of  such  as  the  author,  those  who  share  his  ideas,  the  seekers  for 
centrahzation  and  authority  in  Government. 

Francis  Bacon  noted  long  ago  the  "Idols"  which  symbolized  the  special 
prejudices  that  afTected  the  minds  of  men  in  the  consideration  of  any  given 
subject:  Idols  of  the  Cave,  of  the  Academy,  of  the  Market  Place.  These 
represented  the  influence  of  birth,  environment,  education,  special  experi- 
ences, and  particularly  the  current  opinions  of  the  hour,  which  destroyed  the 
impartiality  of  the  inquiring  mind.  These  defects,  which  reach  the  point 
of  bigotry,  color  both  the  approach  to  and  the  examination  of  both  charges 
and  data  in  this  monograph.  They  stick  to  the  presentation  and  conclusions 
of  the  writer  as  do  burrs  to  a  beggar's  rags. 

The  preliminary  approach  creates,  through  the  implications  and  insinua- 
tions hitherto  noted,  a  coloration  that  spreads  over  the  whole  survey  of  the 
field  examined.  Its  effect  is  to  "poison  the  wells"  of  information  so  that 
nothing  can  be  drawn  from  them  without  tainting  the  judgment  of  the 
reader.  The  approach  to  specific  charges  and  criticisms  is  preceded  by  a 
series  of  invidious  assertions  of  relationship  between  the  forms  of  business 
under  assault  and  groups  of  citizens  as  well  as  institutions. 

Thus  it  is  suggested  that  the  American  Bar  is  a  "special  pleader"  for  what 
is  tortuously  insinuated  to  be  nefarious  business.^^  The  devotion  of  the 
.         .        ^  Bar  to  the  Constitution,  its  belief  in  judicial  review  as 

.  ,    n  a  protector  of  rights,  its  endeavor  to  instill  respect  for 

y  these  institutions  among  the  people,  its  defense  of  an 

-    ,.   ...  independent   judiciary,   its  opposition   to  the  notorious 

endeavor  to  pack  the  Supreme  Court,  and  even  its  cir- 
culation of  a  vest-pocket  edition  of  the  Declaration  of  Independence  are 
called  evidence  of  the  Bar's  philosophy  and  of  "methods  employed  by  the 
Bar  Association  and  its  state  and  local  affiliates  to  impress  its  views  upon 
the  country  as  a  "special  pleader"  for  American  "business."  "^     There  is  a 

20  Monograph  No.  26,  p.  69.  22  /^/^_^  pp_  37.40. 

21  Ibid.,  p.  9.  23  /^/^.^  pp.  39.40. 
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cynical  reference  to  the  Association's  recognition  of  a  "duty  to  watch  care- 
fully the  tendency  of  public  opinion  and,  where  the  trend  is  inimical  to 
the  welfare  of  the  nation  or  a  detriment  to  society,  to  direct  the  attention 
of  our  people  to  it."  '*  The  Bar  Association's  opposition  to  the  President's 
Court  reorganization  plan  of  1937  is  referred  to  in  a  manner  to  indicate  that 
this  opposition  was  a  justifiable  subject  for  criticism."^ 

Two  activities  of  the  Bar  are  picked  out  as  manifest  evidence  of  tend- 
encies to  limit  the  increasing  power  of  Government  on  one  hand  and  to 
insidiously  establish  and  reinforce  an  improper  power  for  corporations  upon 
the  other.  The  suggestion  at  all  times  is  that  these  are  activities  which 
make  the  Bar  a  prejudiced  and  dangerous  ally  of  "business,"  seeking  an 
improper  influence  and  control  over  Government.     Thus  it  is  said: 

1.  "The  legal  profession,  at  the  bidding  of  business,"  has  got  the  courts  "to 
accept  the  contention  that  the  corporation  possesses  a  personality  separate 
from  those  of  the  individuals  acting  for  it.  And  by  getting  them  also  to 
extend  the  operation  of  the  Fifth  and  Fourteenth  Amendments  to  those 
corporate  personalities,  lawyers  have  remade  Constitutional  guarantees  in 
the  image  of  business."  ^*^ 

2.  The  author  presents  as  a  form  of  "lobbying"  and  ascribes  to  "pressure 
groups"  not  only  the  endeavor  to  maintain  the  judicial  review  of  admin- 
istrative acts  by  bureaus,  boards,  and  commissions,  but  ascribes  to  industrial 
groups  what  is  intimated  to  be  improper,  the  obtaining  or  defense  of 
judicial  review  by  the  federal  courts  in  defense  of  individual  rights  under 
the  Constitution."'  "These  activities,"  says  the  author,  "go  under  the 
more  dignified  title  of  litigation,  of  seeking  an  interpretation  of  the  Con- 
stitution. .  .  .  But  they  amount  to  pressure   just  the  same."  ^^ 

As   to   the   first   charge   the   author   plainly   lacks   historical   knowledge. 

There  is  nothing  novel  in  the  recognition  of  the  corporation  as  possessing 

a  personality  separate  from  the  individuals  composing  . 

it.    That  is  as  old  as  the  Roman  law,  where  the  collec-  ^  ,. 

V     r  29    T   •  •     J   u        u  Corporations 

tive  personality  hrst  appears.      It  is  recognized  through-  ,,p      f,  ™'»9 

out  the  developmental  period  of  the  English  common 

law,^°    It  was  defined  as  described  by  Marshall  in  McCulloch  v.  Maryland.^^ 

But  the  word  "person,"  in  asserting  a  right  and  protecting  a  possession, 

gained  its  first  recognition  in  the  United  States  when  the  word  "person" 

was  placed  in  the  Treaty  of  Peace  between  the  United  States  and  Great 

Britain  that  concluded  the  Revolutionary  War.    A  British  corporation  whose 

24  Ibid.,  p.  40. 

25  Ibid.,  p.  40. 

26  Ibid.,  p.  9. 

27  Ibid.,  p.  76. 

28  Ibid.,   p.   73. 

29  Pollock  and  Maitlands,  History  of  English  Law,  pp.  486-7,  489,  491. 

^0  Blackstone's  Commentaries,  Vol.  1,  4th  Ed.,  pp.  469-71;  Kent's  Commentaries,  2nd  Ed., 
pp.  268-9;  Pinckncy's  argument,  McCtdloch  v.  Maryland,  4  Wheat.,  pp.  383-4;  I  Minor  Inst., 
4th  Ed.,  p.  530;  U.S.  v.  A772edy,  11  Wheat.,  p.  392. 

^'^  McCtdloch  V.  Maryland,  4  Wheat.;  Paul  v.  Virginia,  8  Wall.  168. 
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property  had  been  confiscated  by  the  State  of  New  Hampshire  claimed  the 
same  rights  as  a  natural  person  under  this  treaty.  Washington's  nephew, 
Justice  Washington,  writing  the  opinion  for  a  unanimous  Supreme  Court, 
declared  that  when  the  treaty  said  no  person  shall  suffer  future  losses  or 
damage  "either  in  his  person,  liberty,  or  property"  because  of  any  part  taken 
in  the  Revolutionary  War,  the  word  "person"  plainly  included  a  corpora- 
tion. The  "civil  rights"  of  both  the  corporation  and  the  natural  person  "are 
the  same."  ^"  This  decision  was  made  in  1823;  and  the  treaty  to  which 
it  referred,  in  1794.  Thus,  long  before  the  "pressure  groups"  had  risen  in  the 
field  of  the  author's  imagination,  the  highest  Court  of  the  young  nation  had 
recognized  the  civil  rights  of  the  corporate  personality  as  distinguished  from 
those  of  individuals  and  had  asserted  them  forty-odd  years  before  the  Four- 
teenth Amendment. 

The  antiquity  and  universal  recognition  of  the  distinction  between  the  cor- 
porate personality  and  its  constituent  individuals  is  notably  illustrated  in  a 
decision  by  the  Supreme  Court  of  Virginia  distinguishing  between  a  restric- 
tion upon  the  sale  of  property  to  persons  of  African  descent  and  sustaining 
the  sale  to  a  corporation  composed  of  colored  persons.^' 

In  the  second  instance  the  author  frankly  criticizes  the  power  of  a  court 

to  review  the  validity  of  an  act  of  Congress.^*    Yet  under  our  system  a  lim- 

_    X   J-  •  1  ited  written  Constitution  defines  the  powers  of  the  peo- 

Is  Judicial  ,  •         u    u 

P      .  pies  agents.    When  any  question  arises  whether  or  not 

T  o  any  of  their  agents  has  exceeded  his  authority  and  tres- 

Improper?  '  t-uu  i  uj 

passed  upon  their  right,  the  people  may  have  it  deter- 
mined by  the  instrument  which  they  have  provided,  in  this  instance  the 
judiciary.  That  is  the  American  conception  of  the  means  of  preserving 
the  liberty  of  the  citizen  whether  he  acts  in  his  individual  or  collective 
capacity;  that  way  he  protects  his  rights  of  person  or  property.  In  the 
monograph  there  is  retreat  here  and  there  from  the  implied  attack  upon 
this  principle  but  always  covered  by  the  suggestion  that  somebody  inspires 
somebody  else  to  seek  judicial  review.  The  author  overlooks  the  fact  that 
the  Government  in  numerous  cases  is  the  appellant  seeking  to  assert  its 
authority  over  the  citizen  who  is  forced  by  the  Government's  act  either  to 
acquiesce  in  an  exercise  of  power  which  he  questions  or  to  surrender  his 
rights  to  a  myriad  of  statutes  and  administrative  authorities. 

Not  only  does  judicial  review  test  the  validity  of  legislation,  but  it  is  the 
only  means  by  which  the  arbitrary  action  of  officials  can  be  held  within  the 
limits  of  their  authority  and  interpretation  obtained  as  to  the  nature  and 
extent  of  that  authority.  This  is  a  matter  of  vital  importance  in  a  cobweb 
of  law,  operating  upon  an  interdependent  and  complex  economy.  Only 
those  who  doubt,  the  validity  of  their  official  acts  fear  judicial  review.    Only 

^-  Society  for  the  Propagation  of  the  Gospel  in  Foreign  Parts  v.  Tou/n  of  New  Haven,  8 
Wheat,  464,  Fifth  Law  Ed.  663  (l«2i). 

^^  People's  Pleasure  Park,  v.  Rohleder,  109  Virginia  439. 

^*  Monograph  No.  26,  p.  74.  The  Supreme  Court  determines  in  its  discretion  whether  a 
particular  issue  deserves  review. 
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those  who  are  interested  in  enhirging  the  power  of  (lovernment  and  weak- 
ening the  rights  and  freedom  of  action  of  the  individual  are  irritated  by 
the  operation  of  the  judicial  process.  Far  from  being  a  cause  for  criticism, 
the  clarification  of  law  by  rational  litigation  should  be  a  cause  for  congratu- 
lation. 
The  author's  final  shot  is  found  in  the  astonishing  statement: 

There  is  solid  ground  for  believing  that  in  the  framing  of  many  of  the 
first-rate  questions  which  ultimately  come  to  the  Supreme  Court  for  decision 
citizen  groups  play  an  important,  if  not  a  vital  part.^' 

Why  not.? 

Gross  misiniderstanding  or  misrepresentation  of  a  Supreme  Court  de- 
cision appears  in  the  following  statement,  as  the  ordinary  reader  might 
interpret  it: 

When  the  Supreme  Court  decided  in  1936  that  Congress  did  not  have  the 
power  to  deal  with  economic  problems  as  it  had  attempted  to  do  in  the  1933 
A.A.A.,  it  ruled  on  a  matter  in  which  many  citizen  groups  had  filed  briefs  as 
friends  of  the  Court. 

The  reference  is  to  the  celebrated  case  of  US.  v.  Butler  (297  U.S.  1). 
Certainly  the  language  of  the  monograph  is  ambiguous.  It  is  clear  that 
the  Supreme  Court  did  not  then  nor  at  any  time  in  its  history  declare  "that 
Congress  did  not  have  the  power  to  deal  with  economic  problems."  Con- 
gress deals  with  economic  problems.  What  else  are  the  tariflf,  taxation,  price 
fixing,  the  regulation  of  commerce  in  many  of  its  forms.?  What  the  Court 
did  decide  in  the  Butler  case  was  that  under  the  guise  of  taxation  Congress 
was  undertaking  to  regulate  local  agricultural  production  in  the  respective 
States,  which  it  was  prohibited  from  doing  by  the  Tenth  Amendment. 

Having  sought  to  arouse  suspicion  and  prejudice  by  presenting  the  normal 

operation  of  citizen  groups  under  popular  government  as  a  thing  to  be 

feared  and  criticized,  rather  than  as  the  normal  action  NAM       H 

of  free  men  under  representative  institutions,  the  author  -    ,     t  •  1 

singles  out  the  National  Association  of  Manufacturers  -.  ,   .. 

c  T  1   .  1       iwr      1     •  I  -1  Relations 

tor  specific  attack  because  it  has  difiered  with  organized 

labor  groups  over  legislation  governing  what  the  author  terms  "industrial 
relations,"  by  which  he  obviously  means  employment  relations. 

The  major  criticism  is  that  the  Association,  its  members,  and  sympathetic 
organizations  have  supported  the  "open  shop"  and  opposed  the  "closed 
shop."  "A  necessary  corollary,"  says  the  author,  "is  opposition  to  organized 
labor  and  particularly  to  its  political  activity." ""  It  is  implied  that  this  is 
a  mortal  oiTense,  since  it  is  "labor  and  Government"  that  are  seeking  legis- 
lation and  so  opposition  is  unjustified  obstruction  of  improvement  in  social 
relations  and  public  welfare. 

^^Ibid.,  p.  79.  ^^Ibid..  p.  81. 
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While  the  author's  account  of  the  membership  and  its  employing  capacity 

is  fairly  accurate,  his  account  of  its  origin,  development,  and  relation  to 

->  •     *•  other  organizations  is  erroneous.    He  reflects  the  errors, 

Organization  .         ^         .  . ' 

ftVi    NAM  misrepresentations,  and  prejudice  of  the  source  of  his 

information,  Senate  Report  No.  6,  76th  Congress,  First 
Session.  That  was  the  inquiry  and  findings  of  a  committee  of  two,  a  Sen- 
ator from  Utah  and  a  Senator  from  Wisconsin,  commonly  known  as  the 
Civil  Liberties  Committee.  Although  ostensibly  the  work  of  the  Committee 
on  Education  and  Labor,  the  inquiry  was  conducted  entirely  by  the  two 
Senators,  the  Report  was  signed  only  by  them,  and  the  bill  which  followed 
the  inquiry  bore  both  their  names.  But  the  Senate  appraised  it  with  such 
accuracy  that  it  never  received  serious  consideration. 

The  N.A.M.  was  not  organized,  as  the  author  suggests,  "at  the  instiga- 
tion of  some  manufacturers  in  Ohio."  ^^  It  was  stimulated  by  the  circum- 
stances of  the  depression  of  1893,  urged  by  a  noted  Southern  editor,  and 
encouraged  by  the  then  Governor  of  Ohio,  William  McKinley,  who  ad- 
dressed the  organization  meeting. 

The  author  comments  upon  the  fact  that  the  organization  did  not  express 
itself  on  the  subject  of  labor  relations  until  1903,  when  it  committed,  to  his 
NAM  and  mind,  the  offense  of  supporting  the  open-shop  principle 

Emt)lovment  ^"  ^  declaration  at  New  Orleans.^®    With  a  better  his- 

■p  ,   . .  torical  background  the  author  would  have  noted  that 

during  1902  the  attention  of  the  country  was  focused 
upon  the  anthracite  coal  strike  of  that  year,  which  led  to  the  creation  of  a 
notable  commission  by  President  Theodore  Roosevelt.  Its  findings  were 
submitted  to  President  Roosevelt  March  18,  1903,  and  became  a  subject  for 
national  attention.  President  Gompers  of  the  A.F.  of  L.  said  in  the  May, 
1903,  American  Federationist  that  "of  course,  the  Commission  severely  and 
justifiably  criticises  any  lawlessness  and  violence,  no  matter  by  whom  com- 
mitted .  .  .  and  with  equal  force,  denounces  discrimination  and  black- 
listing." 

The  third  paragraph  of  the  New  Orleans  declaration  of  the  N.A.M.  is 
in  the  identical  language  of  the  award  of  the  Anthracite  Coal  Commission, 
which  became  the  basis  shortly  thereafter  of  President  Roosevelt's  refusal 
to  discriminate  between  union  and  non-union  men  in  the  employ  of  the 
United  States.^^    The  Association's  error  in  the  position  which  it  took  then 

3^  Monograph  No.  26,  p.  82. 

38  Ibid.,  p.  83. 

39  Report  to  the  President  of  the  Anthracite  Coal  Strike  Commission  of  May-October,  1903 
(Government  Printing  Office),  Award  IX,  p.  79.  "As  fair  minded  and  distinguished  a  body 
of  men  as  ever  passed  judgment  on  an  industrial  question."  (Theodore  Roosevelt,  October  21, 
1908.)  See  also  letter  of  Theodore  Roosevelt  to  Executive  Committee,  A.F.  of  L.,  September 
29,  1903.  And  Wm.  G.  McAdoo's  order  as  Director  General  of  Railroads  under  government 
control  (1917)  provided:  "No  discrimination  will  be  made  in  the  employment,  retention,  or 
condition  of  employment  of  employees  because  of  membership  or  non-membership  in  labor 
organizations." 


ECONOMIC  POWER  AND  POLITICAL  PRESSURES      3  89 

was  to  follow  the  policy  of  the  President  of  the  United  States  and  the  Dec- 
laration of  the  notable  public  Commission  that  dealt  with  labor  problems 
in  the  United  States. 

Neither  in  1903,  nor  throughout  its  history,  has  the  Association,  as  the 
writer  charges,  challenged  the  right  of  labor  either  to  organize  or  to  engage 
in  collective  bargaining. 

The  writer  further  points  out  that,  "while  supporting  workmen's  com- 
pensation legislation,  industrial  and  vocational  education,  merchant  marine 
legislation,  and  the  creation  of  a  tariff  commission,  the  N.A.M.  opposed 
legislation  permitting  the  unionization  of  government  employees.  It  also 
opposed  restriction  of  transportation  in  interstate  commerce  of  articles  pro- 
duced by  child  labor."  *° 

The  position  of  the  Association  respecting  government  employees  was 
that  which  the  Congress  adopted  prohibiting  the  organization  of  the  police 
or  firemen  of  the  District  of  Columbia  and  their  affiliation  with  any  organi- 
zation which  engaged  in  strikes.*^  It  is  also  the  position  of  the  President 
of  the  United  States,  who  declared  in  September,  1937,  addressing  the  Na- 
tional Federation  of  Federal  Employees: 

"All  Government  employees  should  realize  that  the  process  of  collective 
bargaining  as  we  understand  it  cannot  be  transplanted  into  the  public 
service."  He  furthermore  pointed  out:  "A  strike  of  public  employees  mani- 
fests nothing  less  than  an  intent  on  their  part  to  prevent  or  obstruct  the 
operations  of  Government  until  their  demands  are  satisfied." 

The  implied  charge  of  opposition  to  regulation  of  child  labor  was  predi- 
cated, not  upon  disagreement  with  its  regulation  by  the  States,  for  in  prac- 
tice child  labor  was  condemned  by  the  Association,  but  NAM  and 
upon  belief  that  a  vital  principle  of  Government  was  at  Child  Labor 
stake,  the  regulation  of  production  by  the  Federal  Gov- 
ernment under  the  guise  of  regulating  commerce.  This  was  the  position 
of  the  Supreme  Court  of  the  United  States  in  two  famous  cases,  remaining 
unchanged  until  recently.*'  Had  the  author  been  an  investigator  rather 
than  a  critic,  he  would  have  noted  that  the  President  of  the  Association, 
Mr.  William  Warner,  supported  the  exclusion  from  commerce  of  products 
of  child  labor  which  had  been  manufactured  in  violation  of  the  law  of  their 
state,  with  the  further  provision  that  the  instrumentalities  of  commerce 
should  not  be  employed  to  introduce  the  products  of  child  labor  into  any 
state  in  violation  of  its  law.  That  was  the  position  of  the  Association  four 
years  before  the  critic  wrote  his  monograph.*^ 

40  Monograph  No.  26,  p.  84. 

*1D.  C.  Police  Code,  Title  20,  Sec.  476.,  31  Stat.  819  (1901). 

D.  C.  Code,  Title  20,  Sec.  557,  34  Stat.  315  (1906). 
*^  Hammer  v.  Dagenhart,  247  U.S.  251;  Bailey  v.  Drexel  Ftirnittire  Co.,  259  U.S.  20. 
43  Hearings,  Senate  Committee  on  Interstate  Commerce,  75th  Congress,  First  Session,  p.  150, 
May  20,  1937. 


390     FACT  AND  FANCY  IN  THE  T.N.E.C.  MONOGRAPHS 

Nor  does  the  monograph  note  that  the  Association  pioneered  in  the 
radical  change  from  employers'  liability  to  workmen's  compensation."** 
Moreover,  in  the  final  report  by  the  Commission  on  Industrial  Relations, 
established  by  President  Wilson,  Professor  John  R.  Commons,  elaborating 
on  the  necessary  development  of  accident  prevention,  characterized  the  Na- 
tional Association  of  Manufacturers,  the  National  Founders  Association, 
and  the  National  Metal  Trades  Association  as  among  the  "great  private 
associations  which  have  sprung  up  and  are  doing  as  much  or  more  for 
safety  than  all  the  State  and  Federal  Governments  combined."  *^ 

To  further  create  prejudice,  and  to  emphasize  not  merely  the  public  atti- 
tude of  the  N.A.M.  but  the  impropriety  of  the  acts  of  its  agents,  reference 
is  made  to  an  inquiry  by  a  Committee  of  the  House  and  Senate  into  charges 
made  by  a  discharged  employee  of  the  Association,  who  was  paid  a  large 
sum  by  a  newspaper  for  his  alleged  revelations.  Among  these,  says  the 
author,  was  the  charge  that  "a  page  of  the  House  of  Representatives  was 
put  on  the  pay  roll  of  the  N.A.M.  with  knowledge  and  consent  of  its 
counsel  in  order  to  obtain  legislative  information."  Such  a  statement  was 
part  of  the  newspaper  story,  but  the  man  who  made  it  denied  his  own  state- 
ment under  oath  before  the  Congressional  Committee.  It  was  likewise 
denied  by  the  person  whom  he  described  as  a  page,  but  who  was  in  fact 
an  elevator  operator,  and  who  testified  that  he  had  been  asked  to  make  such 
a  statement  and  refused.  It  was  denied  by  counsel,  and  the  Congressional 
Committee  gave  it  no  credence.**^ 

The  National  Industrial  Council,  a  federation  of  associations  of  man- 
ufacturers,  is  presented  as  a  creature  and   satellite  of  the  National  Asso- 

_,  .   ,.         „  ciation   of   Manufacturers,   whereas   it   has   been   at   all 

Relation  of  i   ■  •    i         i  r 

w  A  M  t    ntVi  times    and   is   an   independent   group   or   organizations 

^      '    ."     ..  co-operating   in    matters   of   common    interest,   entirely 

Organizations  ,^,^  iru-  cc  ■  ^        j  u 

under  the  control  or  their  own  omcials  and  members. 

The  N.A.M.  has  no  authority  over  them,  and  only  such  leadership  as  arises 

out  of  the  fact  that  the  N.A.M.  is  a  source  of  accurate  information  with 

respect  to  matters  of  common  interest. 

Neither  did  the  N.A.M.,  as  is  stated,  organize  the  National  Industrial 
Conference  Board.*'  Some  of  its  members  and  officers  participated  in  its 
organization  and  supported  its  development;  but  it  has  been  at  all  times 
an  independent  fact-finding  body  over  which  the  N.A.M.  has  no  influence 
other  than  as  one  of  the  many  organizations  which  are  constituent  members. 

The  Association  also  sponsored,  it  is  said,  the  organization  of  the  United 
States  Chamber  of  Commerce,  "thus  completing  the  organization  of  busi- 

**  N.A.M.  Annual  Proceedings,  1909.  "Accident  Prevention  and  Relief,"  F.  C.  Schvvedtman 
and  James  A.  Emery,  Report  and  Recommendations  to  N.A.M.   (1911). 

*^  Report  to  President  of  Commission  on  Industrial  Relations,  Vol.   1,  p.   176   (1916). 

*'5  Monograph  No.  26,  p.  84.  House  Lobby  Investigation,  Vol.  1,  pp.  408-9,  416-17:  Vol. 
2,  p.  1010;  Vol.  3,  pp.  2320,  2351-52. 

*"  Monograph  No.  26,  p.  85. 
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iiess  interests."  The  critic  proceeds  from  gratuitous  assumptions  to  pre- 
conceived conclusions  by  accepting  the  tortured  lindings  of  the  Thomas- 
LaFollette  Committee,  in  complete  disregard  of  the  original  sources  of  in- 
formation. The  Chamber  was  formed  by  businessmen  from  many  business 
organizations;  among  them  were  delegates  from  the  N.A.M.,  which  for 
many  years  was  a  member  of  the  Chamber.  It  is  thus  that  a  natural  rela- 
tionship is  exaggerated  into  the  aspects  of  a  nefarious  conspiracy.  That  is 
equally  true  of  what  is  described  as  the  Association's  relationship  to  a  "Spe- 
cial Conference  Committee  of  New  York,"  *®  a  group  having  no  official 
relation  to  the  N.A.M.  but  concerning  itself  primarily  with  personnel  prob- 
lems. The  truth  is  the  N.A.M.  did  not  participate  in  the  organization  of 
the  Special  Conference  Committee,  has  never  contributed  financially  to  it, 
and  has  never  participated  in  its  management;  perhaps  five  times  in  the  last 
fifteen  years  an  N.A.M.  representative  has  been  asked  to  address  the  Con- 
ference, 

The  author  of  the  monograph  declares:  "For  over  fifty  years  the  Asso- 
ciation has  followed  a  policy  of  legislative  lobbying"  where  it  has  come  into 
conflict  over  the  employer-employee  relationship  as  it  Otrnnsitinn  to 

is  to  be  affected  by  legislation.     At  no  time  or  place  -    , 

does  the  author  analyze  the  character  of  the  legislative  -      •it* 

proposals  involved,  with  the  principles  of  law  or  social 
policy  or  the  reasons  that  impelled  advocacy  or  opposition.    There  are  expo- 
sitions of  "labor's  philosophy,"  but  no  attempt  to  analyze  what  is  involved. 

It  is  said  that  the  Association  or  its  counsel  opposed  bills  exempting  labor 
unions  from  the  operation  of  the  Antitrust  Act  or  measures  restricting  the 
issuance  of  injunctions  in  labor  disputes;  ^°  that  the  National  Industrial  Re- 
covery Act  was  criticized  and  opposed;  that  7(a)  was  attacked  on  the 
grounds  that  it  tended  to  identify  collective  bargaining  with  trade  unionism; 
that  after  its  enactment  the  Labor  Board  set  up  under  it  was  opposed  and 
given  "the  coup  de  grace"  by  one  who  was  a  member  of  the  N.A.M.;  and 
finally,  that  the  National  Labor  Relations  Act  was  opposed  as  a  bill  and 
its  amendment  sought  thereafter.''"  The  fact  that  an  investigating  com- 
mittee of  the  House  of  Representatives  urged  its  amendment  is  likewise 
suggested  as  a  proper  subject  for  critical  rebuke.^^  The  N.A.M.  is  especially 
stigmatized  for  support  of  the  Walter-Logan  bill,  criticizing  the  present  state 
of  administrative  law  and  providing  a  means  of  more  effective  control  over 
federal  bureaus,  boards,  and  commissions.^' 

The  author  of  the  monograph  is  entitled  to  his  own  views  about  the 
merits  of  the  various  proposals  for  public  policy  as  to  which  he  differs  from 
the  N.A.M.  But  it  is  unusual  to  find  an  author  presented  as  an  exceptional 
student  of  public  affairs  who  at  no  time  ofTers  any  analysis  of  the  policies 


*8//W.,  pp.  81,  106-107.  ^^Ibid..  pp.  105-106. 

49  Ibid.,  pp.  84,  96-97.  52  ji,ij^  pp,  193-194. 

'-'^Ihid.,  pp.  97,  100,  103. 


392     FACT  AND  FANCY  IN  THE  T.N.E.C.  MONOGRAPHS 

he  supports  by  title  and  gives  little  evidence  of  acquaintance,  much  less 
familiarity  with  them. 

It  will  be  found  on  brief  examination  that  the  position  taken  by  a  rep- 
resentative association  of  manufacturers  was  neither  selfish  nor  narrow 
nor  exceptional,  but,  on  the  contrary,  was  supported  by  considerations  of 
sound  social  policy  and  fundamental  principles  of  both  government  and 
law.  Nor  were  the  views  of  the  Association  unique.  On  the  contrary,  they 
were  shared  by  great  bodies  of  the  public.  While  the  author  in  one  breath 
complains  of  the  invisibility  of  the  effort  of  the  organization,  with  another 
breath  he  stigmatizes  the  effectiveness  of  its  public  appeal.^^  Certainly 
nothing  is  clearer  than  the  Association's  constant  effort  to  present  its  views 
on  public  questions  in  every  form  in  which  they  could  be  discussed.  If  its 
views  were  not  identified  it  was  never  because  they  were  not  marked  with 
their  authorship. 

The  Association  opposed  the  exception  of  labor  organizations  from  the 
general  operation  of  the  Antitrust  Act.  It  was  convinced  that  all  combi- 
TVip  ^hprmnTi  nations  ought  to  look  alike  to  the  law,  that  growing 

Antitrust  Art  power  should  be  accompanied  by  corresponding  respon- 

sibility for  its  use,  and  that  direct  and  substantial  re- 
straints of  trade  should  be  equally  unlawful  whatever  their  source.  This 
was  the  view  of  the  Congress  which  wrote  the  law,^*  the  Judiciary  Com- 
mittee of  the  Senate  which  had  the  most  to  do  with  it,^^  and  the  courts 
which  reviewed  it,  not  once  but  many  times.^*^  The  most  representative 
members  of  Congress  rejected  every  effort  to  except  any  group  from  its 
operations  and  to  make  it  unlawful  and  criminal  for  one  group  of  citizens 
to  do  that  which  remained  lawful  and  right  when  done  by  others  in  like 
circumstances.^'  That  view  was  not  peculiar  to  manufacturers.  For  thirty 
years  it  represented  the  attitude  of  mind  of  the  great  body  of  the  American 
people,  and  there  is  ample  evidence  that  it  is  the  popular  opinion  today. 

Opposition  to  restrictions  in  the  issuance  of  injunctions  in  labor  disputes 
arose  not  only  from  the  principles  of  law  involved  but  also  from  the  facts 

53  Monograph  No.  26,  pp.  19,  85,  95,  107. 

^*  Congressional  Record,  March  25-27.  Discussion  by  Senator  Edmunds,  Chairman,  Judiciary 
Committee.  Amendment  excepting  labor  and  farmers  abandoned.  Senator  Edmunds'  state- 
ment as  Chairman,  Judiciary  Committee,  that  Sherman  Act  intended  "to  cover  every  form 
of  combination  whether  'capital'  or  'labor'  through  the  form  of  boycotting  organizations  that 
say  a  man  shall  not  earn  his  bread  unless  he  joins  this  or  that  society."  {Chicago  Inter-Ocean, 
November  21,   1892.     North  American  Rerietc,  December,   1911.) 

55  Chairman's  statement  above.  Senator  Hoar,  member  of  the  Judiciary  Committee  which 
drafted  the  Sherman  Act,  and  Chairman  of  such  Committee,  when  he  rejected  amendment 
to  exempt  labor  organizations.  (Congressional  Record,  p.  2728,  February  21,  1901.)  See  also 
H.R.  Report  No.  627,  63rd  Congress,  Second  Session,  pp.  33-36.  Senate  Report  No.  698, 
63rd  Congress,  Second  Session,  pp.  29-31. 

^^  Loewe  v.  Lawlor,  208  U.S.  274;   Duplex  Printing  Press  v.  Deering,  254  U.S.   443. 

5^  Senator  Borah,  Congressional  Record,  July   12,   1914. 

"A  bad  act  is  no  worse,  as  it  is  no  better,  because  it  has  been  done  by  a  labor  union,  and 
not  by  a  partnership  or  a  business  corporation." — Louis  Brandeis,  Business — A  Profession,  revised 
edition,  1933. 
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.    ..  T    •  that  intimidation  and  coercion  became  and  are  recog- 

Antl-Injunc-  uirr-  uj  ir  J 

T      •  T  X-  nized  methods  or  entorcmg;  the  demands  or  organized 

tion  Legislation      ,,  ,,        ,       .,      ^,.  ,.,  ir 

labor  and  that  the  violence  which  is  the  outgrowth  or 

that  condition  is  often  indifferently  poHced.  This  condition  is  so  common- 
place that  it  requires  no  argument/'*^ 

The  proposals  made  in  this  field  not  only  withdrew  from  the  Govern- 
ment the  power  to  employ  the  preventive  remedies  of  the  courts  for  the  pro- 
tection of  the  public  interest,  but  even  sought  to  introduce,  and  secure  rec- 
ognition for,  principles  as  destructive  of  the  personal  rights  of  the  worker 
as  of  the  employer. 

In  earlier  forms  the  proposed  remedial  measures  declared  that  the  right 
to  employ  or  be  employed  or  to  operate  any  form  of  business  was  not  to 
be  protected  as  either  a  personal  or  a  property  right.^^  One  of  the  oldest 
rights  in  the  world  is  that  of  a  man  to  dispose  of  his  own  labor  for  his  own 
support  or  that  of  those  dependent  upon  him,  and  to  engage  in  any  lawful 
pursuit  or  employment  for  self-support.  All  the  remedies  of  both  preven- 
tive or  compensatory  law  have  protected  that  right  among  free  peoples. 
Here  it  was  proposed  to  destroy  it  by  depriving  it  of  judicial  protection,  but 
only  in  a  labor  dispute.^"  One  group  of  laborers  were  undertaking  to  de- 
stroy in  others  the  right  they  sought  to  retain  for  themselves.  Thus  for 
obedience  to  the  order  of  a  court,  as  a  preserver  of  peace  and  an  appeal 
to  reason,  there  was  to  be  substituted  only  submission  to  force:  the  baton 
of  the  policemen  and  the  bayonet  of  the  soldier.  The  same  groups  who 
asserted  that  every  man  was  entitled  to  a  job  or  that  it  was  the  duty  of 
Government  to  provide  it  demanded  that  the  courts  of  the  Government 
should  be  denied  the  use  of  a  remedy  to  protect  the  right  to  work. 

Powerful  combinations,  asserting  the  intention  and  exercising  the  power 
to  interrupt  the  production  and  distribution  of  the  necessities  of  life  until 
their  demands  were  granted,  and  asserting  as  they  now  do  the  right  to  make 
membership  in  their  organizations  the  exclusive  condition  upon  which 
employment  may  be  had  or  permitted,  sought  and  seek  exception  from  the 
general  operation  of  the  law  or  the  application  of  its  remedies.®'^ 

^®  "The  cloak  of  respectability  and  partial  immunity  from  police  control  soon  extended  over 
a  much  wider  field  of  operations,  and  gunmen,  educated  to  protect  rum  running,  extended 
their  rackets  into  labor  controversies  so  that  the  free  bargaining  between  employer  and  em- 
ployees, sought  to  be  assured  by  recent  federal  legislation,  has  with  increasing  frequency  be- 
come a  conflict  between  the  employer,  denied  police  protection,  and  the  employee  represented, 
whether  he  wants  to  be  or  not,  by  determined  men  who  have  taken  force  into  their  own 
hands,  violently  destroying  property  and  intimidating  employer  and  employee  alike  as  they 
cruise  around  from  one  place  to  another  calling  themselves  the  shock  troops  in  the  labor 
war." — Newton  Baker,  Secretary  of  War  in  Wilson  Cabinet,  in  Atlantic  Motitlily,  December, 
1934. 

"We  must  protect  them  [trade  groups]  from  racketeers  who  invade  organizations  of  both 
employers  and  workers." — President  Roosevelt,  on  signing  the  NIRA,  June  16,  1933. 

59Pearre  bill,  H.R.  9460;  Wilson  bill,  H.R.  20584,  both  60th  Congress,  First  Session. 

"0  H.R.  23635,  62nd  Congress,  Second  Session.  Spelling  argument.  Senate  Judiciary  Com- 
mittee, August  13,  1912. 

«1S.  6900,  60th  Congress,  First  Session;  S.  6913,  idem. 
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The  endeavor  to  preserve  for  all  the  equal  protection  of  the  law  has 
represented  a  fundamental  principle  of  vital  importance  to  this  society.  It 
is  this  issue  imbedded  in  proposals  of  public  policy  that  has  excited  debate. 
Men  may  differ  in  the  application  of  these  fundamentals,  but  it  cannot  be 
a  ground  for  justifiably  criticizing  the  effort  to  subject  them  to  public 
consideration. 

In  publicly  protesting  subversive  attacks  upon  the  American  judicial 
system,  the  Association  was  following  the  warning  and  appeal  made  by 
a  coming  President  and  Chief  Justice  of  the  United  States,  William  Howard 
Taft,  who  declared,  at  the  annual  meeting  of  the  American  Bar  Association 
in  Detroit  in  1895: 

"It  will  not  be  surprising  if  the  storm  of  abuse  heaped  upon  the  Federal 
courts,  and  the  political  strength  of  Federal  groups  whose  plans  of  social 
reforms  have  met  obstructions  in  these  tribunals,  shall  lead  to  serious  efforts, 
through  legislation,  to  cut  down  their  jurisdiction  and  cripple  their  effi- 
ciency. If  this  comes,  then  the  responsibility  for  its  effects,  whether  good 
or  bad,  must  be  not  only  with  those  who  urge  the  change,  but  also  with 
those  who  do  not  strive  to  resist  its  coming." 

The  next  subject  the  N.A.M.  is  criticized  for  debating  is  the  proposed 
National  Industrial  Recovery  Act.  In  that  connection  it  is  worth  while 
„     .       ,  noting  from  contemporary  discussion  that  the  original 

_    ,     t  •  1  proposal  was  modified  by  its  proponents  in  many  re- 

T,  A   J.  spects   before   its   introduction   into   Congress.     It   was 

lv6C0VGrV  aCI 

then  subjected  to  legislative  modifications  by  both  House 
and  Senate  in  committee  and  on  the  floor.  It  was  not  therefore  sprung  hke 
Minerva  from  a  Jovian  brain  and  so  perfect  in  its  inspiration  as  to  be  beyond 
improvement.    At  least  its  authors  did  not  think  so.*'" 

The  critic  might  also  have  learned  by  semiserious  study  that  both  the 
President  and  the  Administration  committee  charged  by  him  with  fashion- 
ing the  measure  invited  the  criticism  of  an  N.A.M.  committee  under  the 
direction  of  President  Lund,  which  urged  amendments.  The  subject  was 
obviously  one  of  great  importance  to  the  industry  of  the  United  States. 

It  was  the  proposals  of  the  Association  thus  invited  which  were  pre- 
sented by  its  counsel  and  other  representatives  to  the  Senate  Finance  Com- 
mittee. Nor  did  its  counsel,  as  the  critic  says,  attack  Section  7  (a)  because 
of  the  "encouragement  it  would  give  to  the  organization  of  labor  unions," 
or  to  "collective  bargaining."  On  the  contrary,  the  amendments  proposed 
before  the  Committee  recognized  "the  right  to  organize  and  bargain  col- 
lectively in  any  form  mutually  satisfactory  (to  employer  and  employee) 
through  representatives  of  their  own  choosing."  *'^ 

62  Hearings,  S.  1712,  H.R.  5755.  The  NIRA  as  a  bill  before  Senate  Finance  Committee, 
May  29,  1933,  pp.  277,  282,  286,  287,  290. 

63  Hearings,  S.  1712,  H.R.  5755.  The  NIRA  as  a  bill  before  Senate  Finance  Committee, 
May  29,  1933,  p.  288. 
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The  critic  observes  that  this  was  an  argument  "in  favor  of  individual 
bargaining."  Senator  Wagner,  in  charge  of  the  bill,  did  not  share  the 
critic's  views  but  insisted  there  was  nothing  in  the  bill  "which  takes  away 
from  the  individual  the  right  to  bargain  with  his  employer."  *^* 

The  further  amendments  suggested,  all  of  which  were  specific  in  form, 
were  intended  to  clarify  the  meaning  of  the  bill;  and  to  enlarge  the  power 
of  the  President  to  protect  domestic  industry,  in  conformity  with  existing 
law,  by  extending  the  use  of  domestic  materials  in  public  contracts.  Both 
the  inquiries  of  Committee  members  during  the  hearings  and  the  amend- 
ments made  to  the  bill  indicate  an  approval  of  the  suggestions  made  which 
completely  answers  the  insinuations  of  the  monograph  critic. 

But  the  critic  continues  to  suggest  that  the  Association  undertook  to 
"nullify"  the  operation  of  the  Act.*'^  On  the  contrary,  it  assisted  its  mem- 
bers in  the  formulation  of  their  codes  and  in  their  endeavor  to  secure  work- 
ing interpretations  of  the  many  vague  provisions  of  the  Act  and  the  regu- 
lations made  under  it. 

Illustrating  the  endeavor  of  the  N.A.M.  to  assist  its  members  in  operating 
under  the  NIRA  we  list  the  following  Association  publications  in  1933: 

May  —"Trade  Associations  and  the  NIRA,"  including  suggestions  by 
John  C.  Gall  and  Noel  Sargent  of  the  N.A.M.  on  "How  to  Form 
a  Trade  Association." 

May      — "Model  Code  for  Self-Governing  Industries." 

June     —"Brief  Digest  of  NIRA." 

August — "Codes  of  Fair  Competition,"  including  an  analysis  of  twenty 
codes  and  a  "suggested  uniform  accounting  provision  for  codes," 

The  Association's  apprehensions  of  both  the  workability  and  validity  of 
the  NIRA  were  justified  by  the  Supreme  Court's  unanimous  opinion  that 
the  Act  was  invalid.*'"^  The  Court's  most  progressive  member  termed  it 
"delegation  run  riot."  *'^  In  the  Government's  argument  before  the  Court 
in  another  notable  case  the  confusion  surrounding  code  regulation  was  evi- 
denced by  the  Government's  inability  to  produce  an  original  copy  or  locate 
the  place  of  deposit  of  the  Code.  In  response  to  the  inquiries  of  Mr.  Jus- 
tice Brandeis,  it  was  said  that  the  only  official  copy  of  the  Code  which  the 
regulated  industry  had  seen  "was  in  the  pocket  of  a  government  investi- 
gator."   One  disputed  passage  was  ultimately  found  not  even  to  exist.®^ 

The  Association  is  further  criticized  because  one  of  its  members  refused 
to  recognize  the  jurisdiction  of  a  labor  board  created  under  the  Act  by 
Executive  Order.    The  United  States  District  Court,  not  Mr.  E.  T.  Weir, 

^*Ibid.,  p.  289. 

65  Monograph  No.  26,  p.  97. 

66  Schechter  v.  VS.,  295  U.S.  495. 

67  Idem,  Justice  Cardozo,  separate  opinion. 

68  Panama  Refining  Co.  v.  Ryan,  293  U.S.  388.  Argument  Supreme  Court,  December  10, 
II,  1934.     Ibid.     Statement  Chief  Justice,  293  U.S.  412. 
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as  is  said  by  the  critic,  dealt  "the  coup  de  grace."  The  Government  rec- 
ognized the  soundness  of  the  decision  by  refusing  to  take  an  appeal.  The 
monograph's  author  is  thus  reduced  to  the  futility  of  stigmatizing  the  Asso- 
ciation because  one  of  its  members  asserted  a  right  which  the  representatives 
of  the  Government  recognized  to  be  validly  exercised. 

"The  mind  of  a  bigot,"  said  the  Autocrat  of  the  Breakfast  Table,  "is  Hke 
the  pupil  of  the  eye;  the  more  light  you  throw  upon  it  the  more  it  contracts." 

It  is  upon  the  N.A.M.'s  criticism  of  the  original  Wagner  bill  and  its  at- 
tempts to  secure  amendment  to  the  subsequently  enacted  statute  that  the 

■KT  J.'       T  T    T-  monograph's  author  vents  his  chief  bitterness."^     The 

National  Labor       .    .    ^ .  ^    .      ,  , 

_  ,   ..         .    .  nitimation    is    that    opposition    to    the    measure    was 

Relations  Act  ,.        ,  ,  i-    ,       ,       1 1  , 

predicated  upon  a  blind  and  stubborn  opposition  to  the 

right  of  workers  to  organize  and  to  any  measure  that  undertook  the  pro- 
tection of  that  right.  The  possibility  that  the  authority  to  enact  the  bill  was 
open  to  doubt  or  that  the  bill  was  partial  or  biased  or  unfair  in  its  operat- 
ing effect  and  capable  of  improvement  by  amendment,  without  impairing 
its  fundamental  purposes,  apparently  never  crosses  the  critic's  mind. 

It  is  true  that  the  Association  opposed  the  bill  in  its  original  form,  as  did 
many  organizations  and  many  individual  workers.  The  press  criticized 
it  sharply;  so  did  commentators  of  notable  impartiality  and  progressive  repu- 
tations. Even  its  putative  author.  Senator  Wagner,  not  only  admitted  its 
imperfections  but  himself  withdrew  his  original  measure,  offered  a  substi- 
tute, and  agreed  with  counsel  for  the  N.A.M.  that  it  ought  to  have  a  major 
amendment  (which  however  he  afterward  refused  to  make  and  vigorously 
opposed) : 

"I  have  never  maintained  that  it  (the  Act)  was  perfect,  but,  on  the  con- 
trary, have  assumed  that  experience  would  point  a  way  to  betterment."  ^° 

The  original  bill,  S.  2926,  while  the  subject  of  public  hearings,  was  criti- 
cized by  counsel  of  the  N.A.M.  because  it  appUed  only  to  coercion  by  the 
employer  and  not  to  "coercion  from  any  source."  To  this  comment  Senator 
Wagner,  before  the  Committee  on  Education  and  Labor  conducting  the 
hearing,  responded: 

"Now,  I  think  the  Act  ought  to  be  amended  just  as  you  suggest;  that  is, 
intimidation,  when  it  comes  from  any  source,  either  a  trade  union,  or  a 
company  union,  or  an  employer,  ought  to  be  made  an  unfair  labor  practice, 
so  that  we  are  in  agreement  on  that."  ^^ 

Although  this  bill  was  abandoned  by  the  Senator  for  a  later  substitute, 
S.  1958,  it  was  denounced  as  a  "trap"  for  labor  by  Walter  Lippmann.    The 

69  Monograph  No.  26,  pp.  100-102-103. 

"^^  Text  of  Senator  Wagner's  replies  to  questions  on  New  Deal  policies  put  to  Senatorial 
candidates  by  the  New  Yor^  Times,  September  26,  1938. 

'^i  Senate  Committee  on  Education  and  Labor,  Hearings  on  S.  2926,  Original  Wagner  Bill, 
73rd  Congress,  Second  Session,  Part  2,  pp.  348,  also  366,  368. 
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President  o£  the  United  States,  in  appointing  a  board  for  the  adjustment  of 
the  automobile  strike,  sustained  the  major  criticism  against  the  bill  (which 
remains  uncorrected  in  the  Act)  when  he  said: 

"The  Government  makes  clear  that  it  favors  no  particular  union  or  par- 
ticular form  of  employee  organization  or  representation.  The  Government's 
only  duty  is  to  secure  absolute  and  uninfluenced  freedom  of  choice,  with- 
out coercion,  restraint,  or  intimidation  from  any  source." 

The  monograph's  author  might  have  considered  also  that  the  amendment 
principle  favored  by  the  N.A.M.  has  also  been  advocated  by  President 
Murray  of  the  C.I.O.  Long  before  the  Wagner  Act  was  passed,  he  said  a 
necessary  condition  of  peace  in  West  Virginia  was,  among  others, 

".  .  .  the  protection  of  unorganized  workers  against  intimidation  or  coer- 
cion by  members  of  the  United  Mine  Workers  of  America  or  any  other  labor 
organization."  (Hearings,  Education  and  Labor  Committee,  U.S.  Senate, 
Investigation  into  Labor  Conditions,  67th  Congress,  First  Session,  1921, 
p.  608.) 

The  Association  doubted  the  validity  of  the  bill  as  finally  drawn  and  was 
clearly  justified  in  presenting  that  view  in  the  then  state  of  the  law.  Sen- 
ator Borah,  generally  recognized  as  a  leading  authority  on  Constitutional 
law  in  the  Senate,  turned  to  Senator  Wagner  in  the  course  of  the  public 
hearings  with  the  following  comment,  which  indicated  clearly  his  view  on 
this  phase  of  the  law: 

"Here  is  a  man  working  in  an  industry  and  that  industry  may  ship  its 
products  in  interstate  trade,  but  his  work  has  nothing  to  do  with  it  at  all, 
he  is  not  engaged  in  the  interstate  part  of  it  at  all,  but  simply  in  producing 
it,  and  you  cannot  deal  with  him  if  that  work  is  not  connected  with  inter- 
state trade."  ''^ 

While  the  Association  shared  the  view  expressed  by  Senator  Borah,  it 
never  opposed,  but  on  the  contrary  recognized  through  every  statement  of 
its  officers  and  representatives  the  workers'  right  of  organization  and  col- 
lective bargaining.  Within  its  membership  is  the  largest  number  of  indus- 
trial organizations  engaged  in  collective  bargaining  in  the  United  States, 
and  many  of  its  members  were  pioneers  in  that  field  years  before  the  enact- 
ment of  protective  legislation. 

By  invitation  of  the  Senate  Committee,  the  Association  submitted  ten 
specific  amendments  to  remedy  what  it  claimed  were  defects  of  law  or 
policy.  No  fair  mind  can  return  from  examination  of  the  testimony  sub- 
mitted to  the  Committee  with  any  doubt  as  to  the  sincerity,  the  force,  and 

^^2  Senate  Committee  on  Education  and  Labor,  Hearings  on  S.  1958,  Part  1,  p.  945,  March 
11,  1935. 
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the  fairness  of  the  criticisms  suggested,  some  of  which  found  their  expres- 
sion in  corrective  amendments.'^ 

But  it  is  said  the  Association  continued  to  insist  that  the  statute  was  un- 
fair after  its  enactment.  It  continued  to  criticize  its  provisions  and  to  urge 
corrective  amendments. 

This  is  true  and  was  entirely  justified  by  events.  The  Supreme  Court 
held  the  Act  valid  and  the  Association  bowed  to  its  decision  and  publicly 
urged  compliance  with  it.  But  many  questions  remained.  The  adminis- 
tration of  the  Act  excited  general  criticism.  The  defect  which  Senator 
Wagner  admitted  has  never  been  corrected.  Its  one-sided  operation  has  been 
generally  recognized.  This  is  not  the  place  to  discuss  now  well-recognized 
defects  but  to  emphasize  the  fact  that  they  have  attracted  widespread  atten- 
tion and  public  demand  for  correction.  To  any  fair  mind  this  justifies  the 
N.A.M.'s  demand  for  rational  amendment  and  meets  the  comment  of  the 
bigoted  critic  who  can  find  no  excuse  for  the  Association's  position. 

"The  [Labor]  Board  is  not  a  tribunal,"  said  Walter  Lippmann.  "It  is  a 
prosecuting  agency.  It  is  not  impartial.  It  is  committed  to  the  promotion 
of  a  certain  type  of  labor  organization.  Its  purpose  is  to  put  the  federal 
power  behind  the  right  of  certain  types  of  labor  unions  to  organize  the  un- 
organized workers,  and  to  exclude  all  other  types  of  labor  unions." 

"The  Wagner  Labor  Relations  Act,"  said  Dorothy  Thompson,  "must  be 
modified  to  a  form  and  administered  in  a  spirit  whereby  it  can  be  invoked 
in  confidence  by  both  sides  to  a  struggle." 

"In  experience,"  said  Arthur  Krock,  "the  operation  of  this  law  has  neces- 
sarily been  one-sided,  because  that  is  the  way  it  was  written." 

Educators,  representatives  of  farm  organizations,  and  the  press,  all  have 
demanded  corrective  amendment.  Doctor  Garrison,  former  Chairman  of 
the  Labor  Board,  agreed  there  ought  to  be  amendment  "to  deal  with 
breaches  of  collective  agreements  by  unions."  But  none  have  been  more 
emphatic  in  demand  for  amendment  than  William  Green,  President  of  the 
American  Federation  of  Labor,  Matthew  WoU,  its  Vice-President,  and 
Joseph  Padway,  its  general  counsel. 

As  this  gradually  but  steadily  growing  public  opinion  formulated  its 
expression,  the  House  of  Representatives  appointed  a  committee  to  inves- 
tigate the  administration  of  the  Act.^*  Its  report  presents  a  picture  of  in- 
vidious discrimination  in  the  selection  of  personnel,  of  bias  in  application 
and  operation,  and  of  defect  of  statutory  construction  and  operation  with- 
out parallel  in  the  field  of  administrative  law.^^ 

The  corrective  measure  which    the   committee  of   the   House   proposed 

'^Senate  Committee  on  Education  and  Labor,  Hearings  on  S.  1958,  Part  1,  pp.  360-61. 

74  H.R.  258,  July  20,  1939. 

75  H.R.  1902,  76th  Congress,  Third  Session,  Part  1  majority,  Part  2  minority. 
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passed  that  body  by  an  enormous  majority.  The  Senate  committee  to  which 
the  measure  was  referred,  while  loudly  asserting  through  the  two-man  opera- 
tion of  its  Civil  Liberties  Committee  a  demand  for  "democratic  processes," 
withheld  the  House  bill  from  Senatorial  consideration. 

But  the  writer  of  Monograph  No.  26  can  find  in  this  overwhelming  testi- 
mony respecting  the  necessity  for  amending  the  Wagner  Act  only  continu- 
ing evidence  that  the  N.A.M.  is  invisibly  and  secretly  undertaking  to  under- 
mine the  right  of  labor  to  organize  and  is  "achieving  some  success"  in  in- 
fluencing legislative  opinion.  The  monograph  calls  attention  to  the  fact 
that  the  Senate  Civil  Liberties  Committee  was  holding  hearings  in  Cali- 
fornia and  showing  that  in  San  Francisco  and  Los  Angeles  employer  asso- 
ciations were  "engaged  in  operations  opposed  to  the  closed  shop."  ^^  But, 
while  a  committee  alleged  to  be  interested  in  the  denial  of  civil  rights  was 
investigating  exclusively  the  conduct  of  employers,  "sit  down"  strikes  were 
taking  place  in  great  centers  of  our  population.  They  were  accompanied 
by  widespread  violence,  mass  picketing  on  a  great  scale,  seizure  and  occu- 
pation of  plants  by  strikers,  their  open  defiance  of  constituted  authority  and 
the  orders  of  courts,  and  the  surrender  by  local  authorities  and  even  by  the 
Governors  of  states  to  loudly  announced  and  organized  attacks  upon  both 
employers  and  workers.  The  Committee  on  Civil  Liberties  never  even 
noticed  their  existence,  so  engrossed  was  it  in  building  a  case  against  any 
suggestion  for  amending  the  Wagner  Act.  It  was  not  until  the  Supreme 
Court  of  the  United  States  spoke  that  the  Labor  Board  itself  abandoned  the 
virtual  protection  and  vindication  of  "sit  down"  strikes.^^ 

The  mere  recital  of  these  facts,  which  the  monograph's  author  could 
easily  have  discovered,  for  they  are  writ  so  large  that  even  he  who  runs 
may  read,  is  complete  justification  for  the  reasonable  demand  of  any  group 
of  citizens,  whether  employers  or  workers,  for  correction  of  the  maladjust- 
ments of  bad  law  and  equally  bad  administration.  The  President,  in  his 
recently  published  "Private  Papers,"  recognized  the  necessity  for  amending 
the  Wagner  Act,^^  the  demand  for  which  excites  the  bitter  animosity  of  the 
author  of  the  monograph  when  it  happens  to  proceed  from  those  who  have 
been  most  unjustly  affected  by  indefensible  legislation. 

The  author  further  finds  opportunity  for  suggesting  bad  influences  by 
noting  that  the  Association  has  an  admitted  income  in  excess  of  one  million 
dollars.  He  neither  notes  nor  perceives  any  sinister  influence  in  the  contri- 
bution of  hundreds  of  thousands  of  dollars  by  a  labor  organization  to  a 
presidential  campaign  and  the  continuous  indication  that  its  leaders  expect 
to  get  something  for  which  they  seem  to  think  they  have  paid.    The  critic 

""Monograph  No.  26,  p.  106. 

■^7  NLRB  V.  Fansteel  Corp. 

''^  At  the  President's  press  conference  with  the  Society  of  Newspaper  Editors,  April  2 1 , 
1938,  he  said:  "The  Wagner  Act  ought  to  have  various  amendments  made  to  it,  but  we  are  a 
funny  people  over  here.  We  at  once  go  to  the  extremes,  both  on  the  side  of  labor  and  on  the 
side  of  the  employer." 
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finds  nothing  to  excite  his  anxiety  in  income  authoritatively  estimated  at 
tens  of  milHons  of  dollars  by  labor  organizations  into  which  no  Congres- 
sional committee  has  ever  made  inquiry  until  recently  and  for  which  mem- 
bers of  many  unions  get  meager  accounting/^  Exclusive  of  international 
and  local  organizations,  the  C.I.O.,  claiming  a  membership  of  five  million, 
levies  a  per  capita  tax  of  sixty  cents  a  year  on  each  national  and  international 
union  or  organizing  committee  and  six  dollars  per  year  per  capita  on  each 
local  industrial  union,  while  receiving  one  half  the  initiation  fee  of  each 
such  local  organization.^"  Beside  these  generous  revenues,  the  income  of 
the  NA.M.  shrinks  into  insignificance. 

The  author  suggests  and  the  monograph  deals  with  the  relation  of  the 
N.A.M.  to  government  finance  by  implication  rather  than  direction.  It 
p.       .  p  ,.  .  declares  that  "tariffs,  taxes,  and  public  expenditures  are 

particularly  subject  to  control  by  the  business  commu- 
nity." ^^  Certainly  no  one  who  observed  the  unsuccessful  opposition  of  the 
business  community  in  the  face  of  the  rising  deluge  of  unbalanced  budgets 
and  public  debt  could  believe  that  businessmen  or  business  organizations  had 
been  able  to  exert  any  rational  control  over  fiscal  policy.  No  one  can  doubt 
that  industrial  producers  have  a  practical  interest  in  tariffs  and  taxation,  for 
both  profoundly  aflect  the  development  and  operation  of  manufactures — the 
industrial  production  that  is  the  chief  producer  of  public  revenue. 

The  National  Association  of  Manufacturers  is  referred  to  as  among  "the 
chief  spokesmen  for  business"  ^'  in  the  above  fields,  and  the  discussion  pro- 
m     -^  ceeds  on  the  assumption  that  the  Association  has  been 

a  chief  instrument  in  the  making  of  tariff  schedules.*^ 
As  a  matter  of  fact,  which  the  writer  could  easily  have  ascertained,  the  As- 
sociation has  never  had  anything  to  do  with  specific  duties.  The  difference 
of  opinion  among  its  members  and  the  variety  and  opposition  of  their  inter- 
ests precluded  action  by  the  Association  in  that  field,  had  there  been  the 
slightest  inclination  to  indulge  it.  Every  industry  has  differing  views  on 
specific  duties,  and  both  labor  and  farm  groups  have  supported  particular 
duties,  in  accordance  with  their  conceptions  of  their  own  or  the  public 
interest. 

The  Association  has  been  concerned  about  the  method  of  tariff  making. 
From  1909  to  the  present,  it  vigorously  supported  the  establishment  of  a 
nonpartisan  semi  judicial  tariff  commission  to  find  the  facts  upon  which 
Congressional  tariff  making  was  to  be  predicated.  Every  President  from 
Taft  to  Roosevelt  has  likewise  supported  that  policy.  If  therefore  the  Asso- 
ciation is  guilty  of  a  narrow  or  selfish  point  of  view  in  the  advocacy  of  that 
policy,  it  is  in  excellent  company. 

'^^  Monograph  No.  26,  p.   95. 

80  Constitution  and  Bylaws  of  C.I.O.,  Article  VIII,  Sections   1,  2,  3,  4,  5   (1941). 

81  Monograph  No.  26,  p.  109. 

^-Idem.  ^^Ibid..  pp.   110-11. 
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But  the  Association,  it  is  said,  was  "hostile"  ^*  to  reciprocal  trade  agree- 
ments. On  the  contrary,  the  Association  favored  reciprocity  over  many 
years.  Its  criticism  of  particular  proposals  or  of  the  principles  upon  which 
they  were  to  be  predicated  rested  on  its  conviction  of  the  lack  of  reciprocity 
in  the  treaty  making.  It  believed,  furthermore,  that  many  of  the  so-called 
"trade  agreements"  were  in  fact  treaties  and  therefore  should  be  subject  to 
final  confirmation  by  the  Senate.  This  is  a  position  which  can  hardly  be 
regarded  as  narrow  or  selfish  since  it  was  powerfully  supported  by  leading 
figures  in  both  political  parties  and  representative  farm  organizations, 

"One  of  the  chief  reasons  for  the  objection  of  business  to  the  trade  agree- 
ment program,"  says  the  monograph,  "has  been  that  tariff  legislation  has 
for  decades  been  a  matter  of  logrolling  in  Congress."  ^^  The  author  at- 
tributes to  the  N.A.M.  an  endeavor  to  influence  public  opinion  on  matters 
of  public  policy.  He  has  been  strangely  blind  to  the  fact  that  the  major 
effort  of  all  who  supported  the  establishment  of  a  nonpartisan  semi  judicial 
tarifif  commission  was  to  take  "logrolling"  out  of  tariff  making.  The  chief 
opposition  to  the  tarifif  commission  came  from  those  who  wished  logrolling 
to  continue.  The  public  statements  of  the  N.A.M.  in  opposition  to  that 
practice  not  only  have  been  numerous  but  have  covered  the  last  quarter  of 
a  century. 

The  monograph  gives  evidence  of  the  writer's  invincible  capacity  for  error 
in  describing  the  relations  of  the  N.A.M.  to  tax  policy.  The  N.A.M.  is 
described  as  showing  continuous  "hostility  to  the  XVIth  Tavp*; 

Amendment."  Its  criticism  has  actually  been  directed  to 
particular  policies  which  it  felt  showed  little  respect  for  equity.  Thus  i. 
opposed  the  double  taxation  of  recipients  of  dividends  who  as  stockholders 
are  subjected  to  all  corporation  taxes  and  as  recipients  of  distributed  profits 
pay  an  income  tax  upon  which  as  stockholders  they  have  previously  paid  a 
corporation  tax.    This  is  unjust,  always  recognized  but  never  corrected. 

The  members  of  the  Association  have,  furthermore,  been  one  of  the  few 
groups  of  taxpayers  who  have  proposed  taxes  upon  themselves,  as  supporters 
of  a  manufacturers'  sales  tax.  This  position  the  monograph  fails  to  recog- 
nize while  insistently  ascribing  to  the  Association  an  endeavor  to  avoid  taxa- 
tion or  shift  it  to  other  groups. 

Again  it  is  stated  that  in  1926  Mr.  Mellon  was  appointed  Secretary  of  the 
Treasury,  "where  he  was  responsible  for  extraordinary  tax  reductions."  ^® 
That  has  hitherto  been  regarded  as  a  virtue  rather  than  a  vice.  The  heavy 
debt  of  the  war  was  gradually  retired  until  it  had  been  reduced  at  the  ap- 
proach of  the  depression  from  over  twenty-six  to  less  than  seventeen  billion 
dollars. 

84  Monograph  No.  26,  p.  115.  ^^  Ibid.,  p.  118. 

^^Ibid.,  p.  116. 
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As  the  debt  was  reduced  it  very  naturally  followed  that  all  taxpayers  urged 
reduction  in  the  Federal  tax  rate.  The  Congress  joined  in  the  general 
opinion  and  committed,  according  to  the  monograph,  the  mortal  sin  of  re- 
ducing the  corporation  tax  rate  from  thirteen  to  twelve  and  a  half  per  cent. 
Incidentally  the  author  refers  to  a  meeting  of  manufacturers  called  in  Wash- 
ington under  the  auspices  of- the  N.A.M.  at  which  it  is  said  their  general 
counsel  presided.^^  As  a  matter  of  fact  he  did  not.  But  the  inaccuracy  is 
indulged  in  for  the  purpose  of  making  it  clear  that  tax  reduction  was  sought. 

The  author's  slant  is  suggested  by  his  implied  criticism  of  all  who  opposed 
the  "Undistributed  Profits  Tax,"  which  has  long  since  been  abandoned  by 
its  sponsors,  or  objected  to  the  publicity  provisions  of  the  Revenue  Act,  which 
Congress  corrected.*^  The  author  might,  moreover,  have  considered  the 
criticisms  of  the  tax  in  T.N.E.C.  Monograph  No.  9. 

The  author's  further  attitude  toward  fiscal  policy  is  indicated  by  invidious 

comment  on  those  who  espouse  "a  balanced  budget."    He  sets  forth  with 

TT  v  1  J  considerable  emphasis  the  argument  for  what  is  termed 

Unbalanced  ^,  ^      j-      „m  i       •       i  r 

■R  H0-pt<s  compensatory    spendmg,         an   apologetic   phrase    lor 

enlarging  national  indebtedness,  forgetful  that  those  who 
have  carried  over  a  decade  of  unbalanced  budgets  were  once  the  most  em- 
phatic in  campaign  denunciations  of  the  practice. 

The  author  displays  throughout  the  discussion  of  fiscal  policy  the  vague- 
ness of  one  who  finds  himself  in  the  presence  of  a  mysterious  subject.  He 
finds  refuge  in  current  political  shibboleths.  He  shows  little  or  no  concep- 
tion of  the  undisputed  evils  of  a  never  balanced  budget,  a  progressively 
enlarged  national  debt,  a  continuous  carriage  of  rates  into  the  field  of  dimin- 
ishing returns,  the  multiplying  uncertainties  created  by  eighteen  major  na- 
tional revenue  acts  in  twenty-seven  years,  and  the  fact  that  for  a  period  of 
years  the  principal  business  of  our  banking  system  became  the  financing 
of  federal  deficits.  Nor  does  he  notice  the  revolution  in  the  use  of  the  tax- 
ing power,  diverted  from  its  original  purpose  as  a  procurer  of  revenue  with 
incidental  regulation,  and  transformed  into  an  instrument  of  equalization 
and  major  control  to  compel  the  acceptance  indirectly  of  policies  which 
national  authority  could  not  directly  impose.^" 

The  natural  interest  of  the  citizen  by  himself  or  in  association  with  others 
in  the  burden  of  taxes,  in  the  soundness  and  stability  of  his  currency,  in 
the  security  of  his  savings,  in  the  solvency  of  his  Government,  and  in  the 
opportunity  for  investment  and  development,  and  the  inevitable  expression 
of  that  interest  which  is  the  very  foundation  of  popular  institutions  arouse 
only  the  suggestion  that  this  associated  effort  of  the  farmer,  the  worker,  and 

8 '^  Monograph  No.  26,  p.  118. 
88  Ibid.,  p.  120. 
^^Ibid.,  pp.  121-22. 

^0  Carter  v.  Carter  Coal  Co.,  298  U.S.  238;  Sunshine  Anthracite  Coal  Co.  v.  Admins,  310 
U.S.  381-393;  Mulford  v.  Smith,  307  U.S.  38  (1938). 
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the  businessman  represents  a  suspicious  and  evil  coercion  in  presenting  their 
opinions  and  arguments  to  their  own  public  servants. 

The  kind  of  government  which  the  writer  of  the  monograph  advocates 
is  revealed  in  his  comments  on  the  Walter-Logan  bill,  which,  after  two 
years  of  discussion  and  in  the  language  of  the  Judiciary  Administrative 
Committee  of  the  Senate  "ten  years  of  consideration,"  "  Reform  in  the 
passed  both  Houses  by  large  majorities  only  to  be  vetoed.  Walter-Loffan 
The  author  erroneously  describes  it  as  a  bill  "for  judi-  g.« 
cial  review  of  the  findings  and  regulations  of  adminis- 
trative agencies."  ^^  This  is  a  superficial  observation  which  overlooks  the 
fact  that  it  was  "uniformity"  in  the  rules  of  judicial  review  that  was  sought. 
But  as  a  major  purpose  it  was  the  rules  and  regulations  of  administrative 
agencies  issued  under  their  statutory  authority  that  were  to  be  brought  under 
rational  control.  It  required  that  such  rules  which  have  the  force  of  law 
be  published  in  the  Federal  Gazette,  and  that  those  to  be  subjected  to  them 
should  have  an  opportunity  to  present  both  their  criticism  or  their  sugges- 
tion for  improvement.  So  these  thousands  of  controls  affecting  personal 
rights  and  uses  of  property  could  be  brought  to  the  notice  of  citizens  who 
were  to  be  subjected  to  them,  just  as  Congressional  committees  afford  op- 
portunities for  public  hearings  upon  legislation  which  is  proposed  to  operate 
upon  the  citizen.  The  Congressional  committees  which  studied  the  problem 
found  a  myriad  of  administrative  regulations  of  which  they  were  themselves 
not  aware  or  were  imperfectly  informed. 

The  author  of  Monograph  No.  26  declared: 

The  bill  provides  an  opportunity  for  judicial  review  of  regulations  and  de- 
cisions made  thereunder,  and  the  courts  would  be  authorized  to  set  aside  the 
regulation  if  it  is  unconstitutional,  if  it  conflicts  with  the  statute,  if  it  is  beyond 
the  powers  granted  by  the  statute,  or  for  failure  to  publish.  The  courts  could 
set  aside  intra-agency  decisions  if  they  are  based  on  erroneous  findings  of  fact, 
not  supported  by  evidence,  if  the  decision  is  not  supported  by  the  findings,  if 
the  petitioner  is  not  treated  fairly,  if  the  decision  is  not  within  the  authority 
of  the  agency,  and  if  the  decision  is  unconstitutional  or  otherwise  contrary  to 
law.^^ 

The  average  citizen  will  find  it  difficult  to  discover  what  is  objectionable 
in  the  possession  of  such  power  by  the  courts.  On  the  contrary,  he  will  be 
inclined  to  think  that  it  is  to  provide  protection  of  this  character  that  the 
judicial  power  exists.     But,  says  the  monograph: 

Its  basic  principle  of  judicial  review  is  likely,  if  past  experience  is  a  guide, 
to  play  into  the  hands  of  powerful  pressure  groups.  By  utilizing  nothing  more 
than  injunction  proceedings  in  equity  the  N.A.M.  was  able  for  years  to  obstruct 
enforcement  of  the  Labor  Relations  Act.^* 

91  Monograph  No.  26,  p.  192.  ^^  Ibid.,  p.  192. 

^^Ibid..  p.  191.  ^^Ibid.,  pp.  193-94. 
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The  association  to  which  the  author  refers  never  brought  an  action  for 
injunction  at  any  time  during  its  existence.  Citizens  who  were  members  of 
it  probably  did  so  in  the  assertion  of  their  unquestioned  rights.  But  to  at- 
tribute independent  individual  action  to  an  organization  or  to  intimate  its 
impropriety  in  the  protection  of  personal  or  constitutional  rights  represents 
an  extraordinary  distortion  of  mind.  It  would  make  every  farm,  labor,  or 
religious  association  by  the  same  logic  answerable  for  implied  improper 
action  whenever  any  one  of  its  members  asserted  rights  or  sought  remedies 
by  process  of  law. 

Far  worse  is  the  conception  imbedded  in  the  mind  of  the  writer  that  the 
"basic  principle  of  judicial  review"  should  be  repressed,  denied,  limited,  or 
repealed.  The  Lord  Chief  Justice  of  Great  Britain,  in  public  statements 
that  aroused  the  British  public,  described  just  such  a  viewpoint  as  the  "New 
Despotism."  The  condition  to  which  the  Walter-Logan  bill  was  addressed 
was  described  in  startling  language  not  by  private  critics  or  even  by  Con- 
gress, but  by  the  President's  own  Committee  on  Administrative  Manage- 
ment, appointed  by  him  and  approved  by  him  in  the  message  to  Congress 
which  accompanied  the  report.    This  committee  said: 

"These  independent  commissions  have  been  given  broad  powers  to  ex- 
plore, formulate,  and  administer  policies  of  regulation;  they  have  been  given 
the  task  of  investigating  and  prosecuting  business  misconduct;  they  have 
been  given  powers,  similar  to  those  exercised  by  courts  of  law,  to  pass  in 
concrete  cases  upon  the  rights  and  liabilities  of  individuals  under  the  stat- 
utes. They  are  in  reality  miniature  independent  governments  set  up  to  deal 
with  the  railroad  problem,  the  banking  problem,  or  the  radio  problem. 
They  constitute  a  headless  'fourth  branch'  of  the  Government,  a  haphazard 
deposit  of  irresponsible  agencies  and  unco-ordinated  powers.  They  do  vio- 
lence to  the  basic  theory  of  the  American  Constitution  that  there  should 
be  three  major  branches  of  the  Government  and  only  three.  The  Congress 
has  found  no  effective  way  of  supervising  them,  they  cannot  be  controlled 
by  the  President,  and  they  are  answerable  to  the  courts  only  in  respect  to 
the  legality  of  their  activities.  .  .  . 

"The  evils  resulting  from  this  confusion  of  principles  are  insidious  and 
far-reaching.  In  the  first  place,  governmental  powers  of  great  Importance 
are  being  exercised  under  conditions  of  virtual  irresponsibility."  ^^ 

Surely  no  condition  has  been  presented  which  called  more  loudly  for  cor- 
rective action  or  more  clearly  justified  citizen  groups  In  supporting  remedial 
legislation. 

The  author's  apparent  purpose,  the  controlling  forces  which  actuated  his 
selection  of  material,  his  invidious  commentaries,  his  attribution  of  Improper 

9^  President's  Committee  on  Administrative  Management,  Report  with  Special  Studies  (1937), 
pp.  39-41. 
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motives,  and  his  selection  of  superficial  and  one-sided  Recom 

statements  are  clearly  revealed  by  his  recommendations.  menrfaf 

He  made  clear  in  his  opening  chapter  that  he  intended 
to  demonstrate  the  necessity  for  an  effective  lobby  registration  law;  for  giv- 
ing complete  information  if  necessary  of  any  opposition  to  government  pro- 
posals, by  the  compulsory  use  of  the  radio  and  the  press,  under  control  of  a 
government  office;  for  a  far-reaching  program  of  governmental  research 
through  the  public  use  of  technology;  but,  above  all,  for  extensive  govern- 
ment planning,^^ 

If  there  were  public  benefit  in  the  registration  of  lobbyists  there  would  be 
little  objection  to  it.  There  might  be  some  difficulty  in  defining  the  term. 
"A  lobbyist,"  said  Mr.  Reed  of  Missouri  in  the  Senatorial  debate  on  the  Na- 
tional Guard  bill,  "is  anyone  who  opposes  legislation  I  want.  A  patriot  is 
anyone  who  supports  me." 

Congress  at  least  has  never  been  impressed  with  the  value  of  the  sugges- 
tion, for  within  recent  years  it  has  three  times  refused  to  act  upon  it. 

Secondly,  the  writer  has  not  explained  the  contradiction  between  his  de- 
mand on  the  one  hand  for  the  identification  of  all  citizen  groups  who  sup- 
port or  oppose  any  particular  public  proposal  and  his  insistence  on  the  other 
hand  that  in  the  case  of  the  N.A.M.  it  is  publicity  and  public  information 
widely  distributed  which  makes  its  influence  dangerous.  Certainly  the 
American  conception  is  to  develop  public  policy  by  public  debate.  The  dif- 
ference between  a  representative  and  a  delegate  is  that  the  former,  in  the 
language  of  Edmund  Burke  to  the  Electors  of  Bristol,  "owes  his  judgment 
but  not  his  conscience"  to  his  constituents.  The  latter  has  neither  judgment 
nor  discretion  but  reflects  the  group  or  interest  from  which  he  comes  and 
acts  tinder  their  specific  instruction.  If  he  were  the  representative  of  organ- 
ized industry  or  labor  or  agriculture  he  would  be  their  delegate  and  not  the 
representative  of  a  constituency.  No  government  could  be  worse  than  one 
such  as  the  author  suggests  would  be  "functional." 

As  for  technology  the  Government  may  carry  it  as  far  as  it  likes,  but  the 
history  of  American  development  through  the  application  of  science  and 
invention  to  the  field  of  production  is  the  history  of  the  creative  mind  under 
the  incentive  of  the  desire  for  betterment,  exercising  his  talent  with  all  the 
aids  that  can  be  given  him  in  the  endeavor  to  profit  for  himself  and  those 
dependent  upon  him.  That,  and  that  alone,  has  been  the  stimulating  force 
of  progress. 

But  it  is  in  the  support  of  "government  planning"  that  the  mask  is  thrown 
away.  For  by  that  phrase  the  writer  does  not  mean  merely  the  accumula- 
tion of  information  for  the  benefit  of  the  citizen.  He  does  not  mean  merely 
all  the  aids  that  Government  can  present  to  the  inquiring  mind.    He  plainly 

96  Monograph  No.  26,  pp.  10,  190,  191,  194,  195. 
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envisages  a  revolutionary  change  in  the  directing  forces  of  American  Hfe. 
For  it  is  "government  planning"  with  "important  integral  changes  in  the 
economic  and  political  order"  that  he  declares  to  be  his  objective,  and  it  is 
that  sort  of  "government  planning"  that  he  recommends  as  the  final  desid- 
eratum.®^ 

He  indicates  that  this  is  not  advisory  effort  as  suggested  in  the  bill  of  Sen- 
ator Bulkely  to  which  he  refers,  nor  even  the  proposal  of  Senator  LaFollette 
which  he  describes  as  a  National  Economic  Council.  It  is  to  the  conception 
of  Doctor  Tugwell  that  he  turns  for  elaboration  and  sympathetic  descrip- 
tion. It  is  the  creation  of  a  "directorial  system."  This  is  no  mere  finder 
of  facts. 

It  would  have  the  power  to  find  the  facts  and  act  on  the  basis  of  them,  and 
the  scope  of  such  action  would  include,  for  instance,  the  power  to  suggest  the 
substitution  of  public  for  private  ownership  and  operation.^^ 

Such  an  administrative  body,  "besides  being  independent  of  the  executive, 
would  also  be  independent  of  the  legislative  branch."  ®®  This  "directive" 
power  could  be  overridden  by  the  legislative  branch  of  the  Government  only 
by  a  two  thirds  vote,  "and  the  judiciary  should  have  no  power  of  definition 
or  of  review  of  its  findings."  ^°°  It  is  this  conception  the  author  plainly  has 
in  his  mind  when  in  conclusion  he  sneers  at  America  as  "trying  to  adapt  an 
eighteenth  century  poHtical  system  to  a  twentieth  century  economic  sys- 
tem." ^°^    This  is  what  he  obviously  means  when  he  declares: 

In  the  federal  Constitution  of  1787  the  Founding  Fathers  broke  with  tradition 
and  set  up  a  new  and  untried  form  of  Government.  Today's  crisis,  both  its 
internal  and  external  aspects,  demands  no  less  ingenuity  and  no  less  fortitude 
than  belonged  to  the  Founding  Fathers.^°^ 

No  wonder  the  possessor  of  such  conceptions  rejects  the  fixed  place  of  the 
judiciary  in  the  American  system.  No  wonder  he  spurns  the  Congress  and 
looks  with  sympathetic  mind  upon  a  "directive"  administrative  authority  in- 
dependent of  both  the  Legislature  and  the  Executive,  which  can  substitute 
its  all-wise  conception  of  a  planned  society  for  what  we  have  by  breaking 
"with  tradition"  and  setting  up  "a  new  and  untried  form  of  Government." 

It  is  for  the  American  people  to  determine  whether  or  not  there  shall  be 
free  play  for  debate  and  discussion,  whether  the  citizen  by  himself  or  in  asso- 
ciation with  others  shall  be  able  to  present  his  petitions,  his  views,  his  desires 
to  his  public  servants  or,  because  he  fears  this  group  or  that  group  may  make 
a  better  argument,  he  shall  throw  himself  into  the  arms  of  an  omniscient 
and  all-wise  commission,  board,  or  administrative  director. 

Never  was  there  a  better  demonstration  than  in  this  monograph  as  to  the 
need  for  a  better  public  understanding  of  the  American  system.     All  the 

97  Monograph  No.  26,  pp.  11,  196.  i^o  Ibid.,  p.  191. 

98  Ibid.,  p.  190.  101  Ibid.,  p.  196. 
^^Idem.                                                                    '^^'^Idem. 
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writer's  preconceptions  are  at  war  with  it,  and  his  interpretations  are  pointed 
to  its  destruction.  They  give  practical  force  to  the  famous  warning  of  James 
Madison: 

"The  people  who  are  the  authors  of  this  blessing  (the  Constitution)  must 
also  be  its  guardians.  Their  eyes  must  be  ever  ready  to  mark,  their  voice  to 
pronounce,  and  their  arms  to  repel  or  repair  aggressions  on  the  authority  of 
their  Constitution."  "* 

'^'^^  National  Gazette  (Philadelphia),  February  6,  1792. 
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The  Structure  of  Industry 

IT  is  refreshing  to  find  a  T.N.E.C.  monograph  which  treats  its  subject  in 
a  thoroughly  objective  and  scientific  way.  The  authors  of  this  study  on 
The  Structure  of  Industry  do  not  .start  out  with  preconceived  ideas  about 
monopoly  and  concentration  and  select  only  the  facts  which  support  their 
thesis.  Rather,  this  study  is  an  exhaustive  statistical  analysis  of  the  degree  of 
concentration  in  manufacturing  industry  and  an  analysis  of  the  factors  which 
accompany  concentration  in  various  industries.  The  study  supplies  a  wealth 
of  information  and  should  become  a  standard  reference  both  for  economists 
and  business  executives. 

Unfortunately,  the  very  wealth  of  statistical  material  and  the  thoroughness 
with  which  it  has  been  analyzed  are  likely  to  detract  from  the  practical  value 
of  the  study.  Perhaps  the  major  statistical  fault  of  this  monograph  (and  this 
is  also  true  of  several  other  monographs)  is  that  it  seems  to  try  to  get  more 
out  of  the  available  statistics  than  there  is  in  them.  It  is  true  that  the  mono- 
graph text  at  various  places  points  out  the  limitations  of  the  available  sta- 
tistics, but  the  monograph  authors  do  not  let  these  limitations  deter  them 
from  subjecting  the  data  to  comprehensive  analysis  with  results  which  tend 
to  enlarge  the  area  of  confusion. 

The  monograph  consists  of  six  parts,  four  of  which  are  good-sized  studies 
in  themselves.  Voluminous  appendixes,  tables,  and  charts  are  available. 
The  total  study  covers  732  pages.  It  is  difficult,  therefore,  for  the  average 
reader  "to  see  the  woods  for  the  trees."  The  main  purpose  of  this  review 
is  to  abstract  the  chief  findings  of  the  study,  so  that  they  may  be  available 
in  somewhat  briefer  form  than  in  the  original  text,  and  to  appraise  the  sta- 
tistical and  other  procedures  followed.  Some  idea  of  the  scope  of  the  study, 
The  Structure  of  Industry,  can  be  gained  from  the  table  of  contents: 

Foreword Willard  L.  Thorp 

Part  I        Trends  in  the  Scale  of  Manufacturing  Operations     Willard  L.  Thorp 

Don  D.  Humphrey 
Martha  H.  Portei 
Part  II      The  Integration  of  Manufacturing  Operations    .      Walter  F.  Crowder 

Part  III     The  Merger  Movement Willard  L.  Thorp 

Part  IV     The   History   of  Concentration  in   Seven   Indus-     Willard  L.  Thorp 

tries Grace  W.  Knott 

Part     V     The    Concentration    of   Production    in    Manufac- 
turing         Walter  F.  Crowder 
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Part  VI     The  Product  Structure  of  Large  Corporations  Walter  F.  Crowder 

Adolph    Abramson 
Esther  W.  Staudt 

It  is  impossible  to  give  in  a  few  pages  a  complete  abstract  of  the  six  books 
which  make  up  this  study  and  still  do  justice  to  the  thoroughness  of  the 
work  and  the  wide  variety  of  statistical  and  other  material  available.  Since 
the  "Foreword,"  written  by  Dr.  Willard  L.  Thorp,  gives  the  main  highlights 
and  conclusions  of  the  study,  it  is  reproduced  here: 

FOREWORD 

Any  attempt  to  blueprint  our  national  industrial  processes  would  take  the 
form  of  a  maze  of  lines,  sideways,  forwards,  backwards — starting  at  innumer- 
able points  and  ending  everywhere.  Hundreds  of  different  raw  materials  are 
exposed  to  wide  varieties  of  machines  and  labor  skills  at  many  places,  and  they 
may  be  combined  or  subdivided  in  numberless  ways  to  yield  the  final  volume 
and  variety  of  products  turned  out  by  our  economic  system.  Many  of  the 
products  in  turn  feed  back  into  the  process,  facilitating  or  maintaining  the  flow 
at  some  earlier  stage.  Furthermore,  as  one  follows  any  single  line,  from  raw 
material '  to  finished  product,  it  takes  the  form  of  a  series  of  steps  or  stages, 
which  may  be  separated  in  time  and  place  or  may  be  integrated  into  a  single 
smooth  operation;  in  fact,  both  conditions  may  exist  simultaneously  for  different 
sets  of  producers. 

This  complicated  productive  system  may  be  examined  in  terms  of  its  or- 
ganization; that  is,  its  structural  units — its  factories,  companies,  and  industries, 
as  well  as  in  terms  of  its  products.  From  the  operating  point  of  view,  the 
lowest  common  denominator  in  the  manufacturing  sector  is  the  establishment 
or  factory.  Here  in  a  single  spot,  and  under  a  single  ownership,  materials 
undergo  certain  processes  and  new  commodities  appear  on  the  shipping  plat- 
form. 

One  is  inclined  to  think  of  manufacturing  enterprise  in  the  United  States  as 
operating  on  a  large  scale.  The  usual  mental  image  is  in  terms  of  a  cluster  of 
enormous,  sky-lighted  buildings,  hundreds  of  workers,  and  numerous  foremen 
and  higher  officials.  Such  enormously  complex  productive  units  are  the  flower 
of  the  industrial  revolution,  the  economic  result  of  modern  technology. 

Only  to  a  limited  extent  is  such  a  picture  true.  This  country  has  always  had, 
and  still  has,  thousands  of  tiny  establishments  with  only  one  or  two  workers. 

Part  I  of  this  report  concerns  itself  with  the  over-all  trends  in  the  size  of 
establishments  since  the  turn  of  the  century,  as  well  as  the  trends  in  many  in- 
dividual industries.  The  materials  for  such  measurement  are  exceedingly  inade- 
quate, yet  the  answer  is  important,  for  the  manufacturing  establishment  is  the 
minimum  unit  of  our  business  structure.  Separate  establishments  are  fre- 
quently grouped  to  make  larger  enterprises  but  are  seldom  subdivided.  The 
measure  used  in  this  study  is  primarily  that  of  wage  earners,  and  it  is  apparent 
that  a  strong  tendency  is  present  in  the  direction  of  increased  size  on  such  a 
basis.     Had  it  been  possible  to  measure  establishments  in  terms  of  capital   (in 
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the  economic  rather  than  its  financial  sense),  there  might  have  been  clear  evi- 
dence that  plant-size  was  also  on  the  increase  in  such  terms. 

Two  new  measures  of  establishment  concentration  are  introduced  in  Part  I, 
intended  to  indicate  the  extent  to  which  the  operations  within  individual  in- 
dustries are  concentrated  in  a  few  establishments.  The  new  measures  distin- 
guish the  problem  of  concentration  from  that  of  size.  A  plant  may  be  fairly 
small  when  compared  with  all  plants,  yet  may  be  large  in  its  own  industry. 

From  any  examination  of  the  establishment  picture  in  manufacturing,  it 
quickly  becomes  apparent  that  in  many  instances  establishments  operate  in 
groups,  commonly  owned  and  directed  in  varying  degrees  from  a  central  office. 
As  technology  and  mass  production  have  developed,  it  has  become  increasingly 
possible  to  make  a  living  through  some  form  of  minute  specialization,  such  as 
a  factory  making  nothing  but  dolls'  voices.  This  subdividing  process  in  turn 
has  led  to  the  counter  tendency  to  group  estabUshments  into  operating  units. 
The  extent,  nature,  and  functional  relationships  within  such  central-office  com- 
panies is  the  subject  of  Part  II  of  the  study. 

The  only  possible  comparisons  with  the  past  for  central-office  companies 
relate  to  1919  and  to  1929.  It  is  evident  that  over  the  period  since  1919  their 
importance  has  increased  markedly.  In  fact,  the  trend  toward  the  operation 
of  establishments  in  groups  is  much  more  pronounced  than  for  further  expan- 
sion in  the  size  of  individual  plants.  Well  over  one  half  of  all  manufacturing 
activity  at  the  present  time  is  carried  on  in  such  central-office  groups. 

Parts  III  and  IV  of  this  report  discuss  other  aspects  of  the  trend  toward  con- 
centration in  company  terms.^ 

The  data  presented  in  Part  III  trace  the  history  of  the  merger  movement  in 
manufacturing  and  mining.  Twice  in  recent  times  have  there  been  periods 
when  concentration  increased  with  unusual  rapidity.  Both  were  periods  when 
mergers  and  consolidations  were  momentarily  regarded  as  providing  a  sure 
path  to  lower  costs,  higher  profits,  and  securities  for  an  eager  market.  The 
last  10  years,  however,  have  shown  very  little  activity  of  this  type. 

The  history  of  concentration  in  seven  selected  industries  is  traced  in  Part  IV. 
There  is  no  evidence  of  any  uniform  dominating  trend.  Positions  of  dominance 
once  achieved  were  not  always  maintained. 

In  the  last  two  parts  of  this  report  new  territory  is  explored.  The  analysis 
shifts  from  an  investigation  in  terms  of  organization  units  to  an  examination 
of  concentration  in  stricdy  product  terms.  In  the  past,  special  studies  of  indi- 
vidual industries  have  sometimes  provided  useful  specific  product  data  in  such 
fields  as  agricultural  implements  and  petroleum.  But  the  problem  of  monopoly, 
as  distinguished  from  that  of  size,  must  be  studied  in  product  terms.  A  large 
enterprise  may  manufacture  many  products  and  dominate  in  none.  A  small 
company  may  be  the  only  producer  of  its  specialty. 

Part  V  describes  the  degree  of  concentration  in  the  production  of  1,807  manu- 
factured products.  It  appears  at  once  that  concentration  in  product  terms  is 
much  greater  than  had  been  indicated  in  other  studies  using  industries  as  the 

1  A  study  o£  the  association  of  companies  themselves  into  joint  operating  units  is  covered 
in  the  monograph  on  Trade  Associations,  also  prepared  bv  the  Department  of  Commerce. 
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basis.  Additional  analyses  relate  the  degree  of  concentration  to  the  price- 
quantity  behavior  of  the  products  in  periods  of  recession  and  recovery.  These 
analyses  suggest  that  concentration  is  not  an  important  factor  in  determining 
cyclical  price  policy. 

The  concentration  of  control  in  the  hands  of  large  corporations  has  been 
measured  in  earlier  studies  in  terms  of  assets  and  total  sales.  In  Part  VI  of  the 
report,  concentration  for  the  largest  50  manufacturing  corporations  is  measured 
in  terms  of  specific  products.  Each  company  manufactured  a  number  of  dif- 
ferent products,  and  the  data  permitted  the  study  of  how  important  each  product 
was  to  the  company  and  how  much  each  company  produced  of  the  total  output 
of  each  product.  Some  interesting  material  was  also  developed  as  to  why  com- 
panies develop  on  a  multiproduct  basis. 

The  rough  conclusion  of  Parts  V  and  VI  seems  to  be  that  size  is  by  no  means 
synonymous  with  monopoly.  Many  products,  small  in  importance,  are  produced 
under  conditions  approaching  monopoly.  Many  large  companies  manufacture 
a  wide  variety  of  products  in  most  of  which,  if  not  all,  they  do  not  reach  a 
position  of  dominance. 

At  least  two  broad  qualifications  need  to  be  kept  in  mind  as  we  examine  the 
evidence  presented  in  the  last  two  parts  of  this  report.  The  first  is  that  these 
studies  have  been  based  primarily  on  census  data,  and  no  allowances  have  been 
made  for  the  possibility  that  collusion  may  exist  among  companies,  so  that 
monopoly  power  in  fact  may  exceed  that  shown  by  the  record.  The  measures 
of  concentration  presented  in  this  report  may,  in  many  cases,  be  an  understate- 
ment. In  other  words,  there  is  at  least  this  much  concentration,  and  the  extent 
to  which  there  may  be  more  falls  in  the  incalculable  field  of  "restraints  of  trade." 

On  the  other  hand,  when  problems  of  competition  are  being  considered,  prod- 
ucts may  be  so  closely  available  for  substitution  that  some  sort  of  use-class  ought 
to  be  established,  rather  than  to  limit  the  analysis  to  individual  commodities. 
Certainly,  the  freedom  of  a  monopolistic  company  or  group  of  companies  is 
limited  by  the  possibility  of  competition  from  producers  of  substitute  products. 
For  this  reason,  concentration  figures  for  individual  products  may  present  a 
greater  picture  of  monopoly  power  than  actually  exists. 

WiLLARD  L.  Thorp. 

PART  I.    TRENDS  IN  THE  SCALE  OF  MANUFACTURING 
OPERATIONS 

This  portion  of  the  study  deals  chiefly  with  the  size  of  manufacturing 
plants.     According  to  the  authors: 

From  the  point  of  view  of  monopolistic  problems  and  the  effectiveness  of 
competition,  the  size  of  plant  is  important  chiefly  as  it  is  indicative  of  the  ease 
or  difficulty  of  entrance  into  the  industry,  since  a  single  plant  is  presumably  a 
minimum  requirement. 

The  "size  of  plant"  is  selected  as  the  subject  of  this  part  of  the  study  be- 
cause it 
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(1)  reflects  the  requirements  of  technology  for  efficient  production; 

(2)  measures  the  social  unit  for  adjustment  of  employer-employee  rela- 
tions; and 

(3)  indicates  the  degree  to  which  productive  machinery  has  affected  small- 
scale  enterprise. 

The  U.  S.  Census  of  Manufacturers  affords  two  measures  of  size:  wage 
earners  per  establishment  and  the  value  or  volume  of  production  per  estab- 
lishment. Both  these  figures  are  indirect  measures  of  the  scale  of  manufac- 
turing operations.  There  are,  however,  limitations  to  both  these  measures. 
The  number  of  wage  earners  per  establishment  does  not  reflect  changes  in 
productive  capacity  due  to  increased  technology  and  improved  management, 
because  the  decline  in  working  hours  in  recent  years  has  tended  to  spread 
the  work  and  has  checked  a  decline  in  employment  per  establishment.  The 
value  of  production  is  not  a  thoroughly  satisfactory  measure  because  it  re- 
flects price  changes,  as  well  as  changes  in  the  physical  volume  of  production. 
On  the  other  hand,  indexes  of  the  volume  of  production  are  not  wholly  re- 
liable because  of  technical  difficulties  inherent  in  their  calculation. 

The  authors  study  the  changes  which  have  occurred  in  the  size  of  plant 
throughout  the  period  1914  to  1937.  It  was  necessary  to  adjust  the  census 
General  figures   for    1914    and    1919    to    exclude    plants    having 

Trends  product  valued  between   $500  and   $5,000  in   order  to 

conform  with  the  census  data  as  they  have  been  com- 
piled since  1921.  The  authors  also  excluded  establishments  employing  less 
than  six  wage  earners  because  variations  in  the  extent  to  which  such  plants 
were  covered  in  such  censuses  would  invalidate  year-to-year  comparisons. 

Growth  in  Average  Size  of  Manufacturing  Establishments,   1914-1937 


Average 

wage  earners 

Index 

of  the  volume  of 

Year 

per  establishment 

production 

I  per  establishment 

1914 

100 

100 

1919 

122 

118 

1921 

99 

100 

1923 

119 

145 

1925 

1927 

1929 

122 

173 

1931 

1933 

113 

143 

1935 

121 

149 

1937 

135 

180 

*  Computed  by  dividing  the  number  of  establishments  having  less  than  six  employees  into 
the  index  of  volume  of  production  as  computed  by  the  census,  and  converting  the  resulting 
ratios  to  a  1914  base. 

The  growth  in  the  average  size  of  establishment,  as  indicated  both  by 
the  number  of  wage  earners  and  by  the  index  of  production  per  establish- 
ment throughout  the  period  1914  to  1937,  is  summarized  above  (from 
Table  2,  p.  4). 
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While  there  was  an  increase  both  in  the  average  number  of  workers  per 
estabhshment  and  in  the  volume  of  production  per  establishment  from  1914 
to  1937,  the  increase  in  the  volume  of  production  was  much  greater  than 
the  increase  in  the  number  of  wage  earners  per  establishment.  An  attempt 
is  made  to  explain  the  difference  in  the  two  rates  of  increase,  but  this 
explanation  is  not  wholly  satisfactory.  The  increases  in  both  measures  in 
1919  and  1937  are  accounted  for  by  the  authors  by  the  more  complete  utili- 
zation of  plant  capacity  in  a  period  of  greater  business  activity.  Although 
the  authors  say  (p.  5)  :  "It  is  not  possible  to  weigh  the  various  factors  that 
account  for  differences  in  the  increase  shown  by  the  wage  earner  and  pro- 
duction figures  as  measures  of  size,"  several  factors  are  offered  as  an  expla- 
nation of  the  differences.    These  explanations  we  may  summarize  as  follows : 

(1)  The  relative  stability  of  working  hours  between  1920  and  1929  kept 
the  index  of  "wage  earners  per  establishment"  at  the  same  level,  but 

(2)  during  the  same  period  the  introduction  of  labor-saving  machinery 
(as  indicated  by  a  90  per  cent  increase  in  installed  horsepower) 
caused  gains  in  productivity  and  a  corresponding  increase  in  "volume 
of  output  per  establishment." 

(3)  A  sharp  decline  in  hours  of  work  per  week  after  1929  caused  a 
marked  increase  in  "wage  earners  per  establishment"  as  soon  as  the 
depression  was  over  and  a  period  of  increased  business  activity  oc- 
curred, as  in  1937,  but 

(4)  there  was  no  marked  increase  in  the  "average  output  per  establish- 
ment" from  1929  to  1937  because  the  shortening  of  the  work-week 
was  not  accompanied  by  any  increased  technological  improvements. 

On. the  basis  of  these  generalizations,  the  authors  arrive  at  the  following 
conclusions  (p.  5)  : 

On  the  basis  of  these  somewhat  inadequate  data,  it  does  appear  that  there 
has  probably  been  some  increase  over  the  period  since  1914  in  the  average  size 
of  establishments.  In  the  1914-19  period  and  again  in  the  1935-37  period  the 
increase  in  the  scale  of  operations  was  quite  rapid  but,  as  was  pointed  out  in 
the  preceding  paragraphs,  this  change  may  be  accounted  for  in  the  main  by  the 
more  nearly  complete  utilization  of  capacity  in  1919  and  in  1937  than  in  1914 
and  1935  respectively.  However,  when  the  size  of  establishments  is  measured 
in  terms  of  value  of  products,  an  increase  in  the  average  size  of  establishments 
did  take  place  during  the  decade  from  1919  through  1929. 

It  should  be  noted  that  the  authors  have  shifted  their  terms.  In  the  con- 
clusion just  quoted,  "value"  is  used  as  the  criterion  rather  than  "volume"  as 
a  measure  of  change  in  size,  while  earlier  the  authors  object  to  the  use  of 
value  as  a  measure  because  it  is  subject  to  price  changes. 

The  breakdown  of  manufacturing  establishments  by  size,  according  to  the 
number  of  wage  earners,  shows  (Table  4,  pp.  10-11) : 
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1.  In  the  period  1914-37  establishments  having  less  than  six  wage  earners 
accounted  for  41.4  per  cent  to  49.9  per  cent  of  all  the  establishments  and 
for  2.0  per  cent  to  3.3  per  cent  of  all  the  wage  earners  reported  in  the 
census. 

2.  At  the  opposite  extreme,  those  establishments  having  over  1,000  wage 
earners  accounted  for  0.3  per  cent  to  0.6  per  cent  of  the  total  number  of 
estabHshments  and  for  17.5  per  cent  to  26.4  per  cent  of  all  the  wage 
earners  reported  in  the  census. 

3.  Changes  in  the  number  of  establishments  and  corresponding  wage 
earners  in  different  size  groups  varied  in  different  periods,  three  pat- 
terns emerging  from  the  period  1914-1937: 

(a)  1914-1919  showed  the  greatest  increases  in  the  very  small  and 
very  large  enterprises. 

(b)  1919-1929  showed  little  change,  with  slight  increases  in  the  upper 
middle  brackets  and  some  decrease  in  the  very  small  establish- 
ments. 

(c)  1929-1937  showed  a  marked  reduction  in  the  smaller  groups  and 
moderate  increases  in  the  larger  groups. 

The  following  table  (p.  12)  shows  the  percentage  change  from  1914  to 
1937  in  the  number  of  establishments  and  in  the  total  number  of  wage 
earners  in  manufacturing  industries,  grouped  by  the  number  of  wage  earners 
per  establishment. 

Wage  earners  Per  cent  change 

per  establishment                             Establishments  Wage  earners 

Total   —  4.0  -f-  32.3 

Less  than  6    —  7.6  —     6.3 

6  to  20   —12.5  —  13.1 

21  to  50  -f  3.4  -f     3.6 

51  to  100  +11.0  -I-  11.2 

101  to  250  +20.5  4-  20.8 

251  to  500   •.  .  +35.7  +  36.6 

501   to  1,000   +38.3  +  37.4 

Over  1,000  +69.5  +100.0 

Analysis  of  changes  in  size  by  type  of  industry  necessitated  adjustments 
to  census  data  because  of  changes  in  classification  in  the  various  censuses 
and  to  the  decline  of  some  industries  and  the  development  of  new  ones.  A 
comparable  series  was  obtained  for  204  industries  including  265  of  the  350 
industry  classifications  in  the  1937  census.  The  remaining  industries  did  not 
lend  themselves  to  long-range  comparisons. 

The  defects  of  this  method  are  stated  by  the  compilers  themselves  (p.  13) : 
"The  combinations  in  some  cases  include  industries  in  which  establishments 
diflered  widely  in  size  or  showed  trends  in  opposite  directions.  In  other  cases 
expanding  and  declining  industries  were  brought  together.  Averages  based 
on  these  data,  therefore,  do  not  always  give  a  reliable  indication  of  changes 
in  the  size  of  establishments." 

The  results  of  the  detailed  analysis  indicate: 
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1.  Nearly  half  of  the  industries  have  "typical"  plants  employing  50  or 
fewer  wage  earners;  the  modal  class  is  21  to  50  wage  earners,  over  25 
per  cent  of  the  industries  falling  into  this  class. 

2.  In  8  industries,  including  most  of  our  important  economic  activities, 
plants  averaged  over  500  wage  earners  per  establishment  in  1937. 

3.  In  15  industries,  at  the  lowest  end  of  the  scale,  the  average  number  of 
wage  earners  per  establishment  was  9  or  less. 

4.  The  range  of  variation  in  size  of  establishments  is  very  great,  reveaUng 
that  a  large  industry  in  terms  of  the  total  number  of  wage  earners  is 
not  necessarily  characterized  by  large  establishments  in  terms  of  aver- 
age number  of  wage  earners.  For  instance,  of  the  19  largest  industries 
having  an  average  employment  of  at  least  100,000  for  the  period  1914- 
1937,  the  motor  vehicle  industry  had  an  average  of  1,485  wage  earners 
per  plant  in  1937,  while  the  printing  and  publishing  industry  had  an 
average  of  13  wage  earners  per  plant  in  1937. 

The  authors  summarize  this  section  of  the  study  as  follows  (p.  18): 

What  is  the  total  picture?  It  is  one  of  a  slow  but  definite  increase  in  the 
size  of  establishment  since  the  turn  of  the  century.  This  increase  should  be 
considered,  however,  against  the  background  of  a  general  increase  in  population 
and  wealth,  as  well  as  a  trebling  in  the  aggregate  volume  of  production.  To  a 
considerable  degree,  the  increase  has  been  the  result  not  of  a  universal  trend 
toward  size,  but  rather  the  increasing  importance  of  certain  of  the  large-scale 
industries.  The  point  has  been  reached  where  less  than  2  per  cent  of  the  plants 
employ  40  per  cent  of  the  workers.  Until  the  1929-33  depression,  there  was  no 
evidence  that  small-scale  operators  were  being  affected,  but  since  then  there 
has  been  a  noticeable  decline  in  small  plants. 

Chapter  II  of  this  part,  entitled  "Trends  in  the  Scale  of  Operations  in 
Selected  Industries,"  deals  with  the  widely  difiFerent  patterns  in  the  change 
in  the  scale  of  operations  in  different  industries    (pp.  m       j    • 

19-53).     The  study  included  industries  having  at  least  „  ,     ,    , 

100   establishments,   and   excluded   industries   with   less  -    ,     t  *  «! 

than  100  establishments.    It  excluded  also  those  which 
showed  erratic  and  indefinite  patterns,  unless  they  had  pronounced  tenden- 
cies. 

The  analysis  is  divided  into  three  patterns  according  to  whether  the  scale 
of  operation,  as  shown  by  wage  earners  per  establishment,  (1)  increased; 
(2)  moved  irregularly  or  showed  pronounced  changes;  or  (3)  decreased. 
It  was  found  that  9  industries  showed  increases,  13  showed  irregular  or  no 
pronounced  changes,  and  7  showed  decreases  in  their  scale  of  operations. 

The  steel  industry  is  cited  as  an  outstanding  example  of  concentration. 
The  authors  say  (p.  25)  :  "The  concentration  of  production  of  blast  fur- 
nace products  in  fewer  and  larger  units  reflects  the  abandonment  or  dis- 
mantling of  small  isolated  furnaces  and  the  erection  of  larger  and  more 
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efficient  furnaces  operated  in  connection  with  steel  mills,"  The  authors 
might  have  pointed  out  that  blast  furnace  capacity  in  the  steel  industry 
remained  at  a  fairly  stable  level  from  the  end  of  World  War  I  to  the  begin- 
ning of  the  present  defense  program,  while  at  the  same  time  the  capacity 
of  finished  steel  increased  notably,  due  to  the  use  of  scrap  iron  and  steel 
as  a  raw  material.  It  might  have  been  well,  therefore,  if  the  "blast  furnace" 
industry  had  been  studied  separately  from  the  steel  industry,  for  it  might 
have  been  shown  to  be  an  industry  of  declining  relative  importance. 

The  third  chapter  of  this  part  of  the  study  is  entitled  "General  Trends 
in  Concentration  of  Operations  among  Manufacturing  Establishments." 
CoTirpntratioTi         Concentration  is  defined  as  "a  measure  of  the  extent  to 

n  f.^ ^.. which  the  business  of  an  industry  is  done  in  a  small 

of  Operations  .        r  •     ,  ,  11  1 

number  or  its  larger  plants,  or,  conversely,  how  evenly 

it  is  spread  over  the  various  establishments  in  the  industry.  Growth  of 
concentration  refers  to  expansion  of  some  units  at  the  expense  of  others. 
Concentration  increases  when  growth  in  size  of  establishments,  as  meas- 
ured by  the  number  of  wage  earners  employed,  is  among  the  larger  estab- 
lishments and  decreases  when  the  growth  in  size  is  among  the  smaller 
establishments." 
The  two  measures  are  in  the  form  of  index  numbers  (p.  54) : 

1.  The  "absolute"  index,  based  on  the  actual  number  of  establishments  re- 
quired to  account  for  half  the  wage  earners  in  each  industry. 

2.  The  "proportionate"  index,  based  on  the  proportion  of  the  total  number 
of  establishments  which  is  required  to  account  for  half  the  wage  earners 
in  each  industry. 

In  order  to  reflect  directly  the  trend  of  concentration,  the  indexes  must 
be  shown  as  reciprocals,  because,  if  the  actual  number  of  establishments 
declines,  the  index  will  decline,  but  its  reciprocal  will  increase.  The  same 
reasoning  applies  to  the  "proportionate"  index.  The  analysis  of  all  indus- 
tries shows  "that  the  tendency  toward  dominance  by  a  small  number  of  es- 
tablishments is  increasing,"  In  other  words,  there  is  a  tendency  for  a 
smaller  number  of  enterprises  as  well  as  for  a  smaller  proportion  of  all 
enterprises  to  account  for  half  the  total  number  of  wage  earners.  How- 
ever, the  conclusions  for  all  manufacturing  establishments  are  not  indica- 
tive of  conditions  in  individual  industries.  In  many  small-scale  industries, 
a  high  degree  of  concentration  may  be  present  without  the  existence  of  a 
single  large  plant. 

Various  patterns  of  concentration  are  revealed  when  the  industries  are 
studied  separately  (Chapters  IV,  V).  Of  37  industries  which  showed  a 
decline  in  concentration  to  50  or  less  on  the  basis  of  the  "absolute"  index, 
9  showed  an  increase  in  concentration  on  the  basis  of  the  "proportionate" 
index.     A  number  of  expanding  industries  ordinarily  supposed  to  be  in- 
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creasing  in  concentration  are  actually  declining,  as  is  the  case  in  alumi- 
num, aircraft,  petroleum  refining.  The  last  is  an  outstanding  example  of 
an  industry  in  which  concentration  declined  at  the  same  time  the  average 
size  of  establishment  on  the  basis  of  the  number  of  wage  earners  increased, 
because  the  growth  occurred  in  the  smaller  establishments,  not  in  the  larger 
ones. 

Of  14  industries  which  showed  a  decline  in  the  "proportionate"  index  to 
50  or  less,  2  industries  showed  an  increase  in  the  "absolute"  index. 

Analyses  of  increasing  concentration  are  divided  into  tables  of  "absolute" 
and  "proportionate"  changes,  and  further  into  various  sizes  of  increase. 
Thus: 

1.  28  industries  show  an  "absolute"  concentration  of  200  or  more. 

2.  20  industries  show  a  "proportionate"  concentration  of  more  than  150. 

3.  25  industries  show  a  low  degree  of  concentration,  or,  15  per  cent  or 
more  of  their  establishments  account  for  one-half  of  the  wage  earners 
in  the  industry. 

4.  19  industries  have  a  high  decree  of  concentration,  or,  5  per  cent  or 
less  of  their  establishments  account  for  one-half  of  all  the  wage  earners 
in  the  industry. 

Variations  in  concentration  patterns  by  industries  in  different  size-classes 
are  analyzed  in  the  light  of  salient  economic  facts  such  as  wars,  depres- 
sions, and  technological  changes.  "Absolute"  and  "proportionate"  indexes 
for  each  of  the  204  industries  and  for  the  entire  period  1914-37  are  pre- 
sented in  a  separate  appendix  (B,  p.  88). 

PART  II.    THE   INTEGRATION   OF   MANUFACTURING 
OPERATIONS 

The  purpose  of  this  study  is  outlined  as  follows  (p.  105) : 

The  extremely  complex  and  interrelated  nature  of  the  economic  system  makes 
it  imperative  in  any  formulation  of  wise  social  policy  that  all  pertinent  informa- 
tion be  brought  before  those  groups  entrusted  with  the  final  decisions  on 
matters  of  policy.  In  no  segment  of  our  economic  and  political  life  is  this  need 
more  evident  than  in  all  those  social  and  economic  problems  which  are  related 
to  the  concentration  of  control  of  industrial  operations.  Such  problems  might 
run  in  terms  of  the  control  exercised  over  industrial  operations  by  various  types 
of  combinations  and  in  terms  of  the  effect  of  this  control  over  the  supply  of 
products  in  the  market.  It  is  the  purpose  of  this  study  to  present  an  over-all 
picture  of  the  structure  of  manufacturing  operations  and  to  appraise  the  sig- 
nificance and  extent  of  operating  combinations  in  various  industries.  In  corol- 
lary studies  the  analysis  is  carried  a  step  further  and  an  answer  is  supplied  to 
the  question:  To  what  extent  is  the  supply  of  the  various  individual  manu- 
factured commodities  controlled  by  leading  producers? 
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It  is  made  clear  that  the  study  does  not  attempt  to  cover  "the  financial 
relations  and  lines  of  control  among  manufacturing  enterprises  ...  or  the 
informal  and  less  tangible  forms  of  effecting  control  such  as  communities 
of  interest,  common  banking  connections,  gentlemen's  agreements."  This 
study  is  limited  to  the  more  tangible  and  objective  lines  of  control  as  re- 
flected in  the  "central-office"  records  of  the  census. 

The  study  is  based  on  central-office  records  available  in  the  1937  Census 
of  Manufactures.  It  was  made  possible  by  the  separation  of  schedules 
which  were  reported  as  single  operating  units  from  those  which  were 
reported  as  belonging  to  a  group  having  a  central  office.  Such  a  group  exists 
when  two  or  more  plants  are  controlled  or  operated  by  one  ownership  in- 
terest, and  reported  as  such. 

Of  the  166,794  establishments  reported  in  the  1937  Census  of  Manufac- 
tures, 25,699  or  15.4  per  cent  were  controlled  by  5,625  central-office  groups 
ExtPTit  of  (P'  ■^•^•^)'    Furthermore,  these  central-office  groups  em- 

CpTitral  Offirp  ployed  51.1  per  cent  of  the  total  number  of  wage  earn- 

OtipratinTK!  ^^^'  P^^^  ^^'^  P^"^  ''^^^  °^  ^^  t^oldX  wage  bill,  and  pro- 

duced 61.1  per  cent  of  the  total  value  of  manufacturing 
products  reported  in  the  census. 

In  studying  the  distribution  of  central-office  groups  by  industries  it  was 
decided  in  this  study  to  assign  all  establishments  in  such  a  group  "to  the 
industry  or  industry  group  in  which  the  establishments  having  the  greatest 
value  of  products  are  classified."  This,  of  course,  led  to  some  distortion 
in  the  number  of  establishments  operated  by  central  offices  in  each  indus- 
try group,  but  gave  a  precise  count  of  the  number  of  central  offices  in- 
cluded. 

Various  analyses  show  that: 

1.  Central-office  organization  is  not  restricted  to  any  particular  industry, 
but  extends  through  all  manufacturing  operations  (p.  114). 

2.  Central-office  establishments,  when  assigned  to  the  industry  in  which 
they  actually  operate  rather  than  to  the  predominant  industry  in 
the  group,  reveal  inter-industry  group  integration  to  a  certain  extent 
(Chart,  p.  115). 

3.  Out  of  the  total  of  351  industries  in  the  census,  15  industries  had  no 
estabhshments  at  all  under  central-office  control;  these  comprised  0.5 
per  cent  of  the  total  number  of  establishments,  0.2  per  cent  of  the 
total  number  of  wage  earners,  and  produced  0.1  per  cent  of  the 
total  value  of  products.  In  other  words,  at  least  99.5  per  cent  of  all 
manufacturing  actitvity  is  in  industries  which  have  central-office  con- 
trol to  some  extent  (p.  117;  Appendix  B,  p.  226). 

4.  Over  one  half  of  the  central  offices  operated  2  establishments,  but 
because  of  the  heavier  weighting  contributed  by  central  offices  operat- 
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ing  3  or  more  establishments,  the  average  number  of  estabHshments 
operated  by  all  central  offices  was  4.6  (Chart  12,  p.  157;  p.  161). 

5.  Central-office  operation  appears  feasible  because  the  distribution  of 
central  offices  by  number  of  establishments  under  their  control  shows 
no  sudden  breaks  above  which  such  operation  would  not  be  feasible 
(pp.  118-121). 

6.  A  higher  concentration  of  2-establishment  central  offices  appeared  in 
some  industries  than  in  others,  indicating  that  there  might  be  some 
limiting  factors  in  the  extent  to  which  such  control  may  operate  eco- 
nomically in  these  industries  (pp.  118-121). 

7.  Inter -industry  control,  though  limited  to  a  few  central  offices,  revealed 
in  many  instances  a  high  degree  of  control,  in  terms  of  the  proportion 
of  all  establishments  and  the  total  value  of  products. 

8.  Central-office  operations  measured  in  terms  of  wage  earners  and  wages 
varied  greatly  from  industry  to  industry  (p.  126). 

9.  In  terms  of  average  number  of  wage  earners  per  establishment  cen- 
tral-office establishments  were  larger  than  independent  establish- 
ments; the  former  employed  an  average  of  170  wage  earners  or  6 
times  the  average  of  30  wage  earners  employed  by  independent  es- 
tablishments (p.  128). 

10.  Average  wages  paid  per  wage  earner  in  central-office  establishments 
were  $1,277  as  compared  with  $1,078  paid  in  independent  establish- 
ments (p.  130).  (Various  limitations  to  the  validity  of  these  com- 
parisons are  cited,  such  as  seasonality  of  industry,  method  of  repbrt- 
ing  wage  data,  geographical  location  of  plants,  degree  of  unioniza- 
tion, etc.) 

11.  Central-office  establishments  control  65.1  per  cent  of  all  cost  of  ma- 
terials used  in  manufacture,  56  per  cent  of  total  value  added  by  man- 
ufacture and  61.1  per  cent  of  total  value  of  products  (pp.  133,  139). 

12.  Indicative  of  the  larger  scale  of  operations  in  central-office  establish- 
ments than  in  independent  establishments  are  their  greater  average 
value  of  product,  average  value  added  by  manufacture,  higher  output 
per  wage  earner,  higher  average  wage  (Chapter  II,  pp.  111-143). 

An  analysis  of  the  functional  relationship  of  central-office  establishments 

separates  them  into  five  major  categories,  depending  on  the  diversity  of 

products  and  processes  included  in  their  activities.    Be-  o*       *  j 

^  ,  ^  ....  ,  Structure  and 

cause  there  are  many  mstances  m  which  several  types  -,        ..         „ 

c      ,    .      1  .  ^  .     ,  ,  ^A-  Function  of 

or    relationship    are    present   in    a    single    central-oince  p,     .     ,  ^^ 

group,  and  because  each  relationship  is  counted  as   a         p 

separate   instance,   there   is  considerable   duplication   of 

central  offices  in  the  total  of  all  instances.    Thus,  in  the  5,625  central-office 

organizations  studied,  a  total  of  7,292  instances  of  functional  relationships 

were  counted.    The  number  of  instances  of  the  various  types  of  functional 
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relationships    within    central-office    structures    is    summarized    as    follows 
(p.  209): 

Type  of  functional  relationship:  Number  of  instances 

Uniform  functions,  total    4,793 

In  simple  central-office  groups    3,574 

In  complex  central-office  groups 1,219 

Divergent  functions,  total    781 

Joint  products   564 

By-products    113 

Like  processes   104 

Convergent  functions,  total   1,058 

Complementary  products   386 

Auxiliary  products    183 

Like   markets    489 

Successive  functions    565 

Unrelated   functions    95 

The  simple  organization  characterized  by  uniform  activities  is  revealed 
by  the  data  to  be  the  most  frequent  structural  type,  accounting  for  3,574 
or  63.5  per  cent  of  the  total  of  5,625  central-office  organizations.  However, 
they  represented  less  than  one  half,  or  44.1  per  cent,  of  all  central-office 
establishments.  The  simple  nature  of  the  processes  of  certain  industries 
appear  to  be  more  conducive  to  simple  than  to  complex  forms  of  organi- 
zation, the  food  group  being  outstanding  in  this  respect.  As  the  manu- 
facturing process  becomes  more  involved,  the  organization  appears  to  be- 
come more  complex. 

The  relative  importance  of  the  two  types  of  central-office  structure  are 
measured  by  the  following  criteria  (p.  161) : 

All  Simple  Complex 

central  central  central 

Item  offices  offices  offices 

No.  of  establishments  per  central  office 4.6  3.2  7.0 

Wage  earners   (average  for  the  year)    4,380,123  1,023,293  3,356,830 

No.  of  wage  earners  per  central  office    779  286  1,637 

V^ages  paid   (thousands  of  dollars)    5,595,087  1,106,573  4,488,514 

Wages  paid  per  central  office  (thousands  of  dollars).  .  .  .  995  310  2,188 
Value  added  by  manufacture  (thousands  of  dollars) ...  .  13,975,037  2,574,922  11,400,115 
Value   added   by   manufacture   per   central    office    (thou- 
sands of  dollars)    2,484  720  5,558 

The  following  (from  p.  210)  is  a  general  summary  of  Part  II: 

A  cross-section  picture  of  the  structural  form  of  a  large  segment  of  manu- 
facturing has  been  presented  in  this  study.  The  extent  of  combinations  and 
their  functional  organization  has  been  examined  on  the  most  apparent  level  of 
control,  i.e.,  the  control  effected  when  a  number  of  establishments  are  linked 
together  under  one  central-office  management.  Other  less  tangible  methods  of 
control  undoubtedly  tie  together  many  apparently  separate  plants,  but  it  is  only 
those  combinations  of  plants  where  the  control  is  acknowledged  that  are  re- 
flected  here.     To  the  extent   the   measure   of  concentration   developed   in   this 
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study  does  not  include  these  more  subtle  types  of  control,  the  concentration  in 
manufacturing  has  been  understated.  The  data  which  have  been  made  avail- 
able, however,  should  indicate  the  areas  within  which  concentration  is  high. 
Furthermore,  the  analysis  as  developed  here  affords  striking  evidence  of  the 
extremely  complex  and  varied  nature  of  manufacturing  operations. 

PART  III.  THE  MERGER  MOVEMENT 

Part  III  of  the  study,  "The  Merger  Movement,"  and  the  one  which  fol- 
lows (Part  IV,  "The  History  of  Concentration  in  Seven  Industries")  offer 
comparatively  little  supporting  statistical  data. 

The  merger  movement  is  disposed  of  in  four  pages  (pp.  231-234).  The 
study  shows  that  the  merger  movement  reached  its  peak  in  1929  and  has 
declined  since  that  year.  For  example,  there  were  1,245  mergers  in  1929, 
but  only  87  in  1939.  Two  important  factors  have  influenced  the  type  of 
corporate  expansion  in  recent  years:  (a)  the  more  vigorous  enforcement 
of  the  Clayton  Act;  and  (b)  tax  legislation  which  provides  that  the  acqui- 
sition of  securities,  the  liquidation  of  a  company,  and  the  acquisition  of 
physical  assets  furnish  difTerent  tax  bases. 

Dr.  Thorp  concludes  his  discussion  of  mergers  with  this  comment 
(p.  234): 

If  the  above  analysis  is  correct,  it  indicates  that  these  periods  of  merger 
activity  were  not  solely  the  result  of  necessary  economic  evolution,  but  rather 
were  brought  about  to  a  large  extent  by  promotional  activity  during  periods 
favorable  to  new  security  issues.  The  control  therefore  lies  in  considerable 
degree  in  control  over  the  money  markets.  The  basic  problem  shifts  from  the 
field  of  business  structure  and  corporate  entities  to  the  financial  world.  If  the 
Securities  and  Exchange  Commission,  by  exposing  new  issues  to  cold,  objective 
scrutiny,  can  prevent  the  run-away  excitement  of  these  two  earlier  periods, 
then  corporate  expansion  will  have  to  come  by  plowing  back  earnings  or  by 
making  a  convincing,  positive  case.  This  seems  like  a  more  promising  path 
for  our  economic  evolution  than  the  excited  products  of  speculative  enthusiasm. 

PART  IV.    THE  HISTORY  OF  CONCENTRATION  IN  SEVEN 

INDUSTRIES 

The  seven  industries  covered  in  this  historical  study  (pp.  239-264)  are: 

Agricultural  implements 

Automobiles 

Copper 

Cotton  textiles 

Iron  and  steel 

Petroleum 

Rayon 
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This  is  a  diversified  list  and  includes  some  of  the  oldest,  as  well  as  some 
of  the  newest  industries.  For  each  of  these  industries,  the  authors  give  a 
brief  historical  sketch  of  the  appearance  of  important  companies,  of  mergers 
formed  at  various  stages,  and  the  relative  share  of  the  product  controlled 
by  various  companies.  There  is  little  that  is  new  or  striking  in  this  presen- 
tation. 

PART  V.    THE  CONCENTRATION  OF  PRODUCTION  IN 
MANUFACTURING 

This  part  of  the  study  is  the  most  ambitious  of  all.  Replete  with  tables, 
charts,  and  appendixes,  it  covers  three  hundred  pages  (pp.  273-573).  Here 
the  study  deals  not  with  organization  units,  but  with  products.  The  scope 
of  Part  V  is  outlined  as  follows  (p.  273) : 

To  what  extent  do  a  few  firms  control  the  supply  of  various  manufactured 
products?  How  common  is  the  situation  in  which  a  single  concern  is  a  leader 
in  the  production  of  a  number  of  separate  products?  In  what  lines  of  activity  is 
the  control  of  output  most  concentrated?  What  is  the  effect  of  high  or  low  con- 
centration on  output  and  prices  of  manufactured  products  in  periods  of  recession 
and  recovery?  With  what  factors  in  the  production  and  distribution,  or  with 
what  factors  in  the  intrinsic  nature  of  the  product  itself,  may  concentration  be 
related?  What  is  the  effect  of  concentration  in  the  production  of  manufactured 
products  on  various  consuming  groups  and  on  the  functioning  of  the  economy? 

Much  of  Part  V  is  related  to  its  author's  concept  of  a  "concentration 
ratio"  depicting  the  proportion  of  a  particular  product  made  by  the  four 
largest  producers.  The  treatment  of  the  concept  in  the  monograph  mini- 
mizes, almost  ignores,  the  effect  of  inter-industry  competition  as  a  price 
regulator. 

It  is  very  doubtful  that  these  pages  supply  us  with  any  information  upon 
which  to  base  definite  conclusions  as  to  the  relationship  between  degree  of 
concentration  and  the  price  level.  In  summarizing  his  own  analysis  Mr. 
Crowder  uses  such  terms  as  "only  within  broad  limits,"  "only  the  most 
general  sort  of  inference  may  be  drawn." 

Mr.  Crowder  speaks  of  "the  effect  of  concentration  of  control  in  the  pric- 
ing of  goods,"  but  apparently  his  facts  do  not  actually  indicate  that  a  high 
degree  of  "concentration"  (as  he  defines  it)  in  production  actually  gives  a 
high  degree  of  ability  to  control  prices.  Thus  he  says  (p.  411)  that  "con- 
centration in  the  control  of  production  of  the  products  does  not  appear  to 
be  associated  with  any  particular  and  unique  price  or  quantity  behavior 
in  either  the  cyclical  downswing  from  1929  to  1933  or  in  the  upswing  from 
1933  to  1937.  Products  with  high  concentration  ratios  and  products  with 
low  concentration  ratios  experienced  strikingly  similar  changes  in  price  and 
quantity." 

The  monograph  does  not  support  a  belief  that  a  few  companies  dominate 
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production  in  several  different  lines,  since  "by  far  the  largest  number  of 
companies  appeared  as  leaders  in  the  production  of  only  one  product" 
(p.  409). 

In  an  endeavor  to  find  a  "comprehensive  over-all  picture  of  the  situation 
existing  in  the  entire  manufacturing  segment  of  the  economy,"  the  author 
took  a  cross-sectional  sample  of  1,807  products  from  the         Analvsis  of 
1937  Census  of  Manufactures.    These  products  account         Cnr\r     t     f 
for  nearly  half  of  all  products  classified  in  the  census         "Ratints 
and  more  than  half  of  the  value  of  such  products.    The 
sample  also  represents  117  census  industries  selected  from  all  major  indus- 
try groups,  except  printing  and  publishing. 

A  concentration  ratio  was  computed  for  both  the  quantity  and  the  value 
of  each  product.  This  ratio  is  defined  as  the  proportion  of  the  output  of 
four  leading  manufacturers  to  the  entire  national  output  of  the  product. 
Concentration  ratios  were  computed  on  a  company  basis;  i.e.,  all  establish- 
ments under  one  control  were  considered  as  a  single  producing  unit.  In 
line  with  its  policy  of  keeping  the  identity  of  companies  confidential,  the 
Census  Bureau  forbade  disclosure  of  data  for  products  manufactured  by 
less  than  four  companies,  or  products  of  which  one  of  the  four  companies 
produced  75  per  cent  of  the  aggregate,  or  products  of  which  two  or  more 
companies  produced  90  per  cent  of  the  aggregate  value.  There  were  328 
such  products. 

Over  three  fourths  of  the  1,807  products,  accounting  for  more  than  57 
per  cent  of  their  total  value,  had  concentration  ratios  of  more  than  50  per 
cent  (Table,  p.  275).  This  means  that  more  than  50  per  cent  of  the  total 
national  output  of  each  of  these  1,382  products  was  accounted  for  by  the 
four  leading  manufacturers  of  such  product;  while  in  terms  of  value  there 
is  a  concentration  ratio  of  50  per  cent  for  about  57  per  cent  of  all  the  prod- 
ucts included  in  the  sample.    The  author  concludes  (p.  277) : 

The  outstanding  characteristic  of  the  distribution  of  number  of  products  as 
contrasted  with  that  of  value  of  products  is,  thus,  the  larger  proportion  of  the 
number  of  products  falling  in  the  upper  concentration  classes  and  the  larger 
proportion  of  value  of  products  appearing  in  the  middle-concentration  groups. 

As  might  be  expected,  the  scatter  diagrams  show  that  commodities  pro- 
duced by  a  large  number  of  companies  have  low  concentration  ratios,  while 
those  produced  by  a  small  number  of  companies  have  high  concentration 
ratios.  This  inverse  relationship  is  only  slight  when  the  concentration  ratios 
are  correlated  with  the  total  value  of  product.  Thus,  products  with  either 
a  high  or  a  low  total  United  States  value  may  have  either  a  high  or  a  low 
concentration.  To  illustrate  this  point,  the  textile  group  has  commodities 
with  values  ranging  between  $5,000,000  and  $10,000,000  whose  concentration 
ratios  extend  from  25  per  cent  to  100  per  cent,  and  on  the  other  hand  com- 
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modities  ranging  between  $300,000  and  $80,000,000  in  value  with  concen- 
tration ratios  ranging  between  50  per  cent  and  60  per  cent. 

Other  conclusions  to  be  drawn  from  the  analysis  of  concentration  ratios 
are: 

1.  The  leading  producer  of  a  given  product  plays  a  more  dominant  role 
in  the  value  of  products  with  high  concentration  and  a  less  important 
role  in  the  case  of  products  with  low  ratios. 

2.  When  analyzed  by  industries,  there  is  apparent  a  tendency  for  leading 
producers  in  the  food  group,  textile  group,  forest  products  group,  paper 
group,  and  petroleum  and  coal  group  to  contribute  a  relatively  small 
proportion  of  the  total  national  value  for  their  industry,  while  the  lead- 
ing producers  in  the  machinery  and  chemicals  groups  account  for  a 
relatively  high  proportion  of  the  total  national  value  of  the  products 
of  their  industry. 

3.  Out  of  3,752  companies  which  appeared  as  among  the  leading  four 
producers  of  a  product,  1,430  were  central-office  companies  and  2,322 
were  independents;  2,656  were  among  the  leading  producers  for  one 
product  only,  while  1,096  were  each  leading  producers  for  2  to  99 
products,  with  declining  frequency  as  the  number  of  products  in- 
creased; central-office  companies  accounted  for  a  larger  proportion 
of  control  of  several  products  than  independents;  etc. 

A  major  defect  of  the  survey  of  concentration  ratios  for  the  1807  products 
is  thus  set  forth  by  George  J.  Stigler  of  the  University  of  Minnesota  {Amer- 
ican Economic  Review,  June,  1942,  Supplement,  p.  7) : 

"The  production  of  domestic  concerns  is  the  basis  of  the  computation. 
Surely  the  domestic  consumption  plus  imports  should  have  been  used  if 
the  findings  are  to  be  interpreted  as  evidence  of  the  extent  of  monopoly  in 
the  domestic  economy.  This  oversight  introduces  a  fairly  systematic  bias 
in  the  direction  of  exaggerating  concentration.  Moreover,  this  bias  is  very 
large,  as  the  following  tentative  corrections  show: 

Concentration  ratio 

Mon  o  graph  Re  vised  to 

Commodities                                             No.  27  include  imports 

Newsprint  68.1  15.2 

Crude  glycerine   40.2  24.8 

Acetic  acid    73.4  58.4 

Sodium  sulphate    63.0  35.2 

Tin    89.6  .4 

Cigarette  paper    71.6  50.4 

Burlap  39.6  23.4 

Rayon  waste 70.9  32.6 

Whiskey    40.0  25.0 

"The  omission  of  imports  is  therefore  sufficient,  I  believe,  to  vitiate  the 
conclusions  of  the  monograph." 
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Mr.  Stigler  further  points  out  that  "intercommodity  competition  is  ig- 
nored. .  .  .  For  instance,  over  5  per  cent  of  the  products  are  in  the  textile 
group,  and  almost  all  of  these  have  high  concentration  ratios.  Yet  the 
substitution  possibilities  on  the  supply  side  (to  say  nothing  of  the  demand 
side)  between  many  of  these  similar  products  make  it  reasonably  certain 
that  monopolistic  powers  are  in  general  small.  Again,  the  concentration 
ratio  for  motor  vehicles  is  almost  90,  but  this  ratio  takes  no  cognizance  of 
the  large  used-car  market." 

One  chapter  of  Part  V  (Chap.  Ill,  pp.  303-330,  "Relation  of  Concentra- 
tion to  Various  Product  Characteristics")  is  devoted  to  a  study  of  the  eco- 
nomic attributes  of  the  products  included  in  the  sample,  .      ,     . 
^                                   ^         .,.,.            ,^,           Analysis 
Concentration  ratios  are  examined  in  relation  to  the  rol-           ,     -, 
,      .                            .,           ...             r  •          ,•                      by  Economic 
lowing  economic  attributes:  (1)  type  or  immediate  pur-  - ,.   .,  ., 

chaser;   (2)   type  of  ultimate  user;   (3)  degree  of  dura-  -p     ri     f 

bility;   (4)   degree  of  fabrication;    (5)   type  of  market; 

(6)  source  of  raw  materials;  (7)  construction  materials;  and  (8)  producers' 

supplies. 

The  first  relationship — "type  of  immediate  purchaser" — deals  with  the 
distribution  of  the  concentration  ratios  with  respect  to  whether  the  pur- 
chasers of  the  products  were  consumers  or  producers.  Adequate  criteria 
are  presented  for  determining  the  classification  of  each  product.  Although 
there  are  wide  variations,  the  charts  pictorializing  the  distributions  show 
that  a  larger  proportion  of  products  purchased  by  producers  was  produced 
under  conditions  of  relatively  high  concentration  than  the  proportion  of 
products  purchased  by  consumers;  and  that  the  distributions  of  the  value 
of  products  are,  in  general,  the  same  for  both  groups,  but  the  more  impor- 
tant products  in  terms  of  value  were  produced  under  conditions  of  relatively 
low  concentration. 

The  second  relationship — -"type  of  ultimate  user" — was  likewise  divided 
into  two  categories — producers  and  consumers.  The  criteria  determining 
the  classification  under  this  heading  were  different  from  those  for  "type 
of  immediate  user."  The  exclusion  of  producers'  supplies  and  construction 
materials,  since  the  ultimate  user  was  difficult  to  determine,  reduced  the 
1,807  products  included  in  the  investigation  to  1,328  of  which  892  were 
classed  as  consumers'  and  436  as  producers'  goods.  In  this  class  consumers' 
goods  appeared  to  be  produced  under  considerably  lower  concentration 
ratios  than  producers'  goods,  both  as  regards  volume  and  value. 

Classification  of  the  1,328  products  as  to  "degree  of  durability"  was  made, 
on  the  basis  of  their  length  of  service,  into  nondurable,  semidurable,  and 
durable  goods.  In  the  case  of  the  semidurable  and  durable  goods,  a  fur- 
ther breakdown  was  made  on  the  basis  of  producers'  and  consumers'  goods, 
the  nondurable  being  assigned  entirely  to  the  consumers'  goods  category. 

The  durable  goods  products,  650  in  number,  increased  almost  consistently 
in  both  number  and  value  from  the  low  to  the  high  concentration  levels. 
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The  distribution  of  the  190  nondurables  showed,  in  general,  a  tapering-ofl 
in  both  number  and  value  above  the  50  per  cent  ratio  level.  Of  the  488 
semidurables,  the  larger  proportion  of  values  appeared  below  the  50  per 
cent  concentration  level,  while  the  larger  proportion  of  the  total  number 
of  such  products  appeared  above  the  50  per  cent  concentration  level. 

In  examining  the  relationship  of  concentration  ratios  to  "degree  of  fabri- 
cation," divided  into  semimanufactured  and  finished  products,  only  those 
products  were  included  which  had  undergone  one  or  more  manufacturing 
processes.  There  were  1,611  of  such  products  in  the  sample.  There  ap- 
peared to  be  very  little  difference  in  the  distribution  of  the  concentration 
ratios  of  these  two  classes  of  products.  More  than  one  half  of  the  number 
of  products  in  each  group  were  in  concentration  classes  over  70  per  cent 
and  about  one  half  of  the  value  of  the  products  in  each  group  was  of  prod- 
ucts having  concentration  ratios  over  60  per  cent. 

The  relationship  of  the  concentration  ratios  to  "type  of  market"  is  com- 
puted with  a  classification  of  products  according  to  their  national  or  re- 
gional market.  The  concentration  ratios  for  products  having  a  regional 
market  (usually  of  perishable  type)  are  understated  in  this  study,  because 
the  output  of  the  four  leading  producers  in  each  region  may  not  appear 
large  in  relation  to  a  national  total.  The  bulk  of  the  number  and  value 
of  products  with  a  national  market  tended  to  be  concentrated  at  the  higher 
levels,  while  those  having  regional  markets  were  less  concentrated. 

The  study  of  the  relationship  of  the  concentration  ratios  to  "source  of 
raw  material"  of  the  products  recognized  four  major  sources:  agricul- 
tural materials,  mineral  products,  forest  products,  and  miscellaneous  mate- 
rials. A  product  deriving  its  materials  from  several  sources  was  included 
in  the  group  from  which  the  most  important  material  was  derived. 

Products  derived  from  agricultural  materials  tended  to  have  low  concen- 
tration ratios;  those  from  mineral  sources  tended  to  have  high  concentra- 
tion ratios;  while  those  from  forest  sources  tended  to  be  rather  evenly  dis- 
tributed among  the  various  concentration  ratios.  There  were  too  few  prod- 
ucts in  the  miscellaneous-source  category  to  show  any  general  pattern;  these 
products  were  all  in  the  chemicals  group. 

Construction  materials  comprised  16  per  cent  of  the  total  number  of  prod- 
ucts and  7  per  cent  of  the  total  value  of  the  1,807  products  in  this  study. 
Producers'  supplies  represented  11  per  cent  of  the  total  number  and  9  per 
cent  of  the  total  value. 

The  more  important  construction  items  in  terms  of  value  were  produced 
under  conditions  of  low  concentration,  whereas  about  three  fifths  of  the 
total  number  of  these  products  were  in  concentration  classes  over  60  per 
cent. 

Producers'  supplies  showed  approximately  the  same  pattern  as  construc- 
tion materials.  There  was  a  direct  relationship  between  quantity  and  con- 
centration levels,  but  value-wise  they  tended  to  bunch  around  the  lower 
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concentration  levels.  In  other  words,  a  large  proportion  of  these  products 
are  such  that  the  major  part  of  the  total  output  of  each  comes  from  four 
companies,  but  the  proportion  of  the  total  national  value  of  most  of  the 
commodities  produced  by  four  leading  companies  tends  to  be  low. 

The  author  made  a  comparison  of  concentration  ratios  for  the  years  1935 
and  1937  for  392  representative  identical  commodities  to  determine  the  rel- 
ative   changes    in    quantity    and    value    structures    and         •pffppt    f 
whether   changes  in   concentration   ratios  corresponded         Cha-ntr 
to  changes  in  quantities  produced  and  average  realized         p  t     f 

P"T'         ,       -   ,  •        /       .......  ,  on  Production 

The  results  or  this  comparison  (pp.  333-335)  may  be  ,  Prire<? 

summarized  as  follows: 

1.  There  was  no  decided  increase  or  decrease  in  the  pattern  of  concen- 
tration ratios,  although  examination  of  individual  products  showed 
important  changes  because  of  distinct  and  separate  factors  which  de- 
termine their  behavior. 

2.  A  study  of  the  various  economic  characteristics  of  these  products  in 
the  light  of  the  criteria  developed  in  the  previous  section  of  this  study 
shows  that  the  changes  in  concentration  appear  "to  be  associated  with 
the  unique  conditions  which  surrounded  the  production  of  each  prod- 
uct during  this  period." 

A  study  of  the  relationship  between  degree  of  concentration  and  changes 
in  quantity  produced  and  in  "average  realized  price"  is  subject  to  the  lim- 
itations in  the  meaning  of  the  price  concept  as  here  computed.  It  is  com- 
puted by  dividing  the  total  census  value  of  a  product  by  the  total  quantity 
reported. 

The  limitations  (p.  339)  are: 

(a)  The  price  does  not  represent  any  quoted  price  or  price  indexes  for 
the  product;  the  product  as  reported  in  the  census  is  often  a  group 
of  related  items,  and  not  one  specific  item;  and, 

(b)  from  census  to  census  the  items  included  in  the  census  product  may 
change,  depending  on  changes  in  fashions,  production  techniques, 
quality,  etc. 

The  advantages  of  this  price  concept  (p.  339)  are: 

(a)  It  reflects  the  actual  per  unit  return  on  a  manufactured  product; 

(b)  it  avoids  the  fiction  which  surrounds  nominal  or  quoted  prices  which 
may  remain  unchanged  over  a  period  of  years,  despite  the  fact  that 
the  manufacturers  may  have  cut  the  price  drastically  in  depression 
periods  and  boosted  it  in  good  times  without  reporting  such  changes; 
and, 
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(c)  it  is  a  "net  realized  price"  because  it  reflects  all  sorts  of  rebates,  spe- 
cial allowances,  discounts,  freight  absorption,  etc. 

Scatter  diagrams  of  changes  in  quantity  and  average  realized  price  from 
1935  to  1937  show  no  general  trends  on  the  basis  of  changes  in  concentra- 
tion ratios;  i.e.,  there  was  about  an  equal  distribution  of  increases  and  de- 
creases in  both  quantity  produced  and  prices  in  the  proportion  of  total  prod- 
ucts produced  by  four  leading  manufacturers  of  each  product. 

The  data  reveal  that  in  a  large  number  of  products  the  same  four  com- 
panies were  leaders  in  both  1935  and  1937,  with  a  greater  preponderance 
in  those  industries  which  were  relatively  well  established  and  which  were 
not  subject  to  "style"  or  "model"  changes,  such  as  the  meat  packing  and 
petroleum  refining  industries. 

The  behavior  characteristics  of  products  in  periods  of  recession  and  re- 
covery are  studied  (Chap.  V,  pp.  346-406)  from  a  sample  of  407  out  of 
Chane-es  in  ^'^^^  original  commodities  for  the  years  1929,  1933,  and 

rk„+v,„4.  „^j  1937.    These  407  were  selected  because  they  were  com- 

Output  and  ii     •       n    i  rr-i  i    i 

p  •        •  parable  m  all  three  years.     They  answered  the  mmi- 

Recession  and         mum  requirements  of  a  representative  sample  for  this 

•D  type  of  analysis. 

Recovery  ^^  y  ,  .  j,         r 

scatter  diagrams  show  that,  regardless  or  concentra- 
tion ratios,  most  of  the  products  decreased  in  quantity  produced  between 
1929  and  1933  and  increased  between  1933  and  1937,  but  in  varying  degrees. 

An  examination  of  72  products  experiencing  a  decline  of  at  least  70  per 
cent  from  1929  to  1933  showed  (p.  353)  that  "the  applicability  of  the  earlier 
contention,  namely,  that  there  is  no  apparent  relation  between  the  con- 
centration ratio  of  the  products  and  their  quantity  behavior,  is  extended 
even  to  those  products  which  experienced  severe  contractions  in  the  1929-33 
period." 

The  following  table  shows  the  classification  of  products  which  declined 
more  than  70  per  cent  in  output  (from  Table  23,  p.  354) : 

Number  of 
Classification  products 

1.  Type  of  immediate  purchaser    72 

consumer    5 

producer  67 

2.  Type  of  ultimate  user   43 

consumer    6 

producer   37 

3.  Degree    of    durability     43 

nondurable 2 

semidurable    0 

durable    41 

4.  Degree  of  fabrication    72 

semimanufactured    11 

finished     61 
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5.  Type  of  market   72 

regional     23 

national     49 

6.  Source   of  raw   material    72 

agricultural     2 

mineral   70 

forest    0 

other  0 

7.  Construction  materials   29 

8.  Producers'  supplies   0 

The  products,  56  in  number,  which  showed  increases  in  quantity  between 
1933  and  1937  of  at  least  200  per  cent  are  examined  in  the  same  manner  as 
the  72  products  which  showed  large  decreases  between  1929  and  1933. 
Forty-two  of  the  products  were  the  same  ones  in  both  groups,  while  the 
behavior  characteristics  of  both  groups  were  very  similar.  The  most  vio- 
lent changes  in  both  periods — recession  and  recovery — had  occurred  in  agri- 
cultural implements  and  industrial  producers'  capital  goods. 

The  average  realized  prices  of  the  407  products  in  the  sample  are  sub- 
ject to  the  same  analysis  as  were  their  quantities,  for  the  two  periods  1929- 

1933  and  1933-1937.     As  in  the  "quantity"  study  there  «, 

dl8<I18['6S 

appears  to  be.  no  relation  between  price  changes  and  con-  .    _,  . 

in  i  ric6S 

centration  ratios.    Price  changes,  however,  tend  to  be  less 

violent  than  quantity  changes;  i.e.,  there  seems  to  be  a  tendency  for  prices 
to  decline  by  a  smaller  percentage  than  quantity  output  in  a  period  of  gen- 
eral business  contraction,  and  in  a  period  of  business  recovery  to  increase 
by  a  smaller  percentage  than  expansion  of  quantity  output. 

Products  which  showed  a  high  percentage  change  in  price  revealed  a 
different  pattern  of  behavior  characteristics  from  those  which  showed  a  high 
percentage  in  quantity  changes.  Although  they  comprised  a  smaller  pro- 
portion of  the  total  number  of  products  in  the  sample  than  did  the  "quantity" 
group,  they  were  much  more  important  value-wise  than  that  group.  Fur- 
thermore, the  greatest  price  changes  occurred  generally  in  the  consumers' 
goods  groups,  in  contrast  to  the  greatest  output  changes  in  the  producers' 
goods  groups. 

The  price-production  behavior  of  individual  commodities  is  not  deter- 
mined to  any  noticeable  extent  by  the  degree  of  concentration  under  which 
they  are  produced  (p.  369).  This  is  shown  by  a  study  of  the  scatter  dia- 
grams. There  is  apparent  a  certain  amount  of  inverseness  in  the  price- 
quantity  changes,  somewhat  less  marked  in  the  products  with  high  con- 
centration ratios.  These  findings  refute  the  commonly  accepted  theory  that 
conditions  of  concentration  influence  price  changes  (cf.  monograph  state- 
ments on  pp.  372,  388). 

The  study  of  price-quantity  changes  in  the  recession  and  recovery  periods 
was  extended   to  the  groups  of   products   classified   according   to   the   six 
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p,  major  criteria  of  economic  characteristics.     Tiiey  were 

,     p  all  subjected  to  the  correlation  tests  (scatter  diagrams) 

„  p     J      .  of  concentration-quantity,  concentration-price,  and  price- 

quantity  relationships. 
A  summary  of  the  major  findings  follows: 

Type  of  immediate  purchaser  (p.  373) 

1.  Changes  in  quantity  output  of  goods  did  not,  in  general,  regain  be- 
tween 1933-1937  the  declines  suffered  between  1929-1933. 

2.  Although  no  distinct  types  of  price  and  production  policies  were  noted, 
there  appeared  to  be  a  tendency  for  producers'  goods  to  show  greater 
changes  in  quantity  for  equal  price  changes  than  did  consumers'  goods. 

Type  of  ultimate  user  (p.  378) 

3.  Consumers'  goods  reflected  a  tendency  for  small  price  decreases  to  be 
associated  with  relatively  large  contractions  in  output  and  vice  versa; 
this  pattern  was  not  apparent  in  the  price-quantity  relationships  of  pro- 
ducers' goods. 

Degree  of  durability  (p.  379) 

4.  Nondurable  goods  experienced  less  severe  declines  in  1929-1933  and 
smaller  increases  in  1933-1937  in  quantity  output  than  did  durable 
goods. 

5.  The  durable  goods  produced  under  conditions  of  high  concentration 
showed  a  tendency  to  experience  wider  fluctuations  in  quantity  output 
during  downswings  and  upswings  than  durable  goods  produced  under 
conditions  of  low  concentration;  this  pattern  was  not  apparent  in  the 
nondurable  goods  group. 

6.  Nondurable  goods  exhibited  an  inverse  price-quantity  relationship,  not 
apparent  in  the  durable  goods  group. 

Degree  of  fabrication  (p.  389) 

7.  Finished  producers'  capital  goods  showed  the  most  extreme  con- 
tractions and  expansions  of  output  in  this  category;  construction  ma- 
terials are  included  here. 

8.  An  inverse  price-quantity  relationship  was  exhibited  by  both  semi- 
finished and  finished  goods.  This  is  not  incompatible  with  the  con- 
clusions arrived  at  in  regard  to  the  price-quantity  relationships  of 
durable  and  nondurable  goods,  and  producers'  and  consumers'  goods, 
because  all  types  of  commodities  must  pass  through  these  stages  of 
manufacture. 

Type  of  market  (p.  394) 

9.  An  inverse  price-quantity  relationship  is  exhibited  by  products  having 
a  national  market  as  well  as  by  those  having  a  regional  market, 
although  the  relationship  is  somewhat  closer  for  those  in  the  regional 
market. 
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Source  of  raw  materials  (p.  394) 

10.  Products  embodying  agricultural  materials  experienced  larger  price 
declines  from  1929  to  1933  than  did  products  embodying  minerals,  and 
conversely,  from  1933  to  1937;  quantity  changes  were  not  as  sharp  for 
products  of  agricultural  origin  as  for  those  from  mineral  origin. 

11.  An  inverse  price-quantity  relationship  was  exhibited  for  products  of 
agricultural  origin,  but  was  not  apparent  for  those  of  mineral  origin. 

Construction  materials  and  producers'  supplies  (p.  395) 

12.  Construction  materials  experienced  relatively  narrow  price  decreases 
and  wide  decreases  in  quantity  from  1929  to  1933;  from  1933  to  1937 
price  increases  were  average  but  quantity  increases  less  than  average 
due  to  the  slow  resumption  of  construction  activity. 

13.  An  inverse  price-quantity  relationship  was  exhibited  by  producers'  sup- 
plies, although  quantity  changes  were  confined  to  a  relatively  narrow 
range. 

The  author  apparently  believes  that  his  conclusions  discredit,  as  a  whole 

or  in  large  part,  the  theories  of  the  two  main  schools  over  the  causes  of  price 

flexibility.    One  school  believes  the  major  cause  of  price         ■»  i  4.-         ^ 

.  .,■     .     -i     u  ■        c  1  11  Relation  of 

rigidity  IS  the    concentration  or  control  over  the  supply         p  +     +' 

of  products"  which  permits  price  maintenance  during         .    t>     j     *• 

^  .  ,         ,  ■,•     ^  r  rx^i  1        to  Production 

recessions   through   curtailing  or   output.      Ihe   second  ,  ,>  • 

d>ncl  r^rices 
school  sees  the  price  system  "as  a  composite  of  many 

different  kinds  of  prices,  the  relative  flexibility  or  inflexibility  of  which  is 
conditioned  by  a  multiplicity  of  factors  associated  with  the  economic  char- 
acteristics of  the  products  themselves  as  well  as  the  cost  conditions  under 
which  they  are  produced  and  distributed"  (p.  402). 

The  data  presented  in  this  study  do  not  show  any  strongly  marked  rela- 
tion'ship  between  the  price  and  quantity  of  products  and  the  conditions  of 
concentration  under  which  they  are  produced.  Quantity  output  seems  to  be 
related  more  directly  to  particular  economic  characteristics  of  commodities 
than  to  the  size  of  price  changes. 

Since  the  analysis  is  an  over-all  one,  price  and  production  policies  of  manu- 
facturers of  individual  products  are  obscured.  Monopoly  or  near  monopoly 
control  does  not  appear  to  be  general  from  this  study  and,  therefore,  the 
author  suggests  (p.  403)  that  public  control  of  this  type  of  behavior  "should 
be  formulated  in  terms  of  the  particular  rather  than  the  universal." 

The  author  admits  (p.  404)  the  limitations  of  his  data.  For  example,  the 
data  do  not  reveal  existence  of  controls  established  by  collusions,  agreements, 
conspiracies  or   understandings   among   the   producers.  The  Author's 

A  product  may  have  a  low  concentration,  as  measured  Conclusions 

in  this  study,  yet  actual  monopoly  may  exist  due  to  col- 
lusions or  agreements  among  a  few  producers.     However,  as  the  author 
points  out,  there  is  a  suflScient  number  of  cases  of  high  concentration  in 
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the  analysis  to  establish  the  relations  being  measured,  so  that  this  limitation 
is  not  too  serious. 

The  main  conclusion  of  Part  V  is  given  in  the  last  paragraph  of  the  sum- 
mary chapter  (pp.  407-412) : 

The  evidence  presented  here  leaves  no  doubt  that  the  great  majority  of  manu- 
factured products  are  produced  under  conditions  of  relatively  high  concentration 
— conditions  under  which  a  few  producers  account  for  the  major  portion  of  the 
output  of  a  product.  This  concentration,  however,  does  not  appear  to  result 
in  any  particular,  strongly  marked  or  unique  behavior  pattern.  Products  pro- 
duced under  conditions  of  high  concentration  show  about  the  same  changes  in 
quantity  and  in  price  over  periods  of  recovery  and  recession  that  are  shown  by 
products  with  low  concentration.  When  the  behavior  patterns  of  products  are 
analyzed  in  terms  of  their  various  product  characteristics,  changes  in  price  are 
quite  similar  regardless  of  the  product  characteristic,  but  the  changes  in  quantity 
vary  widely.  This  divergent  quantity  behavior,  however,  appears  to  be  more 
closely  associated  with  the  varying  economic  characteristics  of  the  products  them- 
selves than  with  the  different  conditions  of  competition  under  which  they  are 
produced. 

PART  VI.    THE  PRODUCT  STRUCTURES   OF  LARGE 
CORPORATIONS 

This  part  of  the  study  (pp.  575-732)  deals  with  the  role  played  in  our 
economy  by  the  50  largest  manufacturing  corporations.  For  obvious  rea- 
sons, the  names  of  the  companies  are  not  revealed.  The  authors  do  not 
attempt  to  study  these  giant  corporations  from  the  point  of  view  of  assets 
controlled  by  them,  or  in  terms  of  their  control  over  employment  oppor- 
tunities, or  in  the  role  they  play  "in  the  creation,  stimulation,  or  modifica- 
tion of  demand  through  advertising."  Nor  do  the  authors  study  the  price 
and  production  policy  of  these  companies  in  periods  of  increasing  or  de- 
creasing economic  activity.  The  object  is  much  narrower  in  its  scope.  Here, 
again,  the  approach  is  completely  objective. 

This  study  is  concerned  then  with  measuring:  (1)  the  importance  to  the 
corporations  of  each  product  which  they  manufacture;  and  (2)  the  extent  to 
which  these  big  corporations  controlled  the  supply  of  products  manufactured 
by  them.  In  other  words,  we  are  concerned  with  an  objective  description  of 
the  product  structures  of  large  manufacturing  corporations  (p.  581). 

The  50  large  manufacturing  companies  selected  for  this  part  of  the  study 
are  a  good  example.  The  selection  was  based  on  the  relation  of  the  product 
p  ,  of  these  companies  to  the  total  value  of  production  re- 

—  .  ported  in  the  1937  Census  of  Manufactures.    Each  of  the 
Features                ^  ,     rr  •  i 

A  . ,     cn  companies  is  a  central  omce  operating  more  than  one 

-  .  establishment,     i  ogether  the  50  companies  represent  O.Oi 
Compames  r    ,       ^  ,  ,         r  ^  i  • 

per  cent  or  the  total  number  or  concerns  reported  in 
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the  census,  1.7  per  cent  of  the  total  number  of  separate  estabUshments,  16.2 
per  cent  of  the  average  number  of  wage  earners,  21.3  per  cent  of  total  wages 
paid,  and  27.7  per  cent  of  the  total  value  of  manufactured  products  (p.  583). 

The  range  of  "bigness"  within  this  group  of  50  top  companies  is  illus- 
trated by  the  fact  that  the  largest  company  in  the  group  had  about  twenty 
times  the  value  of  product  of  the  smallest.  Moreover,  within  a  group  of 
200  of  the  largest  manufacturing  companies,  the  smallest  of  the  50  selected 
in  the  monograph  had  a  total  product  value  twice  that  of  the  100th  com- 
pany in  the  list  and  four  times  that  of  the  200th  company. 

The  wide  variation  in  the  products  of  the  50  largest  companies  is  shown 
by  the  fact  that  they  contributed  significantly  to  ten  of  the  fifteen  broad 
census  industry  groups.  The  distribution  of  the  proportion  of  the  total 
value  of  product  in  each  industry  group  contributed  by  the  50  companies 
is  shown  in  the  following  table  (from  Table  2,  p.  585) ; 

Per  cent  of  total 

Industry                                                                                             value  of  product 

Transportation  equipment    69.5 

Products  of  petroleum  and  coal   57.3 

Rubber  products    48.5 

Iron  and  steel,  not  including  machinery   44.9 

Nonferrous  metals  and  their  products   42.9 

Miscellaneous  industries    33.4 

Machinery,  not  including  transportation  equipment   23.5 

Chemicals  and  allied  products    22.2 

Food  and  kindred  products    20.5 

Leather  and  its  manufactures   13.3 

Stone,  clay,  and  glass  products   3.7 

Paper  and  allied  products   3.6 

Forest  products    2.1 

Textiles  and  their  products    1.0 

This  table  shows  that  the  product  of  these  50  large  companies  was  con- 
centrated in  certain  industries.  On  this  point  the  authors  comment  (p.  584) 
"that  there  is  probably  something  in  the  nature  of  the  products  or  in  the 
technology  under  which  they  must  be  produced  that  is  conducive  to  mass 
production  or  requires  extensive  aggregrates  or  resources  for  optimum  pro- 
duction." 

These  50  largest  companies  were  active  in  the  manufacture  of  2,043  prod- 
ucts or  about  one  half  of  the  total  number  of  products  classified  by  the 
census.  Their  share  of  the  total  value  of  these  products  was  37.8  per  cent, 
and  their  relative  concentration  of  activity  among  the  industry  groups  on 
this  basis  is  similar  to  their  proportion  of  the  total  value  of  products  in 
each  group. 

The  wide  range  of  the  products  of  these  large  companies  can  be  illustrated 
in  another  way.  Of  the  2,043  products  which  they  turned  out,  1,066  or 
more  than  one  half  were  produced  by  one  company,  while  509  or  one 
quarter  were  produced  by  two  companies.  The  remainder  of  the  companies, 
namely  46,  produced  301  of  the  2,043  products.  At  the  extreme  end  of  the 
distribution,  13  companies  produced  four  products. 
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In  Chapter  II  (pp.  592-631)  the  product  structures  of  these  50  companies 
were  analyzed  with  respect  to  the  following  three  questions  (p.  592)  : 

1.  How  widely  were  the  operations  of  the  companies  extended? 

2.  How  important  was  each  product  in  the  total  value  of  each  company? 

3.  How  important  was  an  individual  company's  output  of  each  product  in 
the  entire  domestic  production  of  that  product? 

The  extent  of  operation  of  the  50  companies  was  subjected  to  the  follow- 
ing tests: 

1.  The  number  of  industries  in  which  a  company  operated  establish- 
ments.— A  wide  variation  was  indicated  with  46  per  cent  of  the  com- 
panies having  establishments  in  6  to  29  industries  (Table  5,  p.  593). 

2.  The  number  of  industries  in  which  the  products  manufactured  by  the 
company  were  classified. — A  wide  variation  was  indicated,  with  54  per 
cent  of  the  companies  manufacturng  products  classified  in  8  to  39  in- 
dustries (Table  5,  p.  593). 

3.  The  number  of  establishments  operated  by  each  company. — A  wide 
variation  was  indicated,  with  52  per  cent  of  the  companies  operating 
more  than  25  establishments  each,  and  at  the  highest  level  one  com- 
pany operating  497  establishments  (Table  6,  p.  593). 

4.  The  number  of  products  per  establishment. — Of  the  total  of  2,869  estab- 
lishments, 735  or  25  per  cent  of  them,  operated  by  41  companies,  each 
manufactured  one  product;  75  per  cent  of  the  establishments  each 
manufactured  five  or  less  products.  At  the  other  extreme,  one  com- 
pany operated  an  establishment  which  manufactured  88  products 
(Table  7,  p.  595). 

5.  The  number  of  products  per  company. — A  scatter  diagram  (correla- 
tion) shows  a  positive  relationship  between  the  number  of  prodticts 
manufactured  by  a  company  and  the  number  of  industries  in  which 
it  operates  (p.  596). 

6.  The  structural  relationship  of  the  products  manufactured  by  a  central- 
office  company  was  analyzed  in  Part  II  of  this  monograph.  This  inves- 
tigation measures  the  extent  of  integration  as  shown  by  the  duplica- 
tion of  products  among  the  various  plants  operated  by  the  50  com- 
panies. Thus  company  A  manufactured  108  products,  but  since  it  had 
358  instances  of  production,  250  were  duplications.  Duplication  ratios 
(instances  of  duplication  expressed  as  a  per  cent  of  the  total  instances 
of  production)  ranged  from  14  per  cent  for  one  company  to  91.3  per 
cent  for  another  company.  More  than  one  half  of  the  companies  had 
duplication  ratios  in  excess  of  65  per  cent  (p.  598). 

The  importance  of  each  product  in  the  company  was  measured  by  two 
tests,  with  the  following  findings: 
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1.  The  contribution  of  each  product  to  the  total  value  of  the  company's 
output. — Of  the  total  of  4,085  products  (not  separate  products  but  the 
sum  of  each  company's  separate  products)  manufactured  by  the  50 
companies,  36  per  cent  each  represented  less  than  one  tenth  of  1  per 
cent  of  the  company's  total  value  of  output;  94.7  per  cent  of  the  prod- 
ucts each  represented  5  per  cent  or  less  of  the  company's  total  value  of 
output;  at  the  upper  extreme,  3  products,  or  less  than  one  tenth  of 
1  per  qent  of  the  total  number  of  products,  each  represented  between 
80  per  cent  and  85  per  cent  of  the  company's  total  value  of  output 
(Table  11,  p.  602;  Chart  46,  p.  607;  Tables  12,  13,  p.  608). 

2.  The  proportion  of  the  total  national  output  of  individual  products  ac- 
counted for  by  each  company. — A  distribution  of  the  two  products  in 
each  company  accounting  for  the  smallest  and  highest  proportion  of 
the  national  output  of  that  product  revealed: 

(a)  44  companies  had  at  least  one  product  in  which  the  company's 
output  was  less  than  0.1  per  cent  of  the  national  output;  5  com- 
panies with  1  product  accounting  for  0.1  per  cent  to  5  per  cent 
and  1  company  with  1  product  accounting  for  9.3  per  cent  of 
the  national  total  (Table  14,  p.  611). 

(b)  For  products  having  the  highest  concentration  ranges,  the  dis- 
tribution ranged  from  concentrations  of  10  per  cent  up  to  100 
per  cent,  with  15  companies  having  at  least  1  product  with  a 
concentration  of  50  per  cent  or  less  and  35  companies  having 
at  least  1  product  with  a  concentration  of  65  per  cent  or  more; 
the  extremes  in  the  range  of  high  concentrations  were  12.9  per 
cent  in  the  case  of  one  company  to  100  per  cent  in  the  case  of 
13  companies  (Table  14,  p.  611). 

(c)  A  distribution  of  the  total  of  4,085  products  manufactured  by 
the  50  companies  indicated  that  1,758,  or  43  per  cent,  each  rep- 
resented less  than  5  per  cent  of  the  national  quantity  output 
(Table  15,  p.  612). 

(d)  In  general,  a  large  proportion  of  the  instances  of  production  were 
for  products  in  which  the  companies  were  small  producers. 
Another  analysis  shows  that  there  is  a  tendency  for  the  products 
in  each  company  structure  to  cluster  in  the  low-concentration 
range  (Table  17,  p.  616). 

(e)  Moreover,  companies  with  low  concentrations  with  respect  to 
quantity  were  more  numerous  than  those  with  high  concentra- 
tions and  they  were  less  important  with  respect  to  the  total  value 
of  product.  For  example,  more  than  three  fourths  of  the  prod- 
ucts had  a  quantity  concentration  of  less  than  25  per  cent,  but 
they  comprised  less  than  one  half  of  the  total  value  of  all  prod- 
ucts (Table  17,  p.  616). 


436     FACT  AND  FANCY  IN  THE  T.N.E.C.  MONOGRAPHS 

A  number  of  other  tests,  too  detailed  to  reproduce  here,  indicate  that  there 
was  a  wide  variety  o£  the  products  of  these  companies  and  a  comparatively 
low  rate  of  concentration  both  with  respect  to  the  total  volume  and  total 
value  of  all  manufacturing  production. 

Participation  of  the  50  companies  in  the  production  of  the  various  prod- 
ucts indicates  the  degree  of  competition  in  the  group:  52.2  per  cent  of  the 

^  ....  products  were  each  manufactured  by  one  company:  24.9 

Competition  ^  J  r  j  V     n 

.,  per  cent  or  the  products  were  each  manufactured  by  I 

among  the  ^  .  \  ,     r    i       v "    l  .i 

_rt  n  .  companies;   at  the  extreme  end  of  the   distribution,  4 

50  Companies  j  i  r  j  u     i^  j£c 

products  were  each  manufactured  by  li  dirrerent  com- 
panies. This  is  in  itself  not  an  adequate  presentation  of  the  competitive 
situation  among  the  50  companies,  because  the  Bureau  of  the  Census  data 
as  released  do  not  permit  a  study  of  the  varying  amounts  of  production 
contributed  by  each  company  when  more  than  one  company  produces  a 
product.  Such  an  analysis  would,  no  doubt,  show  most  of  the  companies 
to  be  leaders  in  some  one  product,  while  their  other  diverse  products  are 
often  by-products,  joint  products,  etc.,  or  have  some  functional  relationship 
to  the  main  activity  of  the  company. 

While  the  limitations  of  available  data  did  not  permit  a  study  of  the 
market  controls  of  these  50  companies,  the  authors  pointed  out  (p.  631)  : 

Multi-product  concerns  may  pursue  policies  in  the  marketing  of  one  product 
which  result  in  an  immediate  loss  on  that  item,  but  this  loss  may  be  offset  by 
gains  in  other  directions.  The  effectiveness  of  the  operations  of  these  concerns 
tends  to  be  judged  in  terms  of  the  net  results  of  the  enterprise  as  a  whole  and 
not  in  terms  of  the  separate  results  in  each  of  the  parts. 

In  Chapter  III  (pp.  632-644),  two  other  measures  of  the  importance  of 
the  50  leading  companies  are  developed: 

(1)  the  significance  of  the  50  companies,  as  a  group,  among  all  the  lead- 
ing producers  (defined  in  the  early  part  of  this  monograph  as  the 
leading  4  producers  of  each  product) ;  and 

(2)  the  frequency  with  which  each  company  appeared  as  a  leading  pro- 
ducer of  its  analyzed  products. 

In  developing  the  first  measure,  3  of  the  50  companies  are  omitted  because 
their  operations  were  not  included  in  the  analysis  of  the  4  leading  pro- 
Rank  amoTiP*  ducers  of  1,807  products — a  group  that  included  3,752 
T  J  .  different  companies.  Of  the  remaining  47  companies, 
o  .«  the  proportion  that  appeared  as  leading  producers  of  a 
p  ,  ,  large  number  of  products  was  much  greater  than  the 
proportion  of  the  whole  leader  group.  Out  of  a  total 
number  of  7,201  company  appearances  by  members  of  the  leader  group,  the 
47  companies  appeared  847  times,  or  12  per  cent  of  the  total  appearances. 
Furthermore,  the  47  companies  accounted  for  18  per  cent  of  the  first-place 
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appearances,  14  per  cent  of  the  second-place,  9  per  cent  of  the  third-place, 
and  5  per  cent  of  the  fourth-place  appearances.  Appearances  of  the  47  com- 
panies in  the  various  industry  groups  showed  thehi  to  be  more  important  in 
some  than  in  others;  they  made  7  of  the  8  possible  appearances  in  the  trans- 
portation group,  53  of  the  72  possible  appearances  in  the  petroleum  group, 
while  at  the  other  extreme  they  were  relatively  unimportant  in  the  textiles, 
forest  products,  paper  products,  and  stone,  clay,  and  glass  groups.  They  ac- 
counted for  at  least  15  per  cent  of  the  appearances  in  each  of  the  9  industry 
groups  in  which  they  appeared  at  all. 

When  compared  with  the  845  products  which  were  produced  under  con- 
centration levels  of  75  per  cent  or  over,  the  47  companies  appeared  among 
the  leading  4  producers  of  264  products.  They  made  13.1  per  cent  of  all  the 
appearances  in  the  high  concentration  group  as  against  11.8  per  cent  of  the 
appearances  in  the  group  of  all  the  products,  and  tended  to  appear  more  fre- 
quently in  the  first  and  second  places  than  in  the  "all  products"  comparison 
(p.  636). 

The  above  comparisons  show  that  the  group  of  50  companies,  though  ac- 
counting for  only  0.03  per  cent  of  the  total  number  of  companies  reporting 
to  the  census,  played  a  very  important  role  in  the  manufacturing  economy. 

A  more  significant  measure  of  leadership  is  developed :  the  ratio  of  a  com- 
pany's appearances  among  the  four  leading  producers  of  its  analyzed  prod- 
ucts to  the  total  possible  appearances  it  can  have  in  the         ,,^  .      ., 

group.    In  other  words,  two  companies  may  each  be  a         t>  4.-     ,, 
f    J  1  £  in        J  f     ■      u  c  Ratios" 

leadmg  producer  or  lU  products,  but  ni  the  case  or  one 

company  the  10  appearances  may  represent  10  opportunities  to  appear  in 

first  place,  while  in  the  case  of  the  other  company  the  10  appearances  may 

represent  10  out  of  100  opportunities  to  appear  in  first  place.    With  some 

allowance  for   divergencies,  there  was  a  definite  tendency  for  companies 

making  a  large  number  of  appearances  to  have  high  opportunity  ratios,  and 

also  to  appear  most  frequently  in  first  and  second  places. 

With  regard  to  their  appearances  in  products  of  high  concentration  ratios, 
out  of  a  total  of  847  appearances  of  these  47  companies,  about  one  half  of 
them,  or  438  appearances,  were  in  products  with  concentration  ratios  of  75 
per  cent  or  more.  Furthermore,  they  appeared  more  frequently  in  first  and 
second  places  in  the  high  concentration  group  than  in  the  all-appearance 
group  (p.  637). 

The  authors  give  the  following  summary  of  the  "Role  of  the  Largest  50 
Manufacturing  Companies  as  Leading  Producers"   (p.  643). 

In  the  first  section  of  this  chapter,  we  saw  that  the  largest  50  companies, 
taken  together,  accounted  for  nearly  12  per  cent  of  all  the  appearances  among 
the  leading  producers  of  1,807  products  analyzed  in  the  study  of  "The  Concen- 
tration of  Production  In  Manufacturing."  We  saw,  further,  that  these  com- 
panies accounted  for  16  per  cent  of  all  appearances  made  In  first  and  second 
places  and  8  per  cent  of  all  appearances  In  third  and  fourth  places.     They  also 
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accounted  for   13  per  cent  of  all  the  appearances  made  in  products  with  high 
concentration  ratios. 

While  there  was  considerable  variation  in  the  number  of  appearances  made 
by  each  company  as  well  as  in  the  ratio  of  these  appearances  to  the  opportuni- 
ties for  appearance  of  each  company,  some  generalizations  may  be  made  regard- 
ing the  appearances  of  individual  companies.  Approximately  one  half  of  the 
companies  appeared  as  a  leading  producer  of  10  or  more  products.  This  fact 
is  not  surprising,  of  course,  when  it  is  remembered  that  these  large  companies 
were  engaged  in  the  manufacture  of  a  large  number  of  products  and  therefore 
had  several  opportunities  for  appearance.  Half  of  the  companies,  however,  not 
only  appeared  a  number  of  times  but  their  appearances  represented  more  than 
half  of  their  opportunities  for  appearance.  Furthermore,  a  majority  of  the  com- 
panies had  more  than  60  per  cent  of  their  appearances  in  first  and  second  places, 
and  a  majority  of  all  the  appearances  were  in  products  with  high  concentration 
ratios  (products  with  concentration  ratios  of  75  per  cent  or  more).  Finally, 
while  the  50  companies  were  among  the  leading  producers  of  more  than  half  of 
their  analyzed  products,  it  may  be  said  that  they  were  leading  producers  of  at 
least  32  per  cent  of  all  their  products. 

The  chapter  of  Part  VI  on  "The  Causes  of  Product  Diversification" 
(Chapter  IV,  pp.  645-659)  is  based  largely  on  interviews  with  officials  of  27 
p      ,      .  large  manufacturing  corporations.     There   were,  how- 

Diversification        ^^^'^'  ^^^  following  limitations  to  the  material  collected 
in  this  way  (p.  647) : 

1.  Because  of  the  age  of  the  company,  present  officials  were  unacquainted 
with  the  history  of  its  early  developments. 

2.  Officials  often  did  not  know  the  precise  reasons  for  certain  actions,  or 
their  explanations  were  outside  the  scope  of  the  study. 

3.  There  was  a  tendency  to  "edit"  the  reasons  given  for  certain  actions,  in 
order  to  exclude  answers  which  might  place  the  company  in  an  un- 
favorable light. 

4.  The  smallness  of  the  sample  is  a  deficiency,  but  the  recurrence  of  causes 
and  their  limited  variation  seem  to  indicate  that  the  more  important 
causes  of  diversification  are  included. 

The  causes  for  product  diversification  operative  in  the  experience  of  the 
companies  interviewed  may  be  classified  in  ten  groups: 

1.  Research  conducted  as  a  general  business  policy 

2.  Business  policy  of  carrying  a  full  line 

3.  Utilization  of  resources 

4.  Changes  in  demand 

5.  Corollary  of  vertical  and  horizontal  integration 

6.  Customer  requests 

7.  Government  requests 
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8.  Diversity  o£  products  that  can  be  made  of  the  same  raw  material 

9.  To  collect  receivables 
10.  Miscellaneous 

Each  of  these  groups  of  causes  has  a  variety  of  different  angles. 

The  final  chapter  of  this  study  (Chap.  V,  pp.  660-671)  is  devoted  to  an 
analysis  of  the  relationship  of  product  diversification  to  the  broader  factors 
of  prices,  efficiency,  competition,  and  mobility  of  the  factors  of  production. 

On  the  basis  of  the  history  of  product  expansion  of  16  companies  inter- 
viewed, it  appears  that  the  movement  was  most  pronounced  in  the  late  1920s 
and  has  been  somewhat  erratic  since  1933.  The  effect  of  product  diversifica- 
tion on  the  company  structure  seems  to  depend  on  the  method  of  expansion. 
A  total  of  108  products  added  by  15  companies  led  to  the  purchase  or  con- 
struction of  new  facilities  in  54  cases,  to  the  acquisition  of  productive  facili- 
ties operated  by  other  corporations  in  38  cases,  and  to  the  fuller  utilization 
of  the  company's  own  facilities  in  the  remaining  16  cases. 

It  has  been  suggested  by  some  economists  that  development  and  expansion 
of  an  industry  usually  leads  to  greater  specialization  in  one  or  a  few  lines 
and  the  consequent  reduction  in  the  number  of  commodities  produced  by 
a  single  firm.  This  study  fails  to  confirm  that  belief.  At  least  it  can  be 
stated  with  certainty  that  along  with  specialization  there  is  also  an  offsetting 
tendency  towards  multi-product  activity. 

The  most  obvious  effect  of  product  diversification,  according  to  the  authors 
(p.  663),  is  the  fuller  use  of  resources.  This  may  be  the  use  of  excess  capacity 
built  for  the  production  of  one  commodity  which  cannot  be  utilized  under 
existing  conditions;  or  the  use  of  managerial  or  selling  or  other  human  re- 
sources not  fully  employed — "the  uneconomic  consequences  of  indivisibilities 
of  the  factors  of  production";  or  the  use  of  idle  facilities  which  are  the  result 
of  the  nature  of  a  company's  basic  activities,  such  as  seasonal  production  or 
changing  demand. 

Product  diversification  often  results  in  additional  employment  of  men  and 
machines,  but  does  not  necessarily  increase  total  employment.  It  may  uti- 
lize facilities  and  men  partially  employed  or  may  continue  employment  of 
those  about  to  become  idle  because  of  the  forces  of  demand;  or  the  increase 
in  one  company  may  be  offset  by  a  decrease  in  another  company  due  to  the 
economic  effect  of  the  production  of  a  new  commodity  in  the  former. 

Product  diversification  also  leads  to  increased  stability  in  line  with  the 
"eggs-in-several-baskets"  theory.  In  addition,  various  economies  may  be 
effected  and  often  passed  on  in  the  form  of  lower  prices.  However,  expan- 
sion may  sometimes  prove  unsuccessful  and  become  a  burden.  Much  de- 
pends on  the  selection  of  the  right  products. 

The  effect  of  multi-product  organization  in  the  market  is  to  blur  the  fac- 
tors of  supply  and  demand  for  each  specific  commodity.    The  multi-product 
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firm  usually  has  no  way  of  allocating  over-all  expenses  to  individual  prod- 
ucts, and,  as  a  result,  may  continue  to  carry  an  unprofitable  item,  where 
ordinarily  the  forces  of  competition  would  cause  its  discontinuance.  How- 
ever, in  the  case  of  a  multi-product  firm  which  is  aware  of  the  unprofita- 
bility  of  a  particular  item,  it  may  decide  to  carry  it  at  a  loss  as  an  aid  in  the 
sale  of  a  high-profit  line. 

There  are  variations  of  "price-maintenance"  policies.  Output  of  a  product 
may  be  restricted  in  line  with  a  falling  demand  in  order  to  maintain  profits, 
or,  even  if  a  loss  is  sustained  by  restricted  output,  in  order  not  to  "spoil"  the 
future  market. 

A  firm  well  established  in  certain  lines  may  be  able  to  bring  out  a  new 
product  in  competition  with  other  well-established  lines,  where  an  unknown 
company  would  stand  no  chance  whatsoever. 

The  large  multi-product  concern  is  in  the  advantageous  position  of  being 
able  to  pool  its  resources  for  expansion.  It  does  not  encounter  the  ordinary 
obstacles  to  entrance  into  new  lines  of  production,  because  of  its  financial 
strength,  its  credit  facilities,  or  its  idle  capacity.  It  attracts  ideas,  it  can  and 
does  finance  research  and  technical  experimentation,  whereas  small  enter- 
prises must  often  forego  the  investigation  of  new  ideas  because  of  the  risks 
involved. 

Thus  product  diversification  cannot  be  branded  as  either  "good"  or  "evil." 
In  some  instances,  it  has  economic  advantages  which  benefit  the  consumer 
through  lower  prices,  larger  employment,  more  competition,  etc.  At  other 
times,  it  has  led  to  consolidation,  or  to  enhancement  of  a  monopolistic  po- 
sition. 

The  authors  summarize  the  last  chapter  as  follows  (p.  671) : 

Product  diversification  is  a  method  of  individual  firm  expansion — in  some 
instances  it  is  a  cause  of  bigness.  The  economies  of  large-scale  enterprise  that 
accrue  to  firms  vertically  and  horizontally  integrated  do  not  all  apply  to  those 
elements  of  bigness  arising  from  diversification  of  output.  It  is  not  possible 
to  hold  product  diversification  by  the  firm  as  an  unmitigated  good  or  evil.  In 
some  instances  economic  advantages  in  the  form  of  lower  prices,  larger  em- 
ployment, more  competitors,  more  "efficient"  firms,  greater  mobility  of  the 
factors  of  production,  and  more  rapid  adjustment  to  change  have  resulted. 
In  other  instances,  product  diversification  has  resulted  in  less  "efficient"  firms 
(through  making  the  control  by  market  forces  more  remote)  and  has  enabled 
companies  to  consolidate  or  enlarge  inonopolistic  positions  already  enjoyed  or  to 
create  new  ones. 

CONCLUSIONS  OF  THE  REVIEW 

This  monograph  on  The  Structure  of  Industry  is  a  thoroughly  honest  and 
comprehensive  piece  of  work.  The  conclusions  drawn  are  based  on  a  careful 
analysis  of  rehable  and  official  data.    The  authors  have  shown  rare  restraint 
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in  refusing  to  state  conclusions  not  supported  by  statistical  and  other  evi- 
dence. 

The  honest  and  unbiased  approach  to  the  study  is  exemplified  by  the 
authors  in  their  clear  statements  of  the  limitations  of  the  data,  so  that  con- 
clusions not  supported  by  the  data  cannot  be  legitimately  drawn  from  the 
study. 

For  all  its  thoroughness,  the  study,  in  its  present  form,  is  of  comparatively 
little  practical  value  to  most  students.  The  bewildering  array  of  tables  and 
charts,  as  well  as  the  abstract  and  complicated  nature  of  the  analysis,  makes 
it  difficult  for  the  reader  to  get  to  the  salient  points  of  the  study. 

To  be  of  use  to  busy  men,  the  material  in  the  monograph  must  be  ab- 
stracted and  condensed.  That  we  have  tried  to  do  in  this  review.  The 
reader,  however,  is  urged  to  consult  the  original  study,  both  for  confirmation 
of  the  statements  made  here  and  for  further  light  on  points  not  fully  de- 
veloped in  this  brief  abstract. 


L 


REVIEW  OF  T.N.E.C.  MONOGRAPHS  NOS.   28  AND  28 A 

Life  Insurance 

MAJOR  executives  of  five  life  insurance  companies  submitted  to  the 
T.N.E.C.  a  reply  to  Monograph  No.  28.  This  was  published  by  the 
T.N.E.C.  as  Monograph  No.  28A,  together  with  supplemental  arguments 
by  S.E.C.  representatives. 

The  weakness  of  the  S.E.C.  case  is  admirably  set  forth  by  G.  Wright  Hoff- 
man of  the  University  of  Pennsylvania  in  the  American  Economic  Review 
of  December,  1941. 

Mr.  Hoffman's  analysis  of  Monograph's  Nos.  2,  28,  and  28A  is  reproduced 
here.  Following  it  is  incorporated  the  complete  text  of  the  statement  sub- 
mitted by  the  five  executives  of  life  insurance  companies. 


Any  comprehensive  inquiry  into  the  nature  and  extent  of  economic  con- 
trol within  the  United  States  must  necessarily  involve  a  consideration  of 
insurance.  In  the  T.N.E.C.  investigation,  insurance  occupied  a  prominent 
place  judged  by  the  space  consumed.  The  survey  of  this  one  area,  limited 
entirely  to  life  insurance,  consumed  some  4,100  pages  in  hearings  (Parts  4, 
10,  10-A,  12,  13,  and  28)  and  over  700  pages  in  monographs  (Nos.  2,  28, 
and  28-A). 

Monograph  No.  28  is  a  review  of  the  evidence  brought  out  in  the  hearings 
as  interpreted  by  the  authors  and  gives  a  fairly  comprehensive  picture  of 
what  those  in  immediate  charge  of  the  insurance  study  wished  to  develop 
through  hearings  and  their  own  investigations.  In  addition  to  this.  Mono- 
graph No.  2  supplies  information  in  the  field  of  industrial  insurance,  and 
Monograph  No.  28-A  some  supplemental  arguments  by  representatives  of 
the  Securities  and  Exchange  Commission.  Additional  information  from  the 
life  insurance  companies'  point  of  view  will  be  found  in  an  appendix  to 
Part  28  of  the  Hearings  (pp.  15671-15730).  Finally,  the  statement  by  Com- 
missioner Pike  in  the  Final  Report  (pp.  559-602)  is  an  excellent  summary 
of  the  various  aspects  of  life  insurance  considered  by  the  insurance  staflF  to- 
gether with  its  views  and  recommendations. 

The  T.N.E.C.  approach  to  the  insurance  investigation,  broadly  viewed, 
assumed  that  insurance,  though  socially  desirable,  as  now  organized  places 
too  much  power  in  the  hands  of  too  few  people  and  includes  certain  prac- 
tices harmful  to  the  best  interests  of  the  insured  and  the  public  generally. 

An  inquiry  running  in  these  terms,  in  addition  to  compiling  evidence, 
requires  a  statement  of  the  standards  used  to  measure  harmful  practices 
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and  undue  power.    It  cannot  properly  be  assumed  that  qt     rl     rl 

those  who  make  use  of  the  results  will  be  able  to  set  up  tm     /i  /i 

adequate  standards  drawn  from  their  own  experience. 
When  does  an  insurance  company  become  too  large.?     At  what  point  does 
an  insured  buy  too  much  insurance.''     Under  what  conditions  is  lobbying 
socially  undesirable .f'     When  are  insurance  reports  inadequate? 

Unfortunately  the  insurance  staff  of  the  T.N.E.C.  did  not  set  up  such 
standards.  Perhaps  they  felt  the  task  an  impossible  one.  It  is  difficult, 
though  for  most  of  the  issues  raised  not  impossible.  There  is  a  body  of 
carefully  drawn  opinion  to  be  found  among  recognized  writers  in  insurance, 
in  accounting,  in  investments,  and  in  allied  fields.  To  this  can  be  added 
outstanding  legal  opinion  and  such  modifications  as  the  investigator  him- 
self sees  fit  to  add  if  drawn  from  experience  or  logical  reasoning.  The  re- 
sulting "generally  accepted  standards"  will  most  certainly  be  open  to  attack 
and  not  acceptable  to  all;  but  they  can  reflect  the  best  current  thought,  give 
definitive  form  to  the  assumptions  upon  which  the  investigation  is  based, 
and  supply  standards  against  which  empirical  evidence  may  be  tested. 

If  such  standards  are  not  supplied  for  problems  of  the  type  raised  by  the 
T.N.E.C.  staff,  it  is  altogether  likely  that  issues  and  evidence  will  be 
lowered  to  a  level  of  endless  debate.  In  no  small  measure  this  is  what 
happened  in  the  insurance  investigation.  The  use  of  legal  talent  in  the 
conduct  of  the  investigation  contributed  materially  to  this  end.  Not  all  of 
the  investigators  were  lawyers,  and  not  all  of  the  participating  lawyers  fol- 
lowed the  "advice  of  counsel"  approach;  but  one  cannot  read  the  evidence 
submitted  or  note  the  general  conduct  of  hearings  without  observing  a 
strong  undercurrent  of  one-sided,  evasive  argument.  In  the  absence  of  ade- 
quate .standards  and  with  neither  investigators  nor  witnesses  entirely  frank, 
the  summary  results  could  not  be  of  the  highest  quality. 

We  come  then  to  the  evidence  submitted.  Not  much  more  can  be  done 
here  beyond  a  statement  of  the  main  areas  considered,  with  a  brief  indica- 
tion of  the  character  of  the  evidence. 

During  the  past  thirty  years  life  insurance  has  grown  rapidly.    Insurance 
in  force  has  passed  the  100  billion  dollar  mark  and  assets  approach  30  bil- 
lion.    Over  300   legal   reserve   companies   manage   this        p        tVi    f  T  "f 
business.    Seventy-five  of  these  had  assets  as  of  Decem-        j 
ber  31,  1938,  aggregating  over  26  billion  dollars;  six  had 
assets  aggregating  over  16  billion.     Here  are  both  bigness  and  concentra- 
tion.    From   the   insurance   companies'   viewpoint,   this   suggests   excellent 
insurance  leadership  with   equally  generous  response  on   the  part  of  the 
insured  to  save  and  protect  their  own.     That  such  a  large  fraction  of  the 
insurance  should   happen   to  be  written  by  only   six   companies   indicates 
nothing  more  than  sound  aggressive  management.     To  the  T.N.E.C.  in- 
surance staff,  this  bigness  and  concentration  have  resulted  mainly  from  an 
insatiable  desire  to  grow,  reflecting  itself  "in  a  race  between  companies, 
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each  striving  for  size  for  the  sake  of  size  alone.  .  .  ."  It  has  "bred  socially 
undesirable  sales  practices  which  forced  growth  beyond  that  attributable  to 
normal  demand,"  ^  In  view  of  the  fact  that  800  per  cent  increase  in  assets 
has  been  attained  since  1906,  the  prospect  of  further  accumulation  of  assets 
in  the  future  gives  some  cause  for  concern." " 

Life  insurance  companies  are  run  by  boards  of  directors.  The  directorates 
rarely  interlock  as  between  life  insurance  companies  but  usually  do  with 
Manap-ement  other  companies,  especially  banks  and  industrial  corpo- 

rations. "The  five  largest  (life  insurance)  companies 
interlock  with  780  corporations,  including  145  banks  and  100  other  insur- 
ance companies,  mostly  fire  and  casualty  concerns."  ^  The  banks  with 
which  these  five  companies  have  interlocking  directors  have  total  assets  of 
over  15  billion  dollars.*  The  insurance  staff  of  T.N.E.C.  cite  a  small  amount 
of  evidence  of  favoritism  growing  out  of  these  connections;  they  cite  much 
stronger  evidence  of  failure  of  "outside"  directors  to  attend  life  insurance 
directors'  meetings.  They  also  cite  instances  of  life  insurance  directors  bene- 
fiting personally  by  their  position  through  security  and  real  estate  deals  and 
the  borrowing  of  funds  from  the  company.  These  latter  cases  related 
mostly,  though  not  entirely,  to  the  smaller  life  insurance  companies,  and 
some  which  were  merely  small. 

Considerable  evidence  was  presented  by  the  insurance  staff  indicating 
financial  racketeering  through  reinsurance,  holding  companies,  and  conver- 
sion of  companies  from  one  legal  status  to  another.  Regarding  these  mat- 
ters the  insurance  companies  stated  that  they  either  were  not  contrary  to 
state  insurance  law  or  were  isolated  irregularities  to  be  expected  in  any  busi- 
ness as  vast  as  that  of  life  insurance  today.  It  was  especially  emphasized 
that  among  the  26  largest  life  insurance  companies,  where  the  insurance  staff 
made  its  most  intensive  investigation,  no  instance  was  found  "in  which  a 
director  of  a  life  insurance  company  controlled  or  selfishly  influenced  the 
decisions  of  his  fellow  directors  either  in  that  company  or  in  any  other 
corporation."  ^ 

Boards  of  directors  of  life  insurance  companies  are  in  practice  self- 
perpetuating  bodies.  In  mutual  companies,  policyholders  can  vote;  in  stock 
companies,  stockholders.  But  it  is  doubtful  that  one  policyholder  in  a 
hundred  even  knows  this,  and  the  machinery  for  voting  is  such  as  to  dis- 
courage any  one  from  attempting  it.  This  the  life  insurance  companies 
will  admit.     In  reply  they  point  to  policyholder  disinterestedness,  to  the 

^  Monograph  No.  28,  p.  10. 

2  Ibid.,  p.  12. 

^  Final  Report  and  Recommendations  of  the  T.N.E.C,  p.  582. 

*  Monograph  No.  28,  p.  31. 

^Hearings,  Part  28,  p.  15683.  In  citing  here  and  elsewhere  the  views  of  Hfe  insurance 
companies  the  writer  has  drawn  from  a  statement  in  the  Hearings  signed  by  151  of  the  365 
legal  reserve  life  insurance  companies  in  the  United  States.  This  list  of  151  includes  some 
but  not  all  of  the  leading  companies  and  many  smaller  companies. 
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protecting  hand  of  the  state  insurance  commissioner,  and  to  the  special  need 
of  continuing  boards  for  the  business  of  administering  long-term  life  insur- 
ance contracts.  And  they  submit  that,  anyway,  they  have  a  splendid  record, 
so  why  worry  about  disfranchisement? 

Life  insurance  officials  from  time  to  time  hold  conferences  to  exchange 
experience  and  discuss  problems  of  common  interest.  For  example,  they 
pool  their  actuarial  experience  to  formulate  tables  for  r«  m     ff 

common  use.  They  may  agree  to  standardize  various 
clauses  and  conditions  of  a  policy  or  riders  thereto.  They  may  also  agree 
to  a  schedule  of  uniform  premium  rates.  Evidence  gathered  by  the  insur- 
ance staff  of  the  T.N.E.C.  is  rather  conclusive  in  showing  common  action 
by  insurance  companies  in  writing  group  life  as  well  as  group  accident 
insurance.  Uniform  rates  as  well  as  uniform  underwriting  practices  are 
the  established  rule.  Uniform  rates  are  also  the  rule  for  ordinary  insurance 
arnong  the  leading  stock  companies  and  considerable  common  action  has 
also  been  taken  among  the  leading  companies,  both  stock  and  mutual,  in 
establishing  rates  for  annuities.*'  From  this  and  other  evidence  of  common 
action,  the  T.N.E.C.  insurance  staff  infers  (1)  that  competition  has  been 
seriously  limited  in  many  important  areas  of  life  insurance,  and  (2)  that 
the  companies  have  acted  with  undue  secrecy.  The  companies  deny  undue 
secrecy,  and  while  they  admit  common  action  they  deny  any  stifling  of 
competition  beyond  that  absolutely  necessary  to  assure  the  safety  of  policy- 
holders. 

It  might  be  expected  that  an  examination  of  operating  costs  and  experi- 
ence would  throw  some  light  on  this  matter  of  competition.  Part  10-A 
of  the  Hearings  set  forth  the  operating  results  and  investments  of  the  26 
largest  life  cotnpanies  for  the  years  1929-38.  There  is  here  a  great  array  of 
comparative  data,  but  the  summary  observations  made  from  it  hardly  war- 
rant the  work  entailed.    It  is  observed  that: 

An  ever-increasing  amount  of  the  country's  savings  is  flowing  to  life  insurance 
companies,  which  are  in  effect  sterilizing  the  savings  funds  received  and  pre- 
venting them  from  flowing  into  new  enterprises  or  undertakings  where  the 
element  of  venture  or  risk  is  present.  Thus  the  small  businessman  or  average 
industrialist  is  denied  access  to  this  more  important  capital  reservoir.  The  life 
insurance  companies,  on  the  other  hand,  are  finding  themselves  unable  to  put 
their  funds  to  work,  and  yet  are  clinging  to  the  notion  that  investment  in  bonds 
is  the  only  road  to  safety  .'^ 

There  is  ample  evidence  that  insurance  companies  do  invest  heavily  in 
bonds  and  that  this  demand  has  helped  to  lower  interest  rates.  But  the 
alternative  of  buying  equities,  and  especially  in  new  "venture"  enterprises, 
is  quite  contrary  to  the  standards  of  safety  commonly  employed  by  life  com- 

^  Sec  Hearings,  Part  10,  pp.  4153-79;  also  Monograph  No.  28,  pp.  141-63;  also  Hearings, 
Part  28,  pp.  15722-28. 

^  Monograph  No.  28,  p.  378. 
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panics.  They  might  add:  "Let  those  whom  we  outbid  put  their  money  in 
venture  capital."  The  general  lowering  of  interest  rates  has  meant  loss  of 
income  to  insurance  companies.  Another  source  of  abnormal  loss  in  recent 
years  has  been  in  annuities;  another,  in  heavy  disability  payments.  These 
are  reviewed  by  the  T.N.E.C.  insurance  staff  with  this  summary  observa- 
tion: "Many  of  the  increased  benefits  and  liberalized  clauses  which  proved 
so  disastrous  were  adopted  because  of  severe  competition  and  were  in  re- 
sponse to  sales  needs  rather  than  the  result  of  any  cost  calculation."  ^  The 
evidence  submitted  is  insufficient  to  support  this  generalization.  It  is  inter- 
esting to  note,  however,  that  here  competition  is  admitted  by  the  T.N.E.C. 
staff  whereas  elsewhere  it  is  denied. 

The  T.N.E.C.  insurance  staff  devotes  considerable  space  to  sales  aspects 
of  insurance.'"*  The  argument  runs  somewhat  as  follows:  Company  man- 
agement has  an  overdose  of  "growth  for  growth's  sake"  philosophy.  This 
spreads  out  through  all  the  agents.  The  latter  are  deliberately  coached  to 
use  an  emotional  rather  than  an  intellectual  sales  approach.  Sales  contests 
spur  the  men  on  to  ever  larger  volume.  The  result  is  poorly  placed  insur- 
ance ill  fitted  to  the  needs  of  the  insured,  high  lapse  ratios,  large  turnover 
of  agents,  and  unnecessary  increases  in  costs.  A  substantial  amount  of 
cogent  evidence  is  presented  in  support  of  these  observations.  It  would 
be  difficult  for  life  insurance  companies  to  defend  the  data  of  high  lapse 
ratios,  of  random  hiring  of  agents,  and  of  childlike  coaching  of  agents  in 
their  sales  work.  Some  companies  are,  however,  doing  pioneer  work  in 
raising  standards  in  this  area.  The  insurance  staff  points  this  out,  though 
too  little  space  is  given  to  it.  Thus  the  broad  program  of  the  American 
College  of  Life  Underwriters  is  passed  up  with  a  footnote. 

When  we  come  to  the  area  of  industrial  insurance,  "sales  for  sales'  sake" 
reaches  full  flower  in  the  eyes  of  the  T.N.E.C.  insurance  staff.  Their  con- 
clusions read  as  follows: 

Thus  industrial  insurance  continues  to  exhibit  the  same  inherent  evils:  High- 
pressure  salesmanship,  excessive  lapse,  extravagant  cost,  and  finally,  overselling 
and  uneconomic  distribution  of  policies  in  the  family.  .  .  . 

The  conclusion  is  inevitable  that  industrial  insurance  has  failed  to  fulfill  its 
essential  purpose.  Either  industrial  insurance  must  be  eliminated  or  the  tradi- 
tional method  of  conducting  it  must  be  drastically  changed  to  eradicate  its 
inherent  weaknesses.^" 

As  evidence  in  support  of  their  position  the  insurance  staff  prepared  a 

summary  of  a  W.P.A.  field  survey  of  insurance  held  by  some  2,000  Boston 

T    ••     4.  •  1  families  of  the  lower-income  class.    Most  of  these  fami- 

Industrial  ,.  ,.,.,.  „,    .  .  , 

T  lies  carried  industrial  insurance,     iheir  experience  with 

Insurance  .  r  n       .    i      i       i 

this  rorm  ot  insurance  was  careiully  tabulated  and  sum- 

^  Monograph  No.  28,  p.  340. 

^  See  Monograph  No.  28,  Section  XV;  also  Hearings,  Part  13,  pp.  6505  ff. 

10  Monograph  No.  28,  p.  305. 
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marized/^  Further  evidence  was  brought  out  in  the  extensive  hearings  on 
this  type  of  insurance/"  It  is  not  possible  here  to  review  this  detailed  evi- 
dence. It  does  indicate  high-pressure  selling  and  excessive  lapse  by  any  rea- 
sonable standards.  The  evidence  is  not  so  clear  regarding  cost.  Costs  per 
dollar  of  coverage  are  higher  than  for  ordinary  insurance,  but  the  conditions 
surrounding  its  sale  are  not  favorable.  There  is  ample  evidence  of  inade- 
quate and  often  malplaced  coverage  if  one  uses  only  minimum  standards  of 
insurance  needs.  On  the  other  hand,  it  is  a  fact  that  this  form  of  life  insur- 
ance reaches  far  more  people  than  all  other  forms  combined,  some  50  mil- 
lions in  fact,  and  that  with  all  its  shortcomings  it  does  meet,  in  a  measure  at 
least,  the  protective  and  savings  needs  of  this  vast  group.  Perhaps  this  is  its 
justification  today  and  until  such  future  date  as  something  better  (and  eco- 
nomically possible)  can  be  devised. 

Some  evidence  is  presented  by  the  insurance  staff  showing  lobbying  mainly 
to  prevent  the  passage  of  bills  by  state  legislatures  which  the  insurance  com- 
panies regarded  as  detrimental.  The  evidence  indicated  considerable  clever- 
ness in  accomplishing  objectives.  This  the  T.N.E.C.  staff  objected  to  in  the 
absence  of  adequate  disclosure  and  especially  in  view  of  the  fact  that  the 
policyholders'  elected  representatives  are  expected  to  look  out  for  their  in- 
terest.^^  To  this  the  insurance  companies  responded  that  itemized  state- 
ments of  lobbying  items  are  filed  annually  with  the  state  insurance  depart- 
ments and  that  it  is  the  companies'  obligation  to  defend  the  interests  of 
policyholders  whenever  and  wherever  threatened.^* 

Mention  should  also  be  made  of  evidence  designed  to  show  that  present 
methods  of  preparing  company  statements  (largely  a  product  of  state  insur- 
ance requirements)  are  antiquated,  misleading,  and  insufficiently  informa- 
tive for  policyholder  use.  Certainly  there  appears  to  be  ample  room  for  im- 
provement along  lines  now  being  developed  by  many  industrial  corporations. 

The  issues  raised  as  a  result  of  the  T.N.E.C.  insurance  investigation  should 
be  fairly  evident  from  the  preceding  summary  of  evidence.  A  brief  state- 
ment of  these  issues  will  have  to  suffice.    As  might  be         ^ 

expected,  they  center  around  the  broad  question  whether  ,   , .  , 

^  / .       .      , ,  ■^  c  1  mendations  of 

state  supervision  is  able  to  provide  satisfactory  regula-         _  ^  _  p 

tion.    If  it  is,  then  improvement  in  that  area  is  in  order. 

If  it  is  not,  then  federal  regulation  must  either  supplant  the  work  of  the 

several  states  or  supplement  it.     The  position  of  the  insurance  companies 

on  this  issue  is  that  the  state  governments  have  to  date  done  a  job  and  can 

continue  to  do  so.    This  may  not  be  the  position  of  every  company  official; 

it  certainly  is  of  the  vast  majority  of  them.    The  T.N.E.C.  staff  also  would 

continue  with  state  regulation  but  improve  it  in  certain   particulars   and 

strengthen  it  with  federal  law  in  selected  areas. 

1^  Monograph  No.  2,  Families  and  Their  Life  Insurance. 

12  Hearings,  Part  12.     See  also  Monograph  No.  28,  Section  XVII. 

1^  Monograph  No.  28,  pp.  164-76. 

1*  Hearings,  Part  28,  p.  15729. 
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On  the  matter  o£  improving  state  supervision,  the  T.N.E.C.  staff  recom- 
mends that  insurance  commissioners  be  appointed  for  merit  rather  than 
poHtical  considerations,  their  tenure  and  salaries  increased,  and  their  duties 
confined  to  insurance  only,  w^ith  adequate  budget  and  personnel.  Examina- 
tion personnel  and  procedures  should  be  improved  with  adequate  publicity 
to  operating  matters  as  well  as  financial  details.  There  should  be  closer 
licensing  and  supervision  of  agents  in  which  higher  training  standards  are 
required.  Greater  standardization  of  policy  forms  and  provisions  is  neces- 
sary so  that  the  insurance  prospect  can  form  an  intelligent  opinion  on  the 
relative  merits  of  two  or  more  policies.  Closer  checks  on  the  competence 
and  activities  of  company  managements  should  be  made  by  state  super- 
visory officials.  All  intercompany  agreements  should  be  worked  out  with 
the  knowledge  and  consent  of  appropriate  state  supervisory  officials,  with 
full  publicity,  and  permitted  only  where  competition  is  not  affected.  The 
machinery  for  electing  directors  should  be  modified  to  make  possible  at 
least  a  minority  of  directors  elected  by  popular  vote  of  pohcyholders  or  stock- 
holders, including  the  appointment  of  at  least  one  public  director  to  each 
board  by  the  state  in  which  the  company  is  domiciled.  State  laws  should 
be  broadened  to  permit  investment  of  a  part  of  the  assets  of  life  insurance 
companies  in  common  stocks.^^ 

On  the  matter  of  a  federal  law  strengthening  state  supervision,  three  sug- 
gestions are  made  by  the  T.N.E.C.  staflf.  The  first  is  a  statute  "preventing 
life  insurance  companies  from  using  the  mails,  the  radio,  or  other  means 
or  instrumentalities  of  interstate  commerce  to  sell  insurance  in  a  state  where 
they  have  not  been  lawfully  admitted  to  do  business."  ^^  The  second  is  an 
amendment  to  the  National  Bankruptcy  Act  permitting  life  insurance  com- 
panies to  be  brought  under  it  in  liquidation  or  reorganization  proceedings. 
The  third  is  a  statute  declaring  life  insurance  officials  trustees  in  the  eyes 
of  the  law  with  appropriate  penalties  for  any  act  by  an  officer  or  director 
of  a  company  contrary  to  strict  fiduciary  standards. 

While  the  statements  just  made  appear  as  recommendations  they  also 
serve  to  focus  attention  on  the  frontiers  of  life  insurance  today.  No  recom- 
mendations were  made  by  the  T.N.E.C.  stafT  regarding  size  of  companies 
or  the  future  of  industrial  insurance.  They  are  simply  left  in  the  twilight 
zone  of  "something  must  be  done  about  it."  Even  so  they  constitute  very 
real  issues. 

A  final  recommendation  should  be  mentioned.  The  investigation  by  the 
T.N.E.C.  was  limited  to  life  insurance  companies.  In  view  of  this,  they 
recommend  "that  an  appropriate  committee  of  Congress  or  some  designated 
agency  of  the  Federal  Government  be  directed  to  conduct  a  thorough  in- 

^^  These  summary  observations  are  drawn  from  Final  Report  and  Recommendations  of  the 
Temporary  National  Economic  Committee,  pp.  559  fT. 
16  Ibid.,  p.  42. 
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vestigation  o£  all  forms  of  fire,  casualty,  and  marine  insurance."  ^^  Were 
this  done,  it  is  a  safe  guess  the  evidence  would  show  far  greater  need  for 
improvement  in  these  areas  than  in  the  field  of  life  insurance. 

Statement  of  Life  Insurance  Executives 

The  following  statement,  published  in  Monograph  No.  28-A,  was  sub- 
mitted by  five  executives  of  life  insurance  companies:  Lawrence  F.  Lee, 
President,  Peninsular  Life  Insurance  Company  and  Occidental  Life  Insur- 
ance Company;  Leroy  A,  Lincoln,  President,  Metropolitan  Life  Insurance 
Company;  M.  Albert  Linton,  President,  Provident  Mutual  Life  Insurance 
Company;  T.  A.  Phillips,  President,  Minnesota  Mutual  Life  Insurance  Com- 
pany; E.  E.  Rhodes,  Vice  President,  Mutual  Benefit  Life  Insurance  Com- 
pany. 

COMMENTS  ON  MONOGRAPH  NO.  28  ON  LEGAL 
RESERVE  LIFE  INSURANCE  COMPANIES 

The  final  report  of  the  Insurance  Section  of  the  Securities  and  Exchange 
Commission  on  life  insurance,  as  set  forth  in  Monograph  No.  28  and  re- 
leased to  the  public  on  February  27,  1941,  contains  conclusions  as  well  as 
new  material  which  were  not  the  subject  of  public  hearings,  and  generaliza- 
tions which  are  based  on  scanty  or  inaccurate  information.  Accordingly, 
it  is  only  fair  that  a  statement,  supplementing  the  one  filed  on  August  13, 
1940,  by  178  Hfe  insurance  companies,^®  be  included  in  the  permanent  records 
of  the  Temporary  National  Economic  Committee.  This  supplemental  state- 
ment will  deal  with  some  of  the  more  important  matters  treated  in  Mono- 
graph No.  28. 

As  the  more  important  testimony  produced  by  the  Securities  and  Ex- 
change Commission  during  the  hearings  was  considered  in  the  statement 
by  the  companies,  it  is  greatly  to  be  regretted  that  the  Commission  did  not 
either  publish  the  relevant  parts  of  this  statement  in  the  appropriate  chap- 
ters of  Monograph  No.  28,  or  reproduce  the  statement  completely  in  that 
Government  document,  thus  giving  the  public  the  opportunity  to  read  both 
sides. 

The  statement  was  sent  to  the  Commission  for  criticism  or  comment  by 
the  Temporary  National  Economic  Committee  and  on  October  28,  1940, 
the  reactions  of  the  special  counsel  of  the  Commission  to  the  statement  were 
transmitted  to  the  committee.^"  Not  one  contention  of  any  consequence  of 
the  companies  in  their  statement  was  controverted  in  this  memorandum; 

17  Ibid.,  p.  43. 

1^  See  Hearings  before  the  Temporary  National  Economic  Committee,  Part  28,  pp.    15671- 
15731. 
^^Ibid..  pp.  15732-15734. 
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in  fact  the  only  effort  of  this  character  will  be  dealt  with  in  this  supple- 
mentary statement. 

The  companies  sincerely  appreciate  the  fact  that  the  Temporary  Na- 
tional Economic  Committee  included  their  statement  in  its  official  records. 
Apropos  of  this,  it  should  be  recalled  that  this  statement  was  submitted 
with  an  offer  of  proof;  that  is,  the  companies  were  prepared  to  put  wit- 
nesses on  the  stand  in  public  hearings  to  testify  under  oath  in  support 
thereof,  if  the  committee  so  desired. 

EXPERIMENTATION   WITH   COMMON   STOCKS 

.  .  .  Unless  the  life  insurance  companies  can  find  methods  by  which  the  funds 
flowing  under  their  control  will  become  available  as  equity  for  the  stimulation 
of  new  enterprises  and  accessible  to  the  small-  and  medium-size  businessmen 
and  by  which  investments  in  common  stocks  will  become  more  prevalent  in 
order  that  industrial  enterprise  may  not  become  overburdened  with  debt,  con- 
sideration will  have  to  be  given  to  the  extent  to  which  the  insurance  companies 
may  longer  .  .  .  dictate  the  direction  of  the  flow  of  the  savings  of  the  people. 

Thus  the  Insurance  Section  of  the  Securities  and  Exchange  Commission 
challenges  in  its  report  on  Life  Insurance  (p.  378,  Monograph  No.  28)  the 
existing  limitations  upon  the  investment  of  life  insurance  funds  which  have 
been  evolved  under  State  supervision  over  the  years  as  those  best  suited  to 
insure  safety.  Policyholders  will  have  little  patience  with  this  proposal  that 
funds  set  aside  for  their  widows  and  orphans,  or  for  their  own  security  in 
old  age,  shall  under  any  circumstances  be  made  available  for  the  stimula- 
tion of  new  enterprises  which  have  not  proved  their  worth.  The  States  have 
long  since  recognized  that  life  insurance  companies,  with  respect  to  the 
investment  of  funds  entrusted  to  their  care,  are  in  a  similar  position  to  that 
of  trustees  and  other  fiduciary  institutions. 

The  overwhelming  consensus  of  opinion  expressed  in  editorials  appear- 
ing in  numerous  newspapers  throughout  the  United  States  after  the  release 
of  the  life  insurance  report  of  the  Securities  and  Exchange  Commission 
stresses  the  soundness  of  the  methods  required  by  State  laws  for  investing 
life  insurance  funds.  They  emphasize  that  what  policyholders  want  is 
safety  for  their  insurance  estates  and  not  the  risks  inherent  in  common 
stocks.  Furthermore  one  editorial  says  that  if  policyholders  want  to  specu- 
late, they  will  do  it  themselves  and  not  pay  insurance  premiums  to  life  insur- 
ance companies.  Many  of  the  editorials  refer  to  the  fact  that  life  insurance 
companies  came  through  the  depression  with  flying  colors  and  correctly 
point  out  that  this  record  would  not  have  been  possible  if  their  portfolios 
had  been  built  upon  the  type  of  investments  suggested  in  the  Commission's 
Monograph  No.  28. 

The  suggestion  that  life  insurance  funds  be  invested  as  venture  or  risk 
capital  in  new  enterprises  has  been  a  matter  of  discussion  from  time  to 
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time.  Many  States  positively  prohibit  investment  in  common  stocks  by 
life  insurance  companies;  in  fact,  in  1906  tl'iC  Armstrong  Committee,  of 
which  the  Honorable  Charles  Evans  Hughes  was  counsel,  said  in  its  report 
to  the  New  York  Legislature: 

"Investments  in  stocks  should  be  prohibited.  They  are  fundamentally 
objectionable,  as  the  corporation,  instead  of  holding  a  secured  obligation, 
acquires  a  proprietary  interest  in  another  business,  with  rights  subject  to  all 
indebtedness  which  may  be  created  in  the  conduct  of  it  and  often  direct 
liabilities  as  stockholders.  This  interest  must  be  nourished  and  supported. 
Instead  of  being  a  creditor  with  adequate  security,  to  which  upon  default 
the  corporation  may  resort,  it  assumes  the  responsibilities  of  proprietorship 
and  must  contribute  from  the  accumulations  provided  by  the  policyholders 
in  order  to  sustain  the  enterprise." 

Even  in  States  which  do  not  prohibit  common  stock  investments,  an  insig- 
nificant portion  of  the  total  assets  of  the  life  insurance  companies  domi- 
ciled therein  is  in  equity  securities. 

During  the  boom  times  of  the  twenties,  there  was  renewed  agitation  that 
insurance  laws  be  changed  so  that  life  insurance  companies  could  buy  com- 
mon stocks.  However,  because  of  the  risk  inherent  in  investments  of  this 
type,  there  was  vigorous  opposition  to  the  proposed  changes  in  the  prevail- 
ing strict  investment  requirements  of  the  States.  Happily,  the  disaster  which 
might  otherwise  have  occurred  was  avoided. 

The  test  applied  by  life  insurance  companies  in  the  selection  of  their  in- 
vestments is  that  in  each  there  must  be  a  subordinate  interest  in  the  form 
of  a  sound  equity  to  serve  as  a  cushion  to  protect  the  investment.  The 
insurance  companies  have  been  willing  to  accept  a  reasonably  low  fixed 
interest  return  on  investments  which  have  this  factor  of  safety.  The  effect 
of  the  suggestion  by  the  Commission's  staff,  that  the  life  insurance  com- 
pany provide  capital  for  new  enterprises  or  buy  common  stocks,  would  be 
to  eliminate  the  cushion  or  safety  factor. 

The  common  stock  suggestion  was  advanced  as  part  of  the  broad  pro- 
gram involved  in  the  proposed  Federal  control  of  life  insurance.  It  appar- 
ently overlooked  the  imperative  need  for  safety  in  life  insurance.  This  need 
was  dealt  with  at  length  on  pages  1  to  5  of  the  Statement  on  Life  Insurance 
submitted  to  the  Temporary  National  Economic  Committee  on  August 
13,  1940. 

THE  TEST  OF  LIFE  INSURANCE— SAFETY  ^^ 

The  safety  record  of  life  insurance  during  the  past  10  years  is  without 
parallel,  notwithstanding  the  worst  depression  in  modern  history.    Policy- 

-0  Excerpts  from  the  statement  on  life  insurance,  pp.  2,  3,  and  4.  See  Hearings  before  the 
Temporary  National  Economic  Committee,  Part  28,  pp.  15678-9. 


452     FACT  AND  FANCY  IN  THE  T.N.E.C.  MONOGRAPHS 

holders  want  safety,  and  experience  demonstrates  that  the  institution  o£  H£e 
insurance  has  not  failed  them,  either  in  good  times  or  bad. 

The  total  assets  of  life  insurance  companies  which  suspended  operations 
during  the  decade  1929-38  amounted  to  only  about  2  per  cent  of  the  assets 
of  all  life  insurance  companies.  The  word  "suspended"  is  used  because 
in  the  vast  majority  of  these  cases  the  mechanism  of  reinsurance,  devel- 
oped by  the  institution  of  life  insurance,  has  minimized  losses  to  policy- 
holders. As  only  a  part  of  the  assets  of  the  suspended  companies  was  im- 
paired, the  potential  loss  to  policyholders  was  not  2  per  cent,  but  less  than 
1  per  cent  of  the  policy  reserves.  The  impaired  reserves  are  being  rebuilt 
by  the  reinsuring  companies  so  that  the  maximum  aggregate  loss  has 
already  been  reduced  to  six  tenths  of  1  per  cent. 

As  a  rule,  the  principal  disadvantage  to  policyholders  in  suspended  com- 
panies is  the  temporary  loss  of  the  right  to  surrender  policies  for  cash  or 
to  borrow  on  cash  surrender  values  for  varying  periods  of  time.  Potential 
losses  on  impaired  reserves  are  being  reduced  by  the  reinsuring  companies 
and  when  such  reserves  reach  proper  standards,  this  right  again  becomes 
available. 

The  safety  record  of  life  insurance,  from  the  standpoint  of  the  respective 
States,  is  interesting.  During  the  10-year  period,  1929-38,  30  out  of  45 
States,  in  which  home  offices  of  life  insurance  companies  were  located,  had 
a  perfect  record  because  not  a  single  company  domiciled  therein  suspended 
operations.  The  companies  domiciled  in  these  30  States  had  over  85  per 
cent  of  the  total  assets  of  all  legal  reserve  life  insurance  companies. 

Safety — the  result  of  sound  supervision. 

This  record  of  safety  is  not  a  fortuitous  circumstance.  It  is  the  result  of 
the  practical  application  of  principles  and  methods  of  operation  which  have 
been  tested  by  a  number  of  depressions  and  continually  improved  by  pri- 
vate initiative  and  competition  among  life  insurance  companies.  Due  credit 
also  must  be  given  to  the  several  States  for  the  way  in  which  they  have 
protected  the  public  interest  and  encouraged  sound  life  insurance  manage- 
ment. 

Every  State  has  some  insurance  regulatory  body  whose  function  is  to  ad- 
minister insurance  laws  in  the  public  interest.  These  administrators,  usually 
called  insurance  commissioners,  have  very  real  power  through  their  author- 
ity to  license  or  refuse  to  renew  licenses  to  insurance  companies,  through 
their  inquisitorial  and  investigatorial  powers,  their  authority  to  publicize 
the  results  of  the  periodic  examinations  of  the  internal  affairs  of  life  insur- 
ance companies  by  public  auditors  or  examiners,  and  to  request  receiver- 
ships for  local  companies. 

The  commissioners  act  together  through  the  National  Association  of  In- 
surance Commissioners  on  matters  of  common  interest.    This  organization 
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serves  as  a  clearing  house  for  information,  studies  broad  problems,  and 
fosters  uniform  insurance  legislation.  The  commissioners  realize  only  too 
well  that  absolute  uniformity  is  a  vise  which  can  restrict  development, 
whereas  uniformity  in  principle  is  flexible  and  permits  of  adjustment  to 
local  conditions  in  the  respective  States.  To  illustrate,  the  banks  closed  in 
1933  and  it  was  necessary  to  protect  policyholders  against  runs  upon  the 
companies.  The  commissioners  met  and  adopted  principles  dealing  with 
moratoria.  As  a  result,  many  of  the  States,  upon  the  recommendations  of 
their  commissioners,  adopted  legislation  which  in  principle  conformed  to 
the  recommendations  of  the  National  Association  of  Insurance  Commis- 
sioners. Other  commissioners  took  no  action,  however,  when  local  condi- 
tions in  their  States  were  of  such  a  character  that  undue  drains  upon  life 
insurance  reserves  were  not  anticipated  as  a  result  of  the  bank  holiday. 

In  viewing  the  work  of  the  commissioners,  it  should  always  be  borne  in 
mind  that  the  regulation  of  any  one  company  is  seldom  exercised  solely  by 
one  commissioner,  regardless  of  how  efficient  his  department  may  be,  but 
nearly  always  by  a  substantial  number  of  commissioners.  As  a  result,  most 
companies  must  operate  under  the  supervision  of  a  number  of  commis- 
sioners, each  of  whom  has  in  mind  the  local  situations  in  his  particular 
State.  This  form  of  supervision  has  been  one  of  the  primary  reasons  for 
the  success  of  the  State  supervisory  system.'^ 

INTEGRITY— THE  FOUNDATION  OF  LIFE  INSURANCE 

A  director  or  officer  is  in  a  position  to  use  the  funds  of  his  company  in  many 
ways  to  serve  his  personal  interests.  He  may  borrow  money  directly  or  in  the 
name  of  a  corporation  he  owns  or  controls;  he  may  sell  goods  or  services  to  the 
insurance  company,  possibly  at  a  premium;  he  may  cause  the  insurance  com- 
pany to  purchase  his  own  securities  or  to  provide  money  for  financing  a  spec- 
ulative business  venture  he  is  promoting;  he  may  place  friends  or  business 
associates  on  the  pay  roll  of  the  insurance  company  at  exorbitant  salaries;  he 
may  pad  expense  accounts  or  draw  compensation  in  advance  with  no  contempla- 
tion of  repayment;  he  may  direct  the  depositing  of  company  funds  to  his  ad- 
vantage; he  may  cause  preferential  contracts  to  be  executed  in  his  favor,  or,  if 
he  acts  in  concert  with  at  least  some  of  his  fellow  directors,  he  may  even  change 
the  form  of  the  company  from  mutual  to  stock  or  stock  to  mutual  whichever 
best  serves  his  private  purposes. 

These  statements  (Monograph  No.  28,  p.  46)  cannot  remain  unchallenged 
because  they  involve  the  integrity  of  the  institution  of  life  insurance.  They 
completely  ignore  the  facts  in  the  chapter  appearing  on  pages  6  to  15  of 
the  Companies'  Statement  on  Life  Insurance  which  dealt  with  the  "Services 
of  Directors." ""    They  ignore  the  methods  of  supervision  and  examination 

-1  For  further  information  about  some  of  the  activities  of  the  insurance  commissioners,  see 
statement  filed  May  27,  1940,  by  137  life  insurance  companies,  pp.  59-84  infra. 

22  See  Hearings  before  the  Temporary  National  Economic  Committee,  Part  28,  pp.  15681-4. 
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of  companies  by  the  State  insurance  departments  and  the  various  State 
insurance  laws  which  definitely  prohibit  directors  or  officers  from  partici- 
pating in  transactions  which  may  result  in  financial  benefit  to  themselves 
and  losses  to  policyholders. 

As  the  Securities  and  Exchange  Commission  devoted  a  major  part  of  its 
investigation  to  the  26  largest  companies  with  about  80  per  cent  of  life  in- 
surance in  force  in  the  United  States  legal  reserve  companies,  the  compa- 
nies' statement  definitely  challenged  the  Commission  to  produce  one  case 
where  the  life  insurance  policyholders  of  these  companies  suffered  loss  or 
disadvantage.  The  record  of  the  hearings  contains  no  proof  and  no  sug- 
gestion that  any  laws  have  been  violated  by  any  of  their  directors  or  that 
any  tendency  toward  monopoly  has  resulted  when  a  director  of  these  com- 
panies has  served  on  more  than  one  board.  The  record  analyzing  the  26 
largest  companies  suggests  no  instance  in  which  a  director  of  a  life  insur- 
ance company  controlled  the  decisions  of  his  fellow  directors.  In  none  of 
the  few  transactions  specified  does  the  record  make  any  suggestion  that 
the  policyholders  of  these  companies  suffered  loss  or  disadvantage. 

The  foregoing  challenge  of  the  companies  was  not  met  in  the  memoran- 
dum of  October  28,  1940,  submitted  by  the  special  counsel  of  the  Securities 
and  Exchange  Commission  to  the  Temporary  National  Economic  Com- 
mittee. Instead,  the  counsel  referred  to  four  companies  in  which  it  is  al- 
leged that  "policyholders  suffered  as  a  result  of  .  .  .  activity  by  directors." 
The  assets  of  these  companies  represented  about  one  fourth  of  1  per  cent 
of  the  total  life  insurance  assets  of  all  companies.  In  other  words,  the  chal- 
lenge issued  in  the  companies'  statement  was  ignored,  namely,  that  the 
Securities  and  Exchange  Commission  produce  evidence  to  show  that  the 
record  of  integrity  of  the  directors  of  the  companies,  with  about  80  per 
cent  of  the  total  insurance  in  force,  was  tarnished  by  even  one  case  where 
poUcyholders  suffered  a  loss  or  disadvantage.  Yet  Monograph  No.  28,  is- 
sued on  February  27,  1941,  as  indicated  by  the  quotation  at  the  beginning 
of  this  discussion  on  directors,  contains  the  same  unproved  charges  and 
implications. 

ANTI-COMPETITIVE  AGREEMENTS 

Prior  to  the  hearings  ...  it  was  generally  believed  that  the  life  insurance 
business  was  not  subject  to  anti-competitive  agreements.  .  .  . 

It  now  appears  however  that  the  principal  life  insurance  companies  have  for 
several  years  undertaken  to  eliminate  rate  competition  by  means  of  intercom- 
pany agreements  and  "gentlemen's  understandings."  Efforts  in  this  direction 
have  been  highly  successful.  .  .  .  The  full  extent  of  these  activities  is  un- 
known. .  .  .  These  agreements,  summarized  below,  affecting  companies  writing 
the  bulk  of  the  business  are  sufficient,  nevertheless,  to  indicate  the  nature,  prev- 
alence, and  effect  of  anti-competitive  and  monopolistic  practices  in  the  field  of 
life  insurance. 
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Space  does  not  permit  a  full  discussion  of  other  forms  of  intercompany  agree- 
ments in  the  life  insurance  field  which  tend  to  stifle  competition. 

The  foregoing  are  excerpts  (pp.  141,  161)  from  the  chapter  in  Mono- 
graph No,  28  entitled  "Intercompany  Agreements  to  Eliminate  Competi- 
tion." No  reasonable  person  could  read  that  chapter  without  gaining  the 
impression  that  competition  is  practically  nonexistent  in  the  life  insurance 
field.  Yet,  if  the  same  person  referred  to  a  standard  insurance  publica- 
tion, which  contains  the  ordinary  premium  rates  and  net  costs  for  the  vari- 
ous companies,  he  would  be  surprised  to  learn,  for  example,  that  for  a  20- 
payment  life  policy,  issued  at  age  35,  there  are  163  different  costs  among 
197  companies  listed.'®  A  similar  statement  was  made  by  a  witness  testify- 
ing under  oath  before  the  Temporary  National  Economic  Committee. 
Surely  if  there  were  little  or  no  competition  in  the  life  insurance  field,  the 
variation  in  cost  would  not  exist.  Further  confirmation  of  the  wide  varia- 
tion in  life  insurance  rates  and  net  costs  among  the  companies  with  about 
80  per  cent  of  the  business  in  force  may  be  found  in  Exhibit  No,  2250."* 
This  was  produced  by  the  Securities  and  Exchange  Commission  for  the 
record.    The  answer  obviously  is  that  there  is  competition  and  plenty  of  it. 

It  is  axiomatic  that  if  the  institution  of  life  insurance  is  to  be  safe,  there 
must  not  be  competition  in  those  factors  which  involve  the  intrinsic  safety 
of  policies.  By  referring  to  the  facts  in  the  Companies'  Statement  on  Life 
Insurance  on  pages  54  and  55,'"'  we  learn  of  the  active  interest  of  the  State 
supervisory  authorities  in  the  maintenance  of  sound  reserves  for  the  vari- 
ous types  of  insurance.  When  problems  arise  which  may  adversely  aflfect 
the  security  back  of  policies,  the  Departments  have  not  been  slow  to  either 
direct  the  companies  as  to  what  is  to  be  done  or  to  encourage  them  to  de- 
velop suitable  methods  for  correcting  situations  needing  attention.  How 
successful  the  Departments  have  been  is  apparent  from  the  safety  record  of 
life  insurance. 

The  Securities  and  Exchange  Commission  has  confused  actuarial  confer- 
ences involving  fundamental  matters  in  the  safety  structure  of  life  insurance 
with  the  net  costs  paid  by  the  public  for  their  life  insurance.  Otherwise 
there  would  not  have  been  the  emphasis  placed  in  Monograph  No.  28 
upon  the  alleged  lack  of  competition  in  life  insurance.  In  the  Statement 
on  Life  Insurance  the  life  insurance  companies  gave  the  Temporary  Na- 
tional Economic  Committee  a  factual  statement  on  actuarial  conferences; 
for  example  it  was  informed  that  the  State  regulatory  authorities  were 
responsible  for  many  of  these  conferences;  that  when  necessary,  reports  on 
the  conferences  were  made  to  these  authorities.^® 

Great  stress  is  placed  in  Monograph  No.  28,  just  as  it  was  during  the 
hearings,  on  the  thought  that  group-life-insurance  rates  are  all  fixed  as  a 

-^  See  p.  90  of  the  Statement  on  Life  Insurance;  Hearings  before  the  Temporary  National 
Economic  Committee,  Part  28,  p.   15722. 

'^^Ibid.,  Part  10-A.  -^^^Ihid.,  Part  28,  p.  15705.  "-'^Ihid.,  pp.  15722-15728. 
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result  of  intercompany  agreements.  The  facts  are  that  after  group  insur- 
ance started,  some  25  or  30  years  ago,  there  was  a  period  of  drastic  com 
petition  between  the  companies  which  culminated  in  the  action  by  a  State 
regulatory  authority  in  asking  for  legislation  which  would  permit  him  to 
fix  the  initial  group-life-insurance  rate.  The  object  of  this  legislation,  which 
was  adopted,  was  to  safeguard  the  interests  of  ordinary  and  industrial  pol- 
icyholders by  insisting  on  rates  which  would  enable  the  group  life  depart- 
ments of  the  companies  to  be  self-sustaining. 

When  a  firm  buys  group-life  insurance,  it  asks  for  the  "net  cost"  experi- 
ence of  competing  insurance  companies  with  concerns  in  its  particular  in- 
dustry, and  invariably  the  contract  is  placed  with  the  company  which  has 
the  best  "net  cost"  record  in  that  particular  field  consistent  with  the  services 
desired.  The  point  is  that  competition  is  on  the  basis  of  "net  cost"  because 
each  year  the  insurance  companies  appraise  their  experience  with  particular 
classes  of  group  policyholders  and  either  grant  them  dividends  or  credits 
if  the  experience  so  justifies.  As  a  result,  there  is  the  keenest  kind  of  com- 
petition in  the  group  insurance  field  on  a  "net  cost"  basis,  and  no  two  com- 
panies' costs  are  the  same.  This  situation  completely  disproves  any  idea 
of  lack  of  competition. 

All  of  the  foregoing  and  much  other  factual  information  were  set  forth 
in  the  Statement  on  Life  Insurance  on  pages  90  to  103.^^  In  the  memoran- 
dum dated  October  28,  1940,  submitted  by  the  special  counsel  of  the  Securi- 
ties and  Exchange  Commission  to  the  Temporary  National  Economic 
Committee,  none  of  it  was  refuted — yet,  we  find  in  Monograph  No.  28 
particular  emphasis  upon  the  alleged  lack  of  competition  in  life  insurance — 
which,  as  we  have  shown,  is  positively  contrary  to  the  facts. 

MISLEADING  STATISTICAL  COMPILATIONS 

As  indicated  in  the  factual  material  set  forth  in  the  statement  on  life 
insurance,  the  record  of  the  hearings  contained  much  erroneous  and  incom- 
plete information.  The  memorandum  of  October  28,  1940,  submitted  to 
the  Temporary  National  Economic  Committee  by  the  special  counsel  of 
the  Securities  and  Exchange  Commission,  admitted  specific  instances.^^ 
However,  Monograph  No.  28  contained  additional  material  which  likewise 
will  be  misleading  to  those  not  familiar  with  the  technical  phases  of  life 
insurance,  for  example  (p.  327) : 

(A)  The  following  table,  .  .  .  gives  some  measure  of  the  relative  operating 
efficiency  of  the  various  lines  of  business  by  showing  the  percentage  of  total 
disbursements  of  each  line  returned  to  policyholders  as  surrenders  and  dividends, 
the  percentage  paid  to  policyholders  or  their  beneficiaries  on  insurance  claims, 
and  the  percentage  spent  for  selling  and  administration. 

^"^  Hearings  before  the  Temporary  National  Economic  Committee,  Part  28,  pp.  15722-15728. 
28/^/^.,  pp.  15732-15734. 
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The  table  then  proceeds  to  indicate  that  the  percentage  of  the  total  dis- 
bursements used  for  operating  expenses  and  other  disbursements  for  ordi- 
nary insurance  is  32.15  and  industrial  insurance,  33.99.  These  figures  are 
so  misleading  that  they  are  bound  to  cause  confusion.  The  table  on  page 
326  of  Monograph  No.  28  shows  that  in  the  case  of  ordinary  insurance 
19.13  per  cent  of  the  total  disbursements  was  used  for  commissions  to 
agents,  other  agency  compensation,  other  operating  expenses  and  invest- 
ment expenses.  For  industrial  insurance  the  corresponding  percentage  was 
26.91.  The  percentages  set  forth  in  the  table  on  page  327  of  Monograph 
No.  28  were  obtained  by  combining  with  the  actual  expenses  disburse- 
ments which  could  not  by  any  stretch  of  the  imagination  be  so  classified. 

(B)  With  the  fall  of  interest  rates  which  has  taken  place  in  recent  years,  the 
life  insurance  companies  have  been  brought  face  to  face  with  a  serious  invest- 
ment and  operating  problem — the  problem  of  earning  enough  interest  to  meet 
policy  guarantees.  The  acuteness  of  this  problem  is  apparent  from  the  fact  that 
on  the  average  the  26  companies  have  31.19  per  cent  of  their  ledger  assets,  or  a 
total  of  $7,378,224,000,  earning  less  than  the  rate  of  interest  necessary  to  main- 
tain reserves,  that  is,  to  meet  interest  guarantees.  The  assets  in  this  category 
are  cash.  Government  bonds,  delinquent  farm  and  city  mortgages,  and  some 
defaulted  bonds.     [Monograph  No.  28,  p.  368.] 

Then  follows  a  schedule  which  shows  the  percentage  of  interest  required 
to  "maintain  reserves"  and  the  percentage  of  ledger  assets  earning  less  than 
the  required  rate  for  each  of  the  26  companies.  On  page  370  the  follow- 
ing statement  is  made: 

.  .  .  That  the  margin  of  investment  income  in  excess  of  that  required  to 
maintain  policy  reserves  is  diminishing  may  be  demonstrated  by  the  fact  that 
in  1929  the  companies  had  on  an  average  a  56.91  per  cent  margin  of  interest 
while  by  1938  it  had  fallen  until  the  margin  on  the  average  was  but  13.65  per 
cent.  This  margin  was  considerably  higher  for  some  companies  but  seriously 
close  in  the  case  of  several. 

Then  a  schedule  is  shown  which  contains  the  names  of  five  companies 
and  the  alleged  narrow  margin  of  interest  in  each. 

The  foregoing  statements  are  most  unfortunate  because  of  the  unneces- 
sary concern  which  they  might  well  cause  policyholders  who  are  not  famil- 
iar with  the  technicalities  of  the  life  insurance  business.  The  fact  is  that 
the  companies  are  not  dependent  upon  the  interest  factor  alone  to  fulfill 
their  policy  contracts.  Throughout  the  depression  they  have  met  all  their 
claims,  have  made  the  required  statutory  increases  in  their  policy  reserves, 
and  have  also  made  substantial  increases  in  their  surpluses  and  contingency 
reserves.  In  addition,  participating  companies  have  paid  substantial  divi- 
dends to  their  poHcyholders.  This  has  all  been,  and  will  continue  to  be, 
accomplished  in  the  face  of  a  decreasing  interest  rate.    If  it  should  happen 
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that  interest  earnings  were  less  than  required  to  maintain  the  policy  reserves, 
the  savings  from  mortality'  and  operating  expenses  would  suffice  to  make 
up  the  deficiency. 

TERMINATIONS  IN  ORDINARY  INSURANCE 

Upon  analysis,  a  substantial  portion  of  the  blame  (for  lapses  and  voluntary 
surrenders)  will  be  found  to  rest  primarily  upon  certain  management  policies, 
particularly  those  policies  relating  to  the  sale  of  insurance  and  the  servicing  of 
insurance  after  it  is  sold. 

This  quotation  (p.  191)  is  typical  of  generalizations  based  upon  material 
of  a  fragmentary  character.  It  will  be  noted  that  policyholders,  who  could 
provide  basic  information  on  the  causes  of  lapses  and  voluntary  surrenders 
of  ordinary  insurance,  have  not  been  consulted  on  these  matters  by  the 
Commission.  Accordingly,  Monograph  No.  28  does  not  contain  any  sta- 
tistical analysis,  based  upon  the  reactions  of  policyholders,  which  justifies 
the  Commission's  views  on  the  responsibility  for  the  terminations  of  poli- 
cies in  the  foregoing  quotation. 

Again  the  factual  information  in  the  section  of  the  companies'  statement 
entitled  "Life  Insurance  Lapses"  contains  the  answer  as  to  who  is  to  blame 
for  lapses  and  voluntary  terminations.  It  will  be  noted  that  no  attempt 
was  made  in  the  memorandum  of  October  28,  1940,  submitted  by  the  special 
counsel  of  the  Securities  and  Exchange  Commission  to  the  Temporary 
National  Economic  Committee,  to  controvert  the  factual  information  in 
this  section  of  the  statement.  In  effect,  the  experience  of  the  life  insurance 
companies  indicates  that  the  most  important  causes  of  lapsation  and  sur- 
render are  unfavorable  economic  factors.  It  is  common  knowledge  among 
life  insurance  companies  that  as  the  curve  of  general  business  conditions 
goes  down,  lapses  and  surrenders  go  up.  As  business  improves,  such  ter- 
minations decline.  The  companies'  statement  contains  a  chart  which 
showed  the  definite  correlation  between  economic  trends  and  the  volun- 
tary termination  rates. 

It  is  easy  to  understand  why,  with  the  advent  of  hard  times,  lay-offs, 
unemployment,  and  general  uncertainty  about  the  future,  people  should 
reduce  their  financial  obligations — either  voluntarily  or  by  force  of  circum- 
stances. In  the  vast  majority  of  cases,  policyholders  who  terminate  life 
insurance  give  such  reasons  as  that  they  couldn't  keep  it  up,  couldn't  aflford 
it,  didn't  have  the  money,  were  out  of  a  job. 

Another  important  cause  of  lapsation  is  the  instability  of  human  inten- 
tions. Many  policyholders  buy  life  insurance  with  the  firm  resolution  to 
protect  their  families.  Later  some  current  desire  on  the  part  of  the  policy- 
holder or  beneficiary  proves  to  be  stronger  than  the  apparent  need  for  life 
insurance,  hence  a  lapse. 

Policyholders,  with  very  few  exceptions,  attach  no  blame  to  the  agent  or 
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the  life  insurance  company  because  changed  financial  circumstances  force 
them  to  give  up  a  policy  or  because  they  merely  change  their  minds  about 
the  value  of  the  life  insurance  and  decide  to  use  the  money  for  something 
else. 

However,  the  Commission  charges  that  lapses  are  due  largely  to  oversell- 
ing and  endeavors  to  support  this  view  by  a  few  fragmentary  opinions  on 
such  matters  as  sales  contests.  Again  a  lack  of  understanding  of  the  insur- 
ance business  is  evident,  as  the  factual  material  supporting  the  companies' 
statement  shows.  For  example,  on  page  74  [of  that  statement]  we  note 
the  following: 

"It  has  been  the  experience  of  many  companies  that  contests,  properly 
conducted,  serve  many  valuable  purposes  without  abnormal  lapsation."  -^ 

Statistics  indicate  that  about  5  per  cent  of  the  income  of  families  is  spent 
for  life  insurance.  Certainly  this  figure  is  not  excessive  and  does  not  sup- 
port any  general  accusation  of  high-pressure  salesmanship.  Moreover,  let 
us  look  at  the  experience  of  the  United  States  Government,  as  set  forth  on 
page  34  of  the  companies'  statement: 

"The  fact  is  little  known  that  even  the  United  States  Government's  own 
lapse  and  surrender  experience  with  its  'converted'  life  insurance  is  subject 
to  the  effects  of  economic  conditions.  The  veterans  who  chose  to  convert 
from  the  war  risk  term  policies  to  the  standard  forms  are  a  relatively  small 
and  self-selected  group;  yet  their  net  voluntary  termination  rate  trebled 
between  the  prosperous  year  1929  and  the  depression  year  1933.  The  theory 
that  the  dominant  cause  of  voluntary  terminations  is  "overselling"  does 
not  square  with  the  facts,  for  the  Government's  converted  insurance — 
where  there  is  no  real  'selling' — can  hardly  be  said  to  suffer  from  'over- 
selHng.'  In  the  light  of  the  Government's  own  experience,  it  is  not  un- 
natural that  the  life  insurance  companies'  experience  likewise  varies  in 
response  to  general  economic  conditions.    [Italics  ours.]"  ^° 

Monograph  No.  28  maintains  that  every  time  a  policy  terminates  other 
than  through  death  or  maturity,  there  has  been  a  "frustration"  of  the  orig- 
inal purpose  of  the  policyholder  in  taking  out  the  insurance.  The  fact  is 
that  every  policy,  even  when  lapsed,  represents  the  fulfillment  of  some  pur- 
pose of  the  buyer.  He  has  at  least  accomplished  a  limited  period  of  pro- 
tection against  death. 

For  the  most  part,  even  the  individual  who  surrenders  his  policy  accom- 
plishes far  more  than  such  temporary  protection.  Who  can  say  that  in  the 
very  large  volume  of  insurance  surrendered  during  the  past  10  years — and 
particularly  in  the  depth  of  the  depression — life  insurance  did  not  render 
as  helpful  and  beneficial  aid  through  payments  in  cash  to  living  policy- 

-^  Hearings  before  the  Temporary  National  Economic  Committee,  Part  28,  p.  15715. 
^°  Ibid. .p.  15695. 
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holders  in  times  of  individual  need,  as  it  would  have  if  the  policies  had  ma- 
tured by  death  of  the  insured? 

Many  voluntary  terminations  are  due  to  prearranged  plans:  for  example, 
many  people  take  out  whole  life  insurance  with  the  intent  of  maintaining 
this  insurance  protection  until  retirement  age,  then  surrendering  part  of  it 
and  using  the  cash  value  thereof  to  augment  retirement  income.  Fre- 
quently a  man  who  carries  a  substantial  amount  of  ordinary  life  insurance 
will  surrender  part  of  it  or  discontinue  paying  premiums  and  take  a  smaller 
fully  paid-up  policy  upon  the  death  of  his  wife  or  other  dependent  for 
whose  protection  the  insurance  was  carried.  This  subject,  together  with 
a  study  of  the  distribution  of  life  insurance  terminations,  is  discussed  on 
pages  33-53  of  the  companies'  statement.^^ 

Management  policies  are  not  responsible  for  "a  substantial  portion  of 
the  blame"  for  lapses  and  surrenders  as  alleged.  The  companies  are  most 
certainly  alert  for  new  ideas  which  will  tend  to  improve  further  operating 
efficiency;  in  fact,  the  high  percentage  of  their  new  business  received  from 
old  policyholders  is  a  tribute  not  only  to  the  companies'  management  meth- 
ods, but  also  to  the  services  of  the  agents. 

INDUSTRIAL  INSURANCE 

The  conclusion  is  inevitable  that  industrial  insurance  has  failed  to  fulfill  its 
essential  purpose.  Either  industrial  insurance  must  be  eliminated  or  the  tradi- 
tional method  of  conducting  it  must  be  drastically  changed.  .  .  .  [Monograph 
No.  28,  p.  305.1 

What  is  industrial  insurance? — Millions  of  industrial  policyholders  and 
beneficiaries  in  the  United  States  know  from  experience  that  industrial 
insurance  is  fulfilling  its  essential  purposes.  The  number  of  policyholders, 
now  about  50,000,000,  has  increased  greatly  over  the  past  30  years  because 
of  the  steadily  improving  services  by  the  companies  and  agents.  As  a  re- 
sult, industrial  insurance  today  is  substantially  the  same  as  ordinary,  the 
primary  difference  being  that  it  is  sold  in  small  amounts  to  people  of  mod- 
est means  and  paid  for  on  a  weekly  or  monthly  basis.  Obviously,  indus- 
trial policyholders  have  the  same  hopes  and  ambitions  as  ordinary  policy- 
holders and  take  life  insurance  on  a  smaller  scale  to  accomplish  their  ob- 
jectives. 

It  is  futile  for  the  staff  of  the  Commission  to  claim  that  industrial  insur- 
ance is  "burial  insurance"  because,  during  the  past  10  years,  the  insurance 
companies  aided  policyholders  by  the  payment  of  about  $2,000,000,000.  The 
legal  reserve  basis  of  industrial  life  insurance  made  possible  a  very  substan- 
tial part  of  this  payment  as  cash  surrender  values  to  industrial  policyholders 
in  times  of  financial  stress.  Part  of  the  money  paid  to  industrial  policy- 
holders during  this  period  came  from  maturing  endowments,  which  fur- 

^1  Hearings  before  the  Temporary  National  Economic  Committee,  Part  28,  pp.  15695-15704. 
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ther  confirms  the  misunderstanding  of  the  Commission  on  the  complete 
functions  of  industrial  insurance. 

Monograph  No.  28  contains  much  of  the  testimony  introduced  in  the 
record  by  the  Securities  and  Exchange  Commission  during  the  hearings 
before  the  Temporary  National  Economic  Committee.  The  more  impor- 
tant parts  of  this  material  were  reviewed  in  the  Companies'  Statement  on 
Life  Insurance  which  was  filed  last  August.  Again  we  call  attention  to 
the  memorandum  filed  with  the  committee  by  the  special  counsel  of  the 
Commission  on  October  28,  1940,  and  point  out  that  no  part  of  the  section 
on  industrial  insurance  of  the  companies'  statement  was  controverted  or  any 
specific  refutation  attempted.  In  connection  with  this,  we  would  like  to 
recall  that  the  companies  offered  to  produce  witnesses  who  would  testify 
in  public  hearings,  under  oath,  to  the  soundness  of  the  material  contained 
in  any  part  of  the  statement. 

There  is  no  reference  to  the  Companies'  Statement  in  the  Commission's 
final  report,  nor  is  there  any  reference  to  a  letter  written  on  January  23, 
1941,  to  the  Temporary  National  Economic  Committee  by  the  president 
of  a  company  which  sells  industrial  insurance.^"  This  letter  contains  an 
analysis  which  shows  the  fallacious  and  misleading  character  of  the  con- 
clusions of  the  staff  of  the  Commission  from  a  survey  in  Boston,  Mass. 
Properly  interpreted,  this  survey  should  have  been  the  basis  for  commenda- 
tion of  the  agents  and  companies  instead  of  criticism.  However,  why  did 
the  staff  of  the  Commission  fail  to  set  forth  in  Monograph  No.  28  the  salient 
points  in  the  statement  and  letter?  It  must  have  recognized  that  a  Gov- 
ernment publication,  containing  the  results  of  a  "factual"  and  "impartial" 
investigation,  would  not  be  regarded  as  accurate  and  authoritative  unless 
the  reader  is  permitted  to  form  an  independent  judgment  by  finding  in  it 
the  facts  on  the  other  side.  Already  the  Bureau  of  Labor  Statistics,  United 
States  Department  of  Labor,  has  printed  in  its  monthly  publication  the 
conclusions  of  the  staff  of  the  Commission  on  the  Boston  survey  of  1,666 
families,  but  not  one  word  about  the  viewpoints  of  the  millions  of  industrial 
policyholders  throughout  the  country,  or  the  companies. 

.  .  .  industrial  insurance  continues  to  exhibit  the  same  inherent  evils:  High- 
pressure  salesmanship,  excessive  lapse,  extravagant  cost  .  .  .  [Italics  ours.] 
[Monograph  No.  28,  p.  305.] 

"Excessive"  lapses. — The  companies  are  accused  of  being  responsible  for 
"excessive"  lapses.  To  support  this  generalization  several  misleading  sched- 
ules dealing  with  lapse  rates  are  published,  for  example,  one  which  shows 
the  very  high  lapse  experience  of  14  companies  which  together  had  only 
about  1  per  cent  of  the  total  industrial  insurance  in  force.  Nowhere  in 
the  report  will  we  find  any  information  about  the  1940  lapse  rate  of  com- 
panies which  have  the  bulk  of  industrial  insurance  in  force.    Why.f*    Their 

^^  Ibid..  Pan  31 -A,  pp.  18443-1 
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lapse  rate  of  new  industrial  business  in  the  first  calendar  year  of  issue  was 
about  15  per  cent. 

Compare  the  critical  comments  of  the  staff  of  the  Commission  with  the 
following  extracts  from  the  preliminary  annual  report  for  1940  of  the 
superintendent  of  insurance  of  the  State  of  New  York,  the  Honorable  Louis 
H.  Pink,  a  State  supervisory  official  who  is  in  a  position  to  know  what  the 
real  situation  on  industrial  insurance  is  in  companies  which  have  about  80 
per  cent  of  the  industrial  life  insurance  in  force. 

"Perhaps  the  most  important  development  has  been  a  large  reduction 
in  the  lapse  rate.  A  study  has  been  made  of  the  lapse  rates  during  the 
year  1939  and  the  figures  have  been  compared  with  those  for  1935.  .  .  . 

".  .  .  the  lapse  rate  over  the  first  three  years  has  been  reduced  37  per  cent 
for  weekly  premium  policies  and  27  per  cent  for  monthly  premium  poli- 
cies. .  .  .  The  greatest  reduction  in  lapse  rates  occurred  during  the  first 
month  of  insurance.  There  the  reduction  in  lapse  rates  is  60  per  cent 
for  weekly  policies  and  46  per  cent  for  monthly  policies.  These  figures 
show  very  substantial  improvement.  .  .  .  Figures  recently  submitted  by  the 
companies  indicate  that  there  has  been  an  even  greater  improvement  for 
1940." 

Elsewhere  in  the  report  Superintendent  Pink  states: 

"As  the  years  have  progressed  the  tendency  has  grown  to  make  indus- 
trial insurance  more  like  ordinary  insurance,  and  increased  efforts  have 
been  made  to  manage  the  business  efficiently.  .  .  . 

".  .  .  The  very  substantial  reduction  in  the  number  of  lapsed  policies  in 
the  past  year  or  two  is  most  encouraging.  There  is  probably  little  more 
that  can  be  done  in  the  way  of  legislation.  The  improvement  in  the  future 
must  come  largely  from  improved  management.  .  .  ." 

As  indicated  previously  in  discussing  ordinary  insurance,  the  primary 
causes  of  lapses  spring  from  economic  conditions  over  which  the  companies 
have  no  control.  Accordingly,  to  blame  them  for  either  "normal"  or  "ex- 
cessive" lapses  is  unjustified.  The  Commission's  statistics  were  based  upon 
the  1928-37  period,  when  lapses  were  high  because  of  bad  economic  con- 
ditions. If  the  companies  are  to  be  condemned  for  the  high  lapse  record 
resulting  from  bad  economic  conditions,  why  were  they  not  given,  in  the 
monograph,  the  credit  for  the  lower  lapse  records  resulting  primarily  from 
the  more  recent  better  business  conditions? 

"Frustration"  of  policyholders. — The  Commission  seems  to  contend  that 
because  all  policies  were  not  carried  to  maturity,  the  industrial  policyhold- 
ers were  "frustrated"  in  the  purpose  for  which  the  insurance  was  taken 
out.  To  be  concrete,  many  industrial  policyholders  in  1933  were  out  of 
work;  they  needed  money  for  dire  necessities  and  surrendered  their  poli- 
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cies  to  the  companies  for  cash.  The  companies  did  not  fail  them  and 
promptly  met  their  obligations.  No  Commission  investigator  could  face 
these  policyholders  and  tell  them  that  the  companies  were  "frustrating" 
their  objectives  because  economic  necessity  caused  them  to  surrender  their 
policies  before  maturity. 

As  might  well  be  supposed,  and  as  was  borne  out  by  data  gathered  by 
the  Securities  and  Exchange  Commission's  survey  of  Boston  families  (re- 
ported in  Monograph  No.  2,  table  40),  a  considerable  majority  of  the  fam- 
ilies insured  under  industrial  policies  have  no  savings  other  than  their  life 
insurance.  It  is  to  be  expected  that  in  times  of  financial  stress  they  feel 
compelled  to  turn  to  their  life  insurance  to  obtain  some  measure  of  finan- 
cial aid.  The  fact  that  industrial  life  insurance  on  a  legal  reserve  basis  has 
made  possible  the  payment  of  such  very  substantial  amounts  in  surrender 
values  is  one  of  the  services  that  industrial  insurance  has  rendered,  and 
it  certainly  is  not  subject  to  adverse  criticism. 

.  .  .  20.47  per  cent  terminated  by  surrender  and  70.68  per  cent  .  .  .  policies 
lapsed  .  .  .  only  slightly  more  than  5  per  cent  of  the  policies  which  go  off 
the  books  of  the  industrial  companies  terminate  in  a  manner  which  represents 
the  accomplishment  of  the  purpose  for  which  the  insurance  must  be  deemed  to 
have  been  taken  out.     [Monograph  No.  28,  p.  279.] 

These  statistics  are  positively  misleading.  The  Commission  has  made 
the  statistical  error  of  including  in  its  study  of  187,760,806  industrial  poli- 
cies which  terminated  during  1928-37  many  policies  which  were  written 
40  years  ago,  30  years,  20  years,  10  years,  5  years  ago,  and  more  recently. 
Obviously,  the  Commission  treated  all  of  these  policies  as  the  same  without 
recognizing  the  dififerent  characteristics  arising  from  the  varying  lengths 
of  time  the  policies  had  been  in  force,  and  more  important,  the  termination 
record  of  similar  policies  written  in  the  same  year.  In  other  words,  the 
Commission  treats  a  policy  lapsing  after  premiums  have  been  paid  thereon 
for  only  1  week  as  being  equally  important  with  a  policy  maturing  after 
premiums  have  been  paid  thereon  for  20  or  more  years.  As  a  result  of 
erroneous  methods,  it  compared  policies  written  over  long  periods  of  years, 
which  happened  to  terminate  in  the  10-year  period  under  investigation,  with 
the  new  business  written  during  that  time — the  amount  of  which  was  low 
because  of  the  depression. 

The  foregoing  statistical  comparisons  of  the  Commission  mean  nothing 
because  it  failed  to  get  a  break-down  of  the  terminated  policies  by  classes 
and  to  set  forth  the  lapse  and  surrender  experience  of  each  class.  This  was 
not  the  only  mistake  in  the  Commission's  statistical  analysis;  for  example, 
the  schedule  also  fails  to  take  into  account  the  large  number  of  policies 
in  force  at  the  end  of  the  10-year  period  studied,  which,  if  considered 
properly,  would  show  a  very  substantial  proportion  of  policies  terminat- 
ing by  death  or  maturity. 
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The  Commission's  statistical  conclusions  about  70.68  per  cent  o£  the  indus- 
trial policies  lapsing  are  inconsistent  with  other  information: 

(a)  A  witness  testified  before  the  Temporary  National  Economic  Com- 
mittee, under  oath,  that  out  of  every  5  industrial  policies  1  lapses  within 
the  first  6  months  and  the  average  duration  of  the  remaining  4  policies 
is  about  I2V2  years.  Certainly,  this  record  does  not  justify  the  critical 
comment  of  the  Commission. 

(b)  An  analysis  of  terminations  of  industrial  policies  in  1937  disclosed 
that  less  than  3  per  cent  of  the  premiums  paid  were  on  policies  that  lapsed. 
A  more  recent  experience  would  indicate  an  even  lower  percentage.  Even 
on  policies  that  lapsed,  the  insured  has  had  protection  during  the  period 
of  premium  payment  and  the  four-week  grace  period. 

(c)  The  Commission's  survey  in  Boston  indicates  that  about  61  per 
cent  of  the  families  surveyed  stated  they  had  never  lapsed  or  surrendered 
a  policy. 

"High-pressure"  salesmanship. — Just  what  the  staff  of  the  Commission 
means  by  "high  pressure,"  Monograph  No.  28  does  not  say.  However, 
this  form  of  salesmanship  is  charged  with  being  responsible  for  a  sub- 
stantial part  of  the  lapses  and  surrenders.  Again,  the  monograph  attempts 
to  support,  by  isolated  cases,  generalizations  applicable  to  the  business  as 
a  whole,  but  the  data  reported  by  the  Commission  do  not  support  its  con- 
tention about  general  overselling  of  policyholders.  However,  insofar  as 
industrial  insurance  as  a  whole  is  concerned,  the  charge  is  most  certainly 
without  foundation.  In  fact,  the  over-all  figures  published  by  the  Com- 
mission indicate  that  the  average  percentage  of  the  family  income  spent  for 
insurance  was  only  4.92  per  cent,  which  certainly  cannot  be  viewed  as 
unreasonable. 

The  section  in  Monograph  No.  28  which  reviews  the  alleged  "high- 
pressure"  salesmanship  for  industrial  insurance  tells  of  the  efforts  of  the 
various  companies  to  write  more  business,  but  fails  completely  to  prove 
that  policyholders  were  being  sold  insurance  which  they  could  not  gen- 
erally afford.  However,  assuming  everything  said  in  the  section  is  so,  the 
fact  still  remains  that  the  ones  who  could  testify  most  authoritatively  on 
overselling  by  the  agents  are  the  policyholders,  and  they  were  not  con- 
sulted. To  support  the  Commission's  thesis  of  "high-pressure"  salesman- 
ship methods  of  the  companies,  it  is  interesting  to  read  on  page  265: 

Most  descriptive  of  the  tactics  employed  are  the  following  excerpts  from  letters 
written  to  Mr.  Leroy  A.  Lincoln,  president  of  the  Metropolitan,  during  1937  by 
members  of  his  company's  field  force,  giving  evidence  of  the  pressure  for  new 
business  to  which  the  industrial  agent  is  subject. 

Then  follow  three  letters  from  agents  who  complained  of  the  sales  methods 
used  to  stimulate  them  to  write  new  business.     The  facts  are  that  Mr. 
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Lincoln,  in  a  desire  to  have  agents  frankly  write  him  about  any  of  their 
problems,  sent  a  personal  letter  to  the  20,000  agents  in  the  Metropolitan's 
field  force.  Two  hundred  and  seventy-one  replies  were  received  and,  out 
of  these,  17  complained  of  "high-pressure"  methods.  These  cases  were 
promptly  investigated  and  appropriate  action  taken  in  those  where  there 
was  some  substance  to  the  complaint.  Obviously  this  should  not  have 
been  used  to  help  build  a  case  against  life  insurance  because  of  alleged 
"high-pressure"  salesmanship;  in  fact,  it  shows  how  exceptional  these  cases 
are  and  how  promptly  the  companies  act  in  connection  with  them. 

Stress  has  been  placed  by  the  staff  of  the  Securities  and  Exchange  Com- 
mission upon  comparisons  of  the  total  existing  premiums  being  paid  and 
the  total  current  income  per  family.  The  use  by  the  Commission  of  these 
data  is  obvious  from  the  following  quotation  from  Monograph  No.  2, 
"Summary  and  Conclusions": 

That  there  is  an  overloading  of  policies  in  many  families  and  that  low  income 
families  .  .  .  should  be  spending  as  much  as  24  per  cent  of  that  income  for  insur- 
ance premiums  is  inexcusable  and  it  is  startling  to  realize  that  9.59  per  cent  of  the 
nonrelief  families  and  8.67  per  cent  of  the  relief  families  spent  10  per  cent  or 
more  of  their  income  upon  insurance  premiums. 

Is  it  the  purpose  of  the  Securities  and  Exchange  Commission  to  recom- 
mend that  industrial  insurance  pohcyholders  shall  be  arbitrarily  controlled 
in  their  discretion  as  to  the  number  and  face  amount  of  industrial  hfe  in- 
surance policies,  previously  purchased,  which  they  may  retain?  Certainly 
the  life  insurance  companies  have  no  right,  as  to  existing  policies,  to  make 
such  arbitrary  decisions.  Yet  it  is  alleged  that  there  is  overloading  because 
the  total  family  premiums  for  industrial  life  policies,  which  may  have  been 
taken'  out  under  very  different  circumstances  years  ago,  appear  to  some 
members  of  the  Securities  and  Exchange  Commission  staff  to  represent 
an  unreasonable  percentage  of  the  current  family  income. 

Only  the  policyholders  themselves  have  the  right  to  determine  what  re- 
ductions, if  any,  are  to  be  made  in  the  number  of  their  existing  insurance 
pohcies  when  income  diminishes.  It  is  clear  that  in  cases  of  this  kind  those 
involved  will  usually  elect  to  continue  that  form  of  thrift  in  which  they 
have  the  most  confidence.  In  the  light  of  the  record  of  life  insurance  over 
the  years,  and  particularly  during  the  past  depression,  can  any  reasonable 
person  say  that  the  confidence  of  these  policyholders  is  misplaced.?  If  not, 
who  is  better  able  or  has  a  better  right  to  determine  what  percentage  of 
the  families'  income  should  remain  in  life  insurance  or  other  forms  of 
thrift  than  the  policyholders  themselves.? 

It  is  not  proper  to  charge  overloading  on  any  basis  other  than  the  rela- 
tionship of  the  total  family  income  to  the  total  industrial  family  premiums 
at  the  time  the  policies  were  taken  out.  To  investigate  alleged  overload- 
ing, the  survey  should  have  inquired  as  to  what  the  incomes  of  the  alleged 
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overloaded  families  were  at  the  time  the  policies  were  taken  out.  Yet  on 
this  controlling  factor  the  report  contains  nothing  on  which  to  establish 
these  figures  for  the  families  referred  to.  Nor  will  one  find  an  iota  of  in- 
formation in  the  monograph  as  to  whether  the  industrial  policyholders  in- 
terviewed regarded  their  life  insurance  programs  as  not  in  keeping  with 
their  particular  circumstances,  or  the  total  family  premiums  representative 
of  an  undue  portion  of  the  family  income. 

Lacking  information  about  the  incomes  of  these  families  at  the  time  the 
policies  were  taken  out,  it  is  absolutely  impossible  for  the  Commission 
to  support  its  thesis  of  general  overselling.  However,  it  undertakes  to 
bolster  its  case  by  referring  to  the  number  of  policies  which  thrifty  families 
have  bought,  as  a  rule,  years  before  adversity  had  overtaken  some  of  them. 
Then  ratios  were  calculated  between  total  premiums  and  their  curtailed 
incomes,  and  these  were  used  in  an  endeavor  to  prove  overselling.  Again 
we  ask,  What  were  the  incomes  of  these  families  at  the  time  the  policies 
were  taken  out?     Monograph  No.  28  is  silent  on  this  important  point. 

If  the  thesis  set  forth  by  the  Commission  is  sound,  namely,  that  a  high 
percentage  of  family  income  devoted  to  industrial  life  insurance  is  unde- 
sirable, then  the  lapse  rate  in  the  cases  where  this  is  so  would  be  abnor- 
mally high;  yet  the  reverse,  on  the  average,  is  true.  Abnormal  lapse  rates 
are  found  generally  among  the  families  which  have  a  small  number  of 
policies  rather  than  among  those  whose  confidence  in  life  insurance  is  so 
real  that  they  have  a  considerable  number. 

That  the  companies,  by  and  large,  have  succeeded  in  keeping  the  total 
premiums  paid  within  the  financial  ability  of  the  family  is  obvious  from 
the  over-all  figures  in  the  monograph  which  indicate  that  the  average  per- 
centage of  the  family  income  of  insured  families  spent  for  insurance  was 
only  4.92  per  cent.  It  is  further  substantiated  by  the  testimony  of  a  witness 
before  the  Temporary  National  Economic  Committee  who  stated  that  his 
company  (one  of  the  largest  writers  of  industrial  insurance)  had  recently 
made  a  study  and  found  that  for  families  with  an  income  of  less  than  $30 
a  week,  the  weekly  premium  being  applied  for,  plus  that  in  force  in  his 
and  all  other  companies,  averaged  less  than  3  per  cent  of  the  family  income 
(cf.  p.  5874  of  part  12  of  the  hearings). 

"Extravagant"  cost. — We  fail  to  find  any  figures  in  Monograph  No.  28 
which  would  indicate  what  the  staff  of  the  Commission  thinks  are  reason- 
able costs  and  specifically  which  ones  are  "extravagant."  If  by  the  empha- 
sis placed  upon  the  Massachusetts  Savings  Bank  Life  Insurance  Plan,  the 
Commission  implies  that  the  agency  system  of  the  companies  and  the 
expense  incident  thereto  should  be  eliminated,  we  need  only  point  out  that 
the  policyholders  of  Massachusetts  have  given  the  answer.  These  policy- 
holders have  placed  with  life  insurance  companies,  which  of  course  pro- 
vide agency  service,  about  97  per  cent  of  the  total  insurance  in  force  in  their 
State.    And  this  is  not  the  whole  story,  because  were  it  not  for  subsidies 
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over  many  years  from  the  State  of  Massachusetts  and  aid  from  State  offi- 
cials, the  Savings  Bank  Life  Insurance  Plan  would  undoubtedly  not  have 
even  3  per  cent  of  the  total  business.  Here  again  policyholders  could  have 
given  reasons  for  their  overwhelming  preference  for  the  companies  and  the 
agency  services.    They  were  not  called  to  testify.    Why? 

The  charge  of  "extravagant"  cost  leveled  at  industrial  insurance  in  Mon- 
ograph No.  28  is  not,  nor  can  it  be,  substantiated.  Attempts  to  do  so  have 
been  based  on  improper  comparisons  of  the  cost  of  industrial  and  other 
forms  of  life  insurance.  Such  an  unfair  comparison  is  made  on  page  286 
of  Monograph  No.  28.  Differences  in  mortality  rate,  size  of  policy,  ben- 
efits granted,  method  and  frequency  of  premium  payment — all  are  ignored. 

That  industrial  insurance  does  cost  more  has  been  common  knowledge; 
in  fact,  magazines  have  carried  company  advertisements  explaining  to  the 
public  why  this  is  so.  The  primary  reasons  for  the  additional  cost  of  in- 
dustrial insurance  are  the  greater  mortality  inherent  among  the  lower  in- 
come groups,  the  smaller  amount  of  insurance  per  policy  (about  $250), 
and  the  expenses  in  connection  with  the  collections  of  weekly  premiums 
by  the  agents  at  the  homes  of  policyholders.  However,  let  us  ask:  Is  the 
cost  of  industrial  insurance  "extravagant"?  Page  61  of  the  companies' 
statement  reads: 

"A  special  study  of  industrial  insurance  in  one  large  company  recently 
made  by  a  State  insurance  department  was  not  put  in  evidence.  A  com- 
parison was  made  in  that  study  between  the  net  outlay  for  industrial  insur- 
ance and  for  ordinary  insurance.  ...  As  presented  in  the  report  of  this 
study,  the  average  excess  of  the  weekly  premium  industrial  net  cost  over 
that  of  ordinary  insurance  of  a  comparable  mortality  was,  expressed  as  a 
percentage  of  the  industrial  gross  premium,  as  follows: 

Percent  Percent 

Over  a  5-year  period   14  Over  a  15-year  period   15 

Over  a  10-year  period   15  Over  a  20-year  period   14 

"As  the  examiners  for  the  Insurance  Department  pointed  out  in  their  re- 
port, this  extra  cost  of  about  15  per  cent  of  the  premiums  can  be  reduced  to 
about  5  per  cent  by  taking  full  advantage  of  the  10  per  cent  refund  credit 
for  direct  payment  of  premiums  by  policyholders  who  do  not  need  the  col- 
lection service  at  their  homes.  When  the  differences  between  ordinary  and 
industrial  insurance  are  taken  into  consideration,  it  is  found — as  expressed 
by  the  examiners  of  the  State  insurance  department  in  the  conclusion  of 
their  report  based  on  18  months  of  study — that  'these  costs  are  not  exces- 
sive in  view  of  the  services  rendered.'  "  ^^ 

^^  Hearings  before  the  Temporary  National  Economic  Committee,  Part  28,  p.  15708, 
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IMPROVEMENTS  IN  INDUSTRIAL  INSURANCE 

.  .  .  industrial  insurance  continues  to  exhibit  the  same  inherent  evils.  ...  In 
fact,  the  situation  has  not  radically  changed  since  1905.  .  .  .  [Monograph  No. 
28,  p.  305.] 

This  expression  of  opinion,  like  so  many  others  in  the  monograph,  is 
absolutely  contrary  to  the  facts.    To  illustrate  briefly — 

A.  In  1905  the  companies  writing  the  vast  majority  of  the  industrial 
business  were  stock  companies  whereas  today  the  companies  with  the 
greatest  volume  of  industrial  business  are  mutuals.  If  the  methods  of 
the  participating  companies  are  resulting  in  large  profits,  the  policy- 
holders of  these  companies  are  the  only  ones  who  can  share  them.  As 
for  the  participating  companies  competing  with  the  nonparticipating  or 
stock  companies,  the  element  of  competition  acts  as  an  incentive  to  each 
type  of  insurance  carrier  to  do  its  utmost  to  justify  public  confidence. 

B.  As  to  the  agency  turn-over  rate,  it  has  been  roughly  estimated,  for 
the  companies  with  the  bulk  of  the  business,  to  have  been  in  1940  about 
one  eighth  of  what  it  was  in  1905;  in  fact,  one  large  company  had  a 
turn-over  record  in  1940  of  about  7  per  cent.  This  improvement  was  not 
accidental  but  has  been  brought  about  by  more  efficient  management 
methods,  such  as  more  careful  selection  of  personnel,  improved  training 
plans,  and  changes  in  the  method  of  agency  compensation. 

C.  To  indicate  the  tremendous  improvement  in  the  lapse  record,  the 
lapse  rate  of  new  industrial  business  in  the  first  calendar  year  of  issue  in 
1940  was  about  one  third  of  that  experienced  in  1905  for  companies  with 
the  vast  majority  of  industrial  insurance. 

D.  In  1905,  policyholders  could  not  obtain  any  reduction  for  the  direct 
payment  of  weekly  premiums  to  the  companies'  offices.  Weekly  pre- 
mium policies  issued  in  1940  by  the  companies  with  the  bulk  of  the  busi- 
ness provide  for  a  10  per  cent  credit  at  yearly  intervals  on  premiums 
paid  directly  to  one  of  the  offices  of  the  companies. 

E.  In  1905  numerous  families  had  weekly  premium  industrial  insur- 
ance who  could  have  afforded  to  pay  premiums  monthly,  but  not  the 
less  frequent  (and  hence  larger)  premium  payments  of  ordinary  insur- 
ance. In  their  desire  to  provide  these  industrial  poHcyholders  with  insur- 
ance at  lower  cost,  monthly  premium  insurance  was  originated  by  the 
companies  and  today  it  is  a  large  and  rapidly  growing  class  of  insurance. 

F.  In  1905  the  typical  industrial  policy  of  companies  with  the  bulk  of 
the  business  lacked  many  of  the  benefits  provided  by  the  policies  issued 
today,  for  example, 

Cash  surrender  values  were  not  contractually  available.    Today  poli- 
cies are  eligible  for  cash  surrender  values  after  3  years. 
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Nonforfeiture  values  in  tlie  form  of  extended  term  or  reduced  paid-up 
insurance  were  not  available  until  5  years  of  premium  payments.  To- 
day extended  term  insurance  is  available  after  26  weeks  of  premium 
payments. 

In  1905  there  were  no  additional  benefits  available  for  accidental 
death  and  loss  of  eyesight  and  limbs.  Since  then,  these  benefits  were 
added  without  any  change  in  premium  rates. 

Since  1905,  larger  policy  benefits  and  other  liberalizations  have  gen- 
erally been  made  retroactive  to  old  policies,  and  have  resulted  in  in- 
creased disbursements  for  deaths,  maturities,  and  surrenders  far  beyond 
the  amounts  guaranteed  under  the  contracts  as  issued. 

G.  In  1905  the  mortality  rate  of  industrial  policyholders  was  over  twice 
as  great  as  it  is  today.  This  drastic  reduction  in  mortality,  which  obvi- 
ously is  reflected  in  lower  net  costs  to  policyholders,  did  not  just  hap- 
pen. It  was  the  result  of  co-operative  work  by  numerous  private  and 
governmental  agencies.  Many  health  authorities  have  credited  insur- 
ance companies  with  having  made  substantial  contributions  toward  this 
record,  although  the  Securities  and  Exchange  Commission,  in  Monograph 
No.  28,  on  page  289,  says: 

It  is  however  problematical  whether  this  reduction  [referring  to  lower 
mortality]  has  effected  a  savings  equivalent  to  the  increased  cost  resulting  from 
expenses  incurred  in  administering  the  service  itself. 

It  is  unfortunate  that  the  Commission  should  draw  such  an  arbitrary 
conclusion  without  giving  policyholders  and  health  authorities  an  op- 
portunity to  testify  on  the  value  of  the  health  work  of  the  companies. 
Recently,  the  health  commissioner  of  one  State  publicly  said  that  a  sub- 
stantial amount  of  the  credit  for  the  eUmination  of  small-pox  from  his 
State  was  due  to  life  insurance  agents.  Numerous  witnesses  can  be  pro- 
duced who  would  be  glad  to  testify  about  the  technical  advances  in  med- 
ical science,  for  example  in  the  treatment  of  pneumonia,  which  the  insti- 
tution of  life  insurance  has  helped  to  make  possible.  If  the  Commis- 
sion had  seen  fit  to  call  poUcyholders  as  witnesses,  it  would  have  learned 
of  the  gratitude  of  many  who  are  alive  today  because  of  the  companies' 
health  activities. 

From  the  foregoing  samples  of  progressive  efforts  by  the  companies  in 
the  interest  of  better  and  cheaper  service  to  policyholders,  it  is  apparent 
that  industrial  insurance  has  been  materially  improved.  Yet  two  members 
of  the  staff  of  the  Securities  and  Exchange  Commission,  acting  as  indi- 
viduals, recommended  that  industrial  insurance  should  be  written  through 
the  post  offices,  or  the  Social  Security  program  should  be  enlarged  to  pro- 
vide a  burial  benefit.  If  the  thought  is  to  make  this  insurance  mandatory, 
then  the  policyholders  should  be  consulted.     If,  however,  the  underlying 
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purpose  is  to  use  the  Government  for  the  purpose  of  subsidizing  the  rec- 
ommendations, then  the  taxpayers  are  entitled  to  be  heard. 

We  positively  disagree  with  the  staff  of  the  Securities  and  Exchange 
Commission  that  industrial  policyholders  need  some  form  of  "paternalis- 
tic" consideration,  and  particularly  with  the  following  statement  (p.  271) : 

.  .  .  the  class  of  people  purchasing  industrial  insurance  is  unable  to  understand 
its  insurance  needs  and  .  .  .  can  be  sold  anything  if  the  installment  is  suffi- 
ciently  small.     That   such   should   be   the   case   appears   almost   inevitable.  .  .  . 

The  mere  fact  that  a  family  is  in  modest  circumstances  does  not  mean 
that  it  lacks  common  sense  or  the  ability  to  decide  matters  affecting  health 
or  happiness  in  accordance  with  its  own  particular  circumstances. 

We  maintain  that  the  existing  record  of  the  companies  writing  indus- 
trial insurance  is  worthy  of  encouragement.  While  there  have  been  and 
are  problems  in  continually  improving  the  service  and  cost  of  industrial 
insurance,  the  companies  can  look  with  pride  upon  their  achievements  to 
date. 

PROPOSED  FEDERAL  SUPERVISION 

"The  power  of  the  designated  agency  ...  (a  proposed  new  Federal 
regulatory  body)  .  .  .  would  also  permit  it  to  test  occasionally  the  efficiency 
of  State  regulation  in  a  particular  area."  ^* 

This  quotation  is  taken  from  a  proposal  submitted  to  the  Temporary 
National  Economic  Committee  on  February  28,  1941,  by  Commissioner 
Sumner  T.  Pike  and  Mr.  Gerhard  Gesell  of  the  Securities  and  Exchange 
Commission,  speaking  as  individuals.  In  connection  with  this  proposal, 
it  should  be  recalled  that  no  hearings  were  held  by  the  committee  to  per- 
mit State  insurance  commissioners  to  tell  about  their  functions  or  those 
of  the  voluntary  co-ordinating  body  known  as  the  National  Association 
of  Insurance  Commissioners.  However,  the  two  above-mentioned  mem- 
bers of  the  staff  of  a  Federal  bureau  assumed  the  authority  to  report  on 
State  insurance  regulatory  bodies  and  submitted  a  detailed  memorandum 
to  the  Temporary  National  Economic  Committee  in  which  they  not  only 
passed  judgment  upon  them  but  also  recommended,  as  part  of  a  broad 
program  for  the  Federal  supervision  of  life  insurance,  that  the  proposed 
new  Federal  agency  would  "test  occasionally  the  efficiency  of  State  regula- 
tion in  a  particular  area."  ^^ 

Furthermore,  the  two  members  of  the  Commission's  organization  recom- 
mended to  the  Temporary  National  Economic  Committee  that  the  new 
Federal  agency  be  created  not  only  for  checking  the  operations  of  State 
Insurance  Departments,  but  also  life  insurance  companies  which  are  already 

^^  Final  Report  and  Recommendations  of  the  Temporary  National  Economic  Committee,  S. 
Doc.  35  77th  Congress,  First  Session,  p.  596. 
^^  Idem. 
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complying  with  the  laws  of  the  States  within  which  they  are  admitted  to  do 
business.  The  plan  contemplates  that  the  new  agency  would  duplicate  in 
practically  every  important  respect  the  existing  powers  which  the  States 
have  found  advisable  in  regulating  life  insurance  effectively.  This  dupli- 
cation of  authority  is  hard  to  reconcile  with  the  avowed  purpose  of  the  new 
Federal  agency  to  serve  merely  as  "an  adviser  and  as  a  collector  and  dis- 
tributor of  information."  ^® 

Last  year  the  platforms  of  both  the  Democratic  and  Republican  parties 
contained  planks  pledging  them  to  the  supervision  of  insurance  by  the 
States,  This  position  reflects  the  soundness  of  the  principles  and  operat- 
ing results  of  the  institution  of  life  insurance  through  the  generations  under 
State  supervision.  Why  then  should  Federal  supervision  be  imposed  upon 
State  supervision,  thereby  resulting  ultimately  in  the  elimination  of  State 
supervision  and  the  control  of  the  institution  of  life  insurance  by  a  Federal 
bureau? 

On  Tuesday,  March  11,  1941,  the  Honorable  Louis  H.  Pink,  superin- 
tendent of  insurance  for  the  State  of  New  York,  made  an  address  in  Albany, 
N.  Y.,  in  which  he  discussed  various  phases  of  the  Securities  and  Exchange 
Commission's  Monograph  No.  28  and  the  recommendations  for  Federal 
supervision  of  life  insurance.  After  arguing  against  the  advisability  of 
common  stock  ownership  by  life  insurance  companies  authorized  to  do 
business  in  the  State  of  New  York,  he  commented  in  part  upon  the  pro- 
posed Federal  supervisory  methods  as  follows: 

"If  there  is  confusion  in  the  control  of  48  States,  the  suggestion  that 
in  addition  we  have  a  Federal  body  with  power  and  an  advisory  committee 
without  power  would  seem  to  make  confusion  more  confounded.  .  .  .  Re- 
sponsibility should  be  upon  either  the  States  or  the  Federal  Government; 
not  upon  both. 

"State  supervision  has  been  in  existence  for  over  80  years  and  has  con- 
stantly improved.    The  results  speak  for  themselves." 

After  referring  to  investigators  and  others  who  have  been  discussing  the 
proposed  Federal  supervision  of  insurance,  Mr.  Pink  then  asked:  "Has 
there  been  any  demand  for  a  change  on  the  part  of  the  policyholders?" 

The  answer  is,  there  has  been  no  such  demand.  These  views  of  the 
superintendent  of  insurance  of  New  York  clearly  set  forth  the  situation. 
The  proposal  made  by  Messrs.  Pike  and  Gesell  should  be  rejected  as  being 
entirely  without  merit. 

^^  Ibid.,  p.  587. 
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The  Distribution  of  Ownership  in  the  200  Largest 
Nonfinancial  Corporations 

THIS  monograph  is  of  monumental  size  and  consists  of  1,557  pages. 
However,  only  201  pages  are  text  and  the  remainder  consists  of  detailed 
tables.  It  was  written  under  the  direction  of  Raymond  W.  Goldsmith  and 
Rexford  C.  Parmelee  of  the  Securities  and  Exchange  Commission,  with  the 
assistance  of  Irwin  Friend,  James  Gorham,  and  Helene  Granby. 

In  the  letter  of  transmittal  by  Commissioner  Sumner  T.  Pike,  we  have 
this  summary  of  findings: 

Omitting  the  explanations  and  qualifications  set  forth  in  the  text,  the  chief 
findings  of  the  report  may  be  briefly  summarized  as  follows: 
^   TTiTn   rv  ^'  T^""^^  family  groups — the  du  Fonts,  the  Mellons,  and 

nf  V    H'tid-  '■^^  Rockefellers — have  shareholdings  valued  at  nearly  |1,- 

400,000,000  which  directly  or  indirectly  give  control  over 
15  of  the  200  largest  nonfinancial  corporations  with  aggregate  assets  of  over 
$8,000,000,000 — or  more  than  11  per  cent  of  their  total  assets.  Thirteen  family 
groups — including  these  three — with  holdings  worth  $2,700,000,000,  own  over 
8  per  cent  of  the  stock  of  the  200  corporations. 

2.  Only  one  half  of  the  large  shareholdings  of  individuals  in  the  200  cor- 
porations are  in  the  direct  form  of  outright  ownership,  the  other  half  being 
represented  by  trust  funds,  estates,  and  family  holding  companies.  The  study 
clearly  shows  the  importance  of  these  instrumentalities  for  perpetuating  the 
unity  of  control  over  a  block  of  stock  held  by  an  individual  or  the  members  of 
a  family. 

3.  Each  large  interest  group  has  shown  a  strong  tendency  to  keep  its  holdings 
concentrated  in  the  enterprise  in  which  the  family  fortune  originated.  It  is 
apparently  uncommon  for  the  income  from  the  original  investment  (or  other 
income)  to  be  utilized  in  the  acquisition  of  large  or  controlling  positions  in 
other  big  corporations.  The  branching  out  of  the  Mellon  family  into  a  dominat- 
ing position  in  half  a  dozen  important  corporations  in  as  many  industries  is 
rather  unusual  and  not  duplicated  among  the  other  interest  groups  controlling 
any  of  the  200  corporations.  Many  large  family  interest  groups,  however,  have 
greatly  expanded  their  industrial  sphere  of  influence  by  indirect  means,  viz.,  the 
acquisition  of  control  over  additional  enterprises  by  the  corporations  which  they 
control,  such  acquisitions  being  financed  mainly  out  of  undistributed  profits. 

4.  In  the  case  of  about  40  per  cent  of  these  200  largest  corporations,  one 
family,  or  a  small  number  of  families,  exercise  either  absolute  control,  by  virtue 
of  ownership  of  a  majority  of  the  voting  securities,  or  working  control  through 
ownership  of  a  substantial  minority  of  the  voting  stock.  About  60  of  the  cor- 
porations, or  an  additional  30  per  cent,  are  controlled  by  one  or  more  other 
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corporations.      Thus,   a   small    group   of   dominant    security    holders    is    not    in 
evidence  in  only  30  per  cent  of  the  200  large  corporations. 

5.  The  financial  stake  of  officers  and  directors  in  their  own  corporations  is 
relatively  small.  Officers  and  directors  own  6  per  cent  of  the  common  stock  and 
slighdy  over  2  per  cent  of  the  preferred  stock  of  the  200  corporations.  One 
half  of  the  individual  officers  and  directors  own  securities  having  a  market 
value  (as  of  September  30,  1939)  of  less  than  $20,000  each.  There  were  only 
245  cases — or  slighdy  more  than  1  per  company — in  which  a  single  officer  or 
director  held  stock  worth  more  than  $1,000,000  in  his  corporation.  But  these 
few  cases  accounted  for  87  per  cent  of  the  aggregate  value  of  holdings  of  all 
officers  and  directors.  Most  of  the  large  holdings  are  in  the  hands  of  officers 
or  directors  who  represent  dominant  or  controlling  family  groups. 

6.  The  20  largest  shareholdings  in  each  of  the  200  corporations  account,  on 
the  average,  for  nearly  one  third  of  the  total  value  of  all  outstanding  stock. 
In  the  average  corporation  the  majority  of  the  voting  power  is  concentrated  in 
the  hands  of  not  much  over  1  per  cent  of  the  stockholders. 

7.  Another  aspect  of  concentration  of  ownership  in  the  200  corporations  is 
shown  in  the  distribution  of  all  stock  outstanding  by  the  market  value  of  in- 
dividual shareholdings — a  type  of  information  hitherto  unavailable.  There  were 
about  4,000,000  shareholdings  with  a  value  of  $500  or  less — out  of  a  total  of 
nearly  8,500,000  record  shareholdings  in  the  200  corporations — but  they  com- 
prised only  3  per  cent  of  the  value  of  all  shares  of  the  200  corporations.  The 
1,375,000  shareholdings  worth  $501  to  $1,000  apiece  made  up  only  another  3 
per  cent.  On  the  other  hand,  there  were  415,000  shareholdings  with  a  value  of 
over  $10,000  each  which  accounted  for  about  70  per  cent  of  the  value  of  the 
total  stock  outstanding  in  the  200  corporations. 

8.  The  number  of  Americans  owning  corporate  stock  is  smaller  than  generally 
believed  and  probably  amounts  to  only  8  to  9  million.  Thus,  less  than  1  in  5 
persons  receiving  income  own  corporate  stock.  (These  figures,  of  course,  do  not 
include  persons  who  are  indirect  stockholders  through  insurance  companies, 
banks,  etc.,  nor,  of  course,  do  they  represent  the  total  number  of  investors.) 

On  the  average,  every  stockholder  holds  shares  in  three  different  stock  issues 
and  in  about  two  and  one  half  corporations.  However,  considerably  over  one 
half  of  all  stockholders  own  shares  of  one  issue  only.  In  general,  the  number 
of  issues  held  increases  fairly  rapidly  with  income  though  even  individuals 
with  large  income  are  generally  stockholders  in  only  a  relatively  moderate 
number  of  different  corporations. 

9.  The  great  bulk  of  the  8  to  9  million  domestic  stockholders  own  only  small 
amounts  of  stock  and  the  dividends  they  receive  represent  but  a  minor  propor- 
tion of  their  total  income.  About  half  of  all  stockholders  have  an  annual  divi- 
dend income  of  less  than  $100  and  holdings  worth  less  than  $2,000.  The  group 
which  depends  economically  to  a  large  extent  on  the  dividends  from  corporate 
stocks  or  the  market  value  of  those  stocks  is  very  small  and  probably  numbers 
not  much  more  than  500,000  people. 

10.  The  ownership  o^  the  stock  of  all  American  corporations  is  highly  con- 
centrated. For  example,  10,000  persons  (0.008  per  cent  of  the  population)  own 
one  fourth,  and  75,000  persons  (0.06  per  cent  of  the  population)  own  fully  one 
half,  of  all  corporate  stock  held  by  individuals  in  this  country. 
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11.  Foreign  investors  have  a  considerable  stake  in  the  stock  o£  the  200  largest 
nonfinancial  corporations.  Stockholders  residing  outside  the  United  States  are 
estimated  to  own  over  6  per  cent  of  the  common  stock  and  nearly  4  per  cent 
of  the  preferred  stock  of  these  corporations,  their  holdings  having  a  value  at 
the  end  of  1937  of  about  $1,800,000,000  and  $200,000,000  respectively.  These 
individual  holdings  represent  not  less  than  two  thirds  of  total  foreign  portfolio 
investments  in  the  stock  of  all  American  corporations.  Foreign  ownership 
exceeds  the  stock  of  all  American  corporations.  Foreign  ownership  exceeds  10 
per  cent  of  total  stock  outstanding  in  about  one  tenth  of  the  200  corporations. 
Foreigners,  however,  apparently  have  majority  control  of  only  1  of  the  200 
corporations,  the  Shell  Union  Oil  Corporation,  though  their  holdings  are  also 
very  substantial  in  Allied  Chemical  &  Dye  Corporation  and  the  American 
Metals  Co.  Ltd. 

Various  statements  in  this  summary,  as  in  the  body  of  the  monograph, 

seem  to  exaggerate  the  concentration  of  ownership  of  corporate  stock  by 

„  j_     ..  persons  in  the  high-income  classes.     Data  presented  in 

Concentration        \  it/       f^i  ioi\         u  l     ji 

.  -  ,  .  Appendix  1  (pp.  141-loz)  would  hardly  seem  to  support 

the  conclusion  given  on  page  13  that  "the  importance  of 
the  ownership  o£  corporate  stocks  by  these  small  stockholders  is  hardly  con- 
siderable in  spite  of  their  large  number." 

A  table  on  page  149  compiled  from  the  Treasury  Department  Statistics 
of  Income  shows  that  total  dividends  received  by  domestic  noncorporate 
stockholders  in  1937  was  $4,732  millions,  of  which  the  portion  reported  by 
individuals  and  taxable  fiduciaries  having  net  incomes  of  over  $5,000  ac- 
counted for  $2,780  millions,  or  about  59  per  cent. 

The  remaining  $1,952  millions,  or  41  per  cent,  was  reported,  or  estimated, 
to  be  distributed  as  follows:  individuals  and  taxable  fiduciaries  with  net 
incomes  under  $5,000  filing  returns,  $794  millions;  nontaxable  fiduciaries 
(educational  and  reUgious  endowments,  etc.),  $535  millions;  other  nonprofit 
organizations,  $75  millions;  mutual  savings  banks,  $6  millions;  Federal  Gov- 
ernment and  agencies  (R.F.C.),  $12  millions;  and  others  (mainly  individual 
stockholders  not  filing  returns,  or  filing  returns  but  not  reporting  dividends 
received),  $530  millions. 

It  is  unfortunate  that  the  writers  of  the  monograph  failed  to  bring  out 
as  one  of  the  most  interesting  parts  of  the  picture  the  fact  revealed  by  these 
figures  that  41  per  cent  of  all  corporate  dividends  in  1937  was  received  by 
persons  having  incomes  under  $5,000,  or  by  endowments  and  other  non- 
profit organizations. 

This  T.N.E.C.  survey,  which  must  have  involved  a  very  considerable 
expense  to  the  Government  and  to  the  corporations  filling  in  questionnaires, 
provided  the  most  comprehensive  data  ever  assembled  on  the  subject.  A 
balanced  treatment  would  seem  to  call  for  more  emphasis  on  the  new  evi- 
dence made  available  as  to  the  widespread  and  substantial  ownership  of 
securities  by  investors  of  moderate  and  small  means,  and  by  nonprofit  insti- 
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tutions,  rather  than  devotion  of  so  much  space  to  the  almost  countless  series 
of  tables,  charts,  and  statements  pointing  to  the  concentration  of  ownership 
and  failing  to  bring  out  clearly  that  the  20  largest  shareholders  of  record 
are  usually  not  individuals,  but  banks,  insurance  companies,  trusts,  brokers, 
etc.,  which  hold  these  stocks  for  numerous  depositors,  policyholders,  margin 
traders,  and  others. 

Statistics  purporting  to  show  the  high  degree  of  "concentration"  and 
"monopoly"  in  business,  particularly  if  they  can  be  cited  as  "government 
statistics,"  naturally  are  seized  on  to  support  the  exaggerated  but  oft-repeated 
claims  as  to  the  control  of  our  economic  system  by  "the  rich."  Such  popular 
misconceptions  are  undoubtedly  one  of  the  reasons  for  the  lack  of  consid- 
eration for  investors  shown  by  Government  bodies  and  officials  in  recent 
years. 

The  disregard  of  the  small  shareholders'  interest  is  well  illustrated  by 
the  recent  proposal  to  raise  further  the  corporation  normal  income  tax  from 
31  per  cent  to  55  per  cent.  Corporation  income  taxes  have  the  practical 
effect  of  taxing  the  shareholders  at  the  same  rate,  despite  the  fact  that  the 
large  majority  of  the  shareholders,  owning  a  substantial  proportion  of  the 
total  stock,  are  persons  of  moderate  or  small  means  who  under  the  gradu- 
ated individual  income  tax  would  pay  much  lower  rates.  Such  taxes  destroy 
the  value  of  equity  stocks  and,  of  course,  add  to  the  difficulty  of  raising 
equity  capital. 

The  country's  economic  system,  as  well  as  the  war  effort,  might  be  con- 
siderably more  effective  if  our  legislators  and  their  advisers  were  to  regard 
the  corporations  as  agencies  for  the  production  of  goods  and  services,  rather 
than  as  agencies  for  raising  government  revenue.  Taxes  could  then  be 
leviedj  at  as  high  rates  as  might  be  found  necessary,  on  the  dividends  re- 
ceived by  individual  shareholders,  applied  at  the  usual  graduated  rates  based 
upon  the  size  of  net  income  from  all  sources. 

Monograph  No.  29,  weighing  3  pounds  10  ounces,  will  be  seen  by  rela- 
tively few  people  in  the  United  States,  and  will  be  read  carefully  by  still 
fewer.  Most  of  the  reading  public  saw  only  the  headlines  and  brief  reviews 
in  the  newspapers  at  the  time  the  monograph  was  released,  and  it  is  not  sur- 
prising that  these  featured  the  first  item  in  the  "findings,"  which  referred 
to  the  total  shareholdings  "controlled"  by  the  du  Pont,  Mellon,  and  Rocke- 
feller family  groups. 

Other  points,  however,  might  have  been  much  more  informative  as  to 
corporation  ownership,  such  as  the  continual  liquidation  of  large  fortunes 
during  recent  years  by  means  of  high  income  and  estate  taxes,  which  has 
caused  the  breaking  up  of  large  blocks  of  family-held  stocks  for  distribution 
to  the  public  and  has  further  increased  the  importance  of  our  millions  of 
small,  but  as  yet  unorganized,  investors. 

Chapter  VII  (pp.  115-131)  is  devoted  to  the  stock  holdings  of  certain 
wealthy   families   with   detailed    information   on   the   Rockefeller,    Mellon, 
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FflTTiilv  ^^^  ^^  Pont  families.    On  page  116  is  a  table  showing 

HnlHi   0-<?  '"^^   value   of   stock   holdings   in   the   200    largest   non- 

financial  corporations  held  by  certain  families.  From 
this  table  we  take  these  figures  which  include  both  common  and  preferred 
stocks,  with  values  calculated  as  at  the  end  of  1937: 

Ford    $624,975,000 

du  Pont 573,690,000 

Rockefeller   396,583,000 

Mellon    390,943,000 

McCormick     111,102,000 

Hartford   105,702,000 

Harkness    104,891,000 

Duke 89,459,000 

Pew     75,628,000 

Pitcairn  65,576,000 

Clark    57,215,000 

Reynolds 54,706,000 

Kress     50,044,000 

These  totals  include  stock  set  aside  for  charitable  and  educational  pur- 
poses. For  example,  the  Rockefeller  total  includes  $112,465,199  which  rep- 
resents stock  held  by  the  Rockefeller  Foundation,  the  General  Education 
Board,  and  the  Rockefeller  Institute  for  Medical  Research.  In  Appendix 
XII  (p.  1508)  we  find  the  items  which  make  up  the  $573,690,000  credited 
to  the  du  Pont  family  and  we  find  that  $341,577,600  of  this  amount  repre- 
sents 3,049,800  shares  of  E.  I.  du  Pont  de  Nemours  &  Company  common 
stock  held  by  the  Christiana  Securities  Corporation.  This  latter  is  a  public 
investment  company  "though  still  safely  controlled  by  the  family  through 
majority  ownership"  (p.  121). 

Interestingly  enough,  the  dominating  position  in  the  key  corporation — 
Christiana  Securities  Co. — is  not  scattered  among  individual  owners,  but  oc- 
cupied by  a  family  holding  company  (Delaware  Realty  &  Investment  Co.)  which 
owned  32.7  per  cent  of  the  common  and  29.3  per  cent  of  the  preferred  stock 
of  Christiana  Securities  Co.  The  stock  of  the  Delaware  Realty  &  Investment  Co., 
finally,  was  held  mainly  by  about  a  dozen  nephews  and  nieces  of  Pierre  S. 
du  Pont  and  their  children,  to  a  considerable  part  not  directly  but  through 
trust  funds. 

After  its  holdings  in  E.  I.  du  Pont  de  Nemours  &  Company,  the  next 
biggest  item  in  the  du  Pont  family  total  is  for  $295,312,500  rep- 
resenting 9,843,750  shares  of  General  Motors  Corporation  common  stock 
held  by  General  Motors  Securities  Company.  Donaldson  Brown  is  listed 
as  being  in  the  du  Pont  family  because  his  wife  is  a  granddaughter  of  a 
du  Pont.  John  J.  Raskob  is  listed,  although  he  is  not  related  to  the  du  Ponts, 
under  the  heading  nonfamily  personal  holding  companies.  The  wife  of 
Franklin  Roosevelt,  Jr.,  is  listed  under  the  name  Ethel  H.  du  Pont  and  is 
credited  with  holding  2,000  shares  of  United  States  Rubber  Company  pre- 
ferred stock.  Obviously  the  tables  given  do  not  give  the  wealth  of  the 
various  families,  but  give  the  total  value  of  stock  in  certain  corporations 
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over  which  some  member  of  the  family  has  more  or  less  control.  Chapter 
VII  and  the  Appendix  will  interest  those  people  who  enjoy  genealogical 
and  personal  matters. 

On  page  5  we  read:  "This  study  of  the  200  largest  nonfinancial  corpora- 
tions has  shown  a  high  degree  of  concentration  of  ownership.  The  top 
1  per  cent  of  book  shareholdings,  for  example,  accounted  ^      T  #i'   •/^ 

for  about  60  per  cent  of  the  common  shares  of  these  cor-  ,  „  , ,. 

^  r    1      •    ,    •,     ,  ual Holdings 

porations.     ror  most  or  the  mdividual  companies,  not 

much  more  than  1  per  cent  of  the  common  shareholdings  of  record  com- 
prised the  majority  of  all  common  stock  outstanding."  Most  of  the  largest 
book  shareholdings  are  not  individuals.  In  a  note  on  the  same  page  it  is 
added  that  in  some  cases  "what  appears  to  be  a  large  concentrated  block 
may  in  reality  represent  the  property  of  numerous  owners,  each  of  whom 
holds  but  a  small  number  of  shares." 

On  page  672  we  find  that  the  principal  shareholders  of  the  American 
Rolling  Mill  Company  common  stock  are: 

Shares 

Charles  S.  Payson   90,000 

E.  A.  Pierce  &  Co 40,337 

W.  E.  Hutton  &  Co 36,633 

Battelle  Memorial  Institute    33,440 

Harris  Upham  &  Co 23,912 

Fenner  &  Beane   23,1 15 

Dominick  &  Dominick  20,092 

E.  F.  Hutton  &  Co 1 8,702 

J.  S.  Bache  &  Co 18,659 

Brown  Bros.  Harriman  &  Co 18,244 

The  largest  shareholders  of  the  common  stock  of  the  American  Telephone 
&  Telegraph  Company  are  given  on  page  684: 

Shares 

Sun  Life  Assurance  Co.  of  Canada    117,450 

Barnes  &  Company    59,109 

Atwell  &  Company    51,106 

Dominick  &  Dominick    50,571 

Sigler  &  Company    46,424 

Nederlandsch  (see  p.  684)    36,922 

Edward  S.  Harkness    35,055 

Administratiekantoor  (see  p.  684)    32,991 

Brown  Bros.  Harriman  &  Co 32,668 

Cudd  &  Company 31,285 

Eddy  &  Company 29,385 

James  Cape!  &  Company 28,792 

Schmidt  &  Company   26,944 

Shaw  &  Company 24,994 

Cobb  &  Company 24,310 

Many  of  those  listed  are  nominees;  for  example,  Cobb  &  Company  is 
nominee  for  the  New  York  Trust  Company,  beneficiaries  not  disclosed. 

The  bulk  of  the  monograph  (pp.  621  to  1439)  is  Appendix  X,  which  gives 
the  20  leading  shareholdings  of  each  kind  of  stock  issued  by  the  200  largest 
nonfinancial  corporations. 
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The  number  of  issues  (common  and  preferred)  in  which  certain  share- 
holders are  in  first  position  is  incUcated  below: 

New  York  Life  Insurance  Co 12 

Metropolitan  Life  Insurance  Co 10 

Sun  Life  of  Canada 7 

Prudential  Insurance  Company    7 

E.  A.  Pierce  &  Company    5 

J.  S.  Bache  &  Company    3 

Equitable  Life  Assurance    3 

Since  the  leading  shareholders  are  usually  banks,  insurance  companies, 
trusts,  corporations,  and  brokers,  it  is  easy  to  see  why  a  large  proportion 
of  the  stocks  is  owned  by  a  small  proportion  of  the  shareholders.  If  the 
stocks  owned  by  insurance  companies,  banks,  and  other  corporations  were 
distributed  among  the  policyholders,  depositors,  and  other  individuals,  ulti- 
mate claimants,  the  concentration  would  be  enormously  less  than  the  con- 
centration indicated  by  a  study  of  direct  shareholdings.  The  monograph 
explains  the  situation  on  page  9: 

At  the  end  of  1937,  approximately  35  per  cent  of  the  stock  of  all  American 
corporations  was  owned  by  other  domestic  corporations,  about  1  per  cent  by 
nonprofit"  institutions,  and  between  2  per  cent  and  3  per  cent  by  foreigners. 
The  remainder,  somewhat  over  60  per  cent  of  the  total  stock  outstanding,  was 
owned  by  domestic  individuals  and  estates  and  trusts,  the  latter  accounting  for 
somewhat  over  10  per  cent  of  the  outstanding  stock.  About  10  per  cent  of  all 
stocks,  comprising  close  to  20  per  cent  of  the  stock  owned  directly  by  individuals, 
was  registered  in  the  names  of  brokers. 

The  author  estimates  that  at  the  end  of  1937  there  were  from  8,000,000 
to  9,000,000  persons  in  this  country  owning  stock  in  at  least  one  corpora- 
^       ,         ^  tion,  although  he  states  that  the  number  may  have  been 

Shareholders  ^^  ^°^^  ^^  7,000,000  or  as  high  as  10,000,000  (p.  10).    This, 

of  course,  does  not  include  millions  of  persons  who  have 
an  interest  in  stocks  because  they  have  insurance  policies,  bank  deposits,  or 
accounts  with  stock  brokers.  The  relation  between  income  and  stock  own- 
ership is  treated  on  pages  10  and  11: 

The  great  majority  of  these  8,000,000  to  9,000,000  stockholders  have  small 
incomes,  with  over  90  per  cent  receiving  net  incomes  of  less  than  $5,000  in  1937. 

The  prevalence  and  importance  of  stock  ownership  vary  greatly  among  per- 
sons of  different  economic  levels.  The  proportion  of  stockholders  is  lowest 
among  people  of  small  means  and  steadily  increases  with  total  income.  For  the 
country  as  a  whole  somewhat  less  than  20  per  cent  of  all  income  recipients  own 
stock  in  at  least  one  corporation.  However,  probably  fewer  than  10  per  cent 
of  individuals  with  an  income  of  less  than  $1,000  belong  to  the  stockholding 
group.  The  proportion  increases  rapidly  with  income,  as  indicated  by  the 
fact  that  70  per  cent  of  individuals  with  income  in  the  neighborhood  of  $10,000 
and  almost  all  persons  (94  per  cent)  with  income  over  $50,000  received  dividends 
in  1937,  attesting  their  ownership  of  at  least  one  issue  of  stock. 
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The  importance  of  dividends  as  a  source  of  income  increases  sharply  with 
total  income.  For  all  individuals,  dividends  in  1937  represented  about  7  per 
cent  of  aggregate  income.  Dividends,  however,  constituted  slightly  over  16  per 
cent  of  the  total  income  of  individuals  filing  federal  income-tax  returns.  The 
percentage  rose  from  5  per  cent  of  total  income  for  taxpayers  with  a  net  income 
of  less  than  $5,000  to  almost  60  per  cent  of  total  income  for  individuals  with  a 
net  income  of  $100,000  or  more.  At  the  other  extreme,  dividends  contributed 
less  than  2  per  cent  of  the  total  income  of  the  approximately  40,000,000  income 
recipients  not  filing  tax  returns  with  the  United  States  Treasury. 

Moreover,  the  importance  of  dividends  as  a  source  of  income  increases  with 
total  income  even  among  dividend  recipients.  The  proportion  of  dividends  to 
total  income  probably  was  as  low  as  10  per  cent  in  1937  for  dividend  recipients 
with  net  incomes  of  less  than  $1,000,  while  it  was  higher  than  70  per  cent  for 
dividend  recipients  with  net  incomes  of  $100,000  or  more.  These  figures 
illustrate  the  relatively  small  importance  of  dividends  received  by  stockholders 
with  small  incomes  and  show  that  the  incomes  of  stockholders  of  moderate 
means,  who  constitute  the  great  majority  of  the  8,000,000  to  9,000,000  persons 
owning  stock,  depend  only  secondarily  on  the  dividends  they  receive. 

Since  an  individual  may  own  shares  in  several  companies,  the  number 
of  shareholdings  is  much  greater  than  the  number  of  shareholders  (pp. 
11-12). 

Of  the  total  of  26,000,000  shareholdings  in  American  corporations,  it  is  esti- 
mated that  somewhat  less  than  1,000,000  were  owned  by  domestic  corporations 
and  nonprofit  organizations  or  by  foreign  stockholders,  with  the  remaining 
25,000,000  owned  by  domestic  individuals. 

The  comparison  of  26,000,000  shareholdings  (of  which  over  21,000,000  were 
in  common  stocks)  and  8,000,000  to  9,000,000  stockholders  indicates  that  on  the 
average  every  stockholder  held  shares  in  3  different  stock  issues  and  in  about 
2'/2  corporations.  This  average,  however,  is  of  restricted  significance  in  view 
of  the  great  variability  in  the  number  of  stocks  owned  by  individual  investors. 
Considerably  over  one  half  of  all  stockholders  held  shares  in  one  issue  only. 
On  the  other  hand,  there  were  a  few  stockholders  who  owned  shares  in  over  a 
hundred  issues.  In  general,  the  number  of  issues  held  increased  fairly  rapidly 
with  a  stockholder's  total  net  income  or  his  dividend  income. 

Preliminary  data,  based  on  a  random  sample  of  5,000  federal  income-tax 
returns  reporting  dividend  income  of  less  than  $10,000  for  1936,  indicate  that  in 
that  year  stockholders  with  net  income  of  less  than  $5,000,  and  more  than  $1,000 
or  $2,500  (depending  on  their  marital  status),  received  dividends  from  2.4 
corporations  on  the  average.  About  62  per  cent  received  dividends  from  only 
1  corporation  and  only  3.7  per  cent  held  stock  in  10  or  more  corporations  paying 
dividends.  Stockholders  with  net  income  from  $5,000  to  $10,000  reported  stock- 
holdings in  about  3.2  dividend-paying  corporations,  on  the  average;  55  per  cent 
reported  receipt  of  dividends  from  1  corporation  only,  while  7  per  cent  owned 
shares  in  10  or  more  dividend-paying  corporations. 

A  comparable  preliminary  tabulation  is  also  available  for  all  individuals  with 
dividend  income  of  $10,000  or  over.     Of  these  persons  those  with  a  net  income 
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of  $100,000  or  more  held  stock  in  25  dividend-paying  corporations,  on  the 
average,  whereas  persons  with  net  income  from  $10,000  to  $15,000  held,  on  the 
average,  stock  in  13  dividend-paying  corporations.  There  were  only  41,800 
persons  with  dividend  income  over  $10,000,  not  much  over  one  half  per  cent 
of  all  dividend  recipients,  but  they  accounted  for  between  700,000  and  800,000 
shareholdings  in  dividend-paying  stock  issues,  or  about  4  per  cent  of  the  approxi- 
mately 20,000,000  shareholdings  of  domestic  individuals  in  such  stocks. 

The  concentration  of  stock  ownership  is  discussed  on  page  13: 

Since  the  total  dividends  paid  by  American  corporations  to  domestic  indi- 
viduals and  fiduciaries  in  1937  amounted  to  somewhat  over  $4,500,000,000,  the 
_..   . ,      ,  8,000,000  to  9,000,000  stockholders  seem  to  have  received 

_«...,..  an  average  dividend  income  of  slightly  over  $500,  corre- 

sponding to  an  average  investment  with  a  market  value  of 
about  $10,000  for  the  year. 

Compared  to  the  average  dividend  income  of  $500  in  1937,  most  stockholders 
received  only  very  small  amounts  in  dividends  and  had  correspondingly  small 
investments  in  stock.  Probably  in  the  neighborhood  of  half  of  the  8,000,000 
to  9,000,000  stockholders  in  1937 — a  year  of  relatively  high  dividend  payments — 
received  less  than  $100  in  dividends,  and  not  more  than  2,000,000  stockholders 
had  an  annual  dividend  income  of  over  $500.  There  were  not  many  more 
than  100,000  stockholders  with  a  dividend  income  exceeding  $5,000,  while 
fewer  than  10,000  individual  stockholders  received  over  $50,000  in  dividends. 

The  numerous  stockholders  receiving  small  amounts  of  dividends  accounted 
for  only  a  negligible  portion  of  all  dividends  received  by  individuals.  In  1937 
the  50  per  cent  of  the  stockholders  each  of  whom  received  less  than  $100  in 
dividends  accounted  together  for  considerably  less  than  5  per  cent  of  total  divi- 
dend income  of  individuals.  The  more  than  80  per  cent  of  the  stockholders 
with  a  dividend  income  of  less  than  $500  probably  received  not  much  over  10 
per  cent  of  the  total  dividend  income  of  individuals.  Thus  the  importance  of 
the  ownership  of  corporate  stock  by  these  small  stockholders  is  hardly  consider- 
able in  spite  of  their  large  number. 

These  figures  suggest  that  notwithstanding  the  wide  dispersion  of  ownership 
indicated  by  the  large  number  of  stockholders,  ownership  of  stock  was  highly 
concentrated  in  the  hands  of  a  relatively  few  persons.  This  is  shown  quite  con- 
vincingly in  Chart  I.  Thus  the  10,000  persons  with  the  highest  dividend  in- 
comes, comprising  not  much  over  one  tenth  of  1  per  cent  of  the  total  number  of 
stockholders  and  about  one  fiftieth  of  1  per  cent  of  the  total  number  of  income 
recipients,  received  about  25  per  cent  of  all  dividends  paid  to  individuals  and 
may,  therefore,  be  estimated  to  have  owned,  directly  or  indirectly,  about  one 
fourth  of  all  stock  of  domestic  corporations.  Fewer  than  75,000  persons,  i.e., 
less  than  1  per  cent  of  the  number  of  stockholders  and  considerably  less  than 
one  fifth  of  1  per  cent  of  the  total  number  of  income  recipients,  were  necessary 
to  account  for  one  half  of  all  dividends  received  by  individuals.  This  certainly 
represents  an  impressive  degree  of  concentration  of  ownership.  Indeed,  Chart 
I  shows  that  dividend  income  is  concentrated  even  more  highly  than  total 
income. 
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The  reasons  for  the  greater  concentration  of  stock  dividends  than  of  total 
income  is  obvious.  A  young  man  starting  out  invests  first  in  clothing,  house- 
hold goods,  and  an  automobile.  As  his  income  increases,  he  buys  a  house, 
a  farm,  or  a  small  business.  He  buys  life  insurance  or  puts  money  in  the 
savings  bank.  A  young  man  starting  out  can  ill  afford  to  take  speculative 
risks.  He  gets  more  security  by  investing  in  bonds,  life  insurance,  farms, 
houses,  etc.  Persons  of  large  incomes  or  great  wealth  are  in  a  better  posi- 
tion to  assume  the  risks  inherent  in  the  ownership  of  stocks.  It  is  entirely 
logical  that  the  property  of  individuals  of  small  or  medium  income  should 
be  in  comparatively  safe  investments  and  that  risky  investments  should  be 
handled  by  persons  of  more  than  average  income.  The  high  concentration 
of  stock  ownership  is  therefore  highly  desirable.  Laws  which  prevent  sav- 
ings banks  and  insurance  companies  from  investing  in  common  stock  (sub- 
ject to  minor  exceptions  in  some  states)  are  for  the  purpose  of  protecting 
the  investments  of  the  millions  who  are  not  rich. 

The  number  of  persons  who  own  stocks  is.  apparently  increasing.     The 
author  quotes  an  estimate  of  4,000,000  to  6,000,000  stockholders  at  the  end 
of  1927,  which  compares  with  an  estimate  of  8,000,000         nprvpasp  of 
to  9,000,000  at  the  end  of  1937.    He  gives  the  following        Concentration 
estimates  of  the  number  of  shareholdings: 


\ 


1900 

4,400,000 

1923 

14,400,000 

1928 

18,000,000 

1937 

26,000,000 

That  the  concentration  of  stock  ownership  is  decreasing  and  that  more 
people  are  investing  in  stocks  is  indicated  by  these  quotations  from  pages 
17  and  19: 

The  proportion  of  the  total  equity  in  all  American  corporations  held  by  the 
average  individual  stockholder,  therefore,  was  smaller  at  the  end  of  1937  than 
at  the  end  of  1927.  The  increase  in  the  number  of  stockholders  probably  re- 
sulted in  large  part  from  a  shift  in  ownership  of  part  of  the  stock  outstanding 
at  the  beginning  of  the  period  from  the  hands  of  a  relatively  small  number  of 
stockholders  to  a  larger  number  of  stockholders,  each  holding  a  smaller  average 
proportion  of  the  total  stock  capitalization.  Only  a  relatively  small  part  of  the 
increase  appears  to  be  attributable  to  the  absorption,  through  public  offerings, 
of  newly  issued  shares  by  persons  not  previously  owning  stock. 

.  .  .  For  the  period  1927-37  the  most  important  reason  for  the  increase  in  the 
number  of  shareholdings  by  about  8,000,000  seems  to  have  been  the  purchase  of 
shares  by  persons  not  previously  owning  stock.  .  .  . 

There  is,  then,  evidence  of  a  wider  diffusion  of  ownership  in  American  cor- 
porations at  the  end  of  1937  than  at  the  end  of  1927,  both  in  the  larger  number 
of  stockholders  and  the  smaller  proportion  of  the  total  equity  in  American 
corporations  owned  by  the  average  stockholder.  .  .  , 
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...  It  seems  likely,  however,  on  the  basis  of  the  data  already  presented,  that 
there  was  a  somewhat  wider  diffusion  of  ownership  in  the  average  corporation 
at  the  end  of  the  decade  than  at  the  beginning,  though  the  difference  was  prob- 
ably not  very  pronounced. 

The  importance  of  the  200  largest  nonfinancial  corporations  is  indicated 
on  page  22: 

Although  the  200  corporations  included  in  the  study  represent  only  an  in- 
significant fraction — not  more  than  0.2  per  cent — of  all  domestic  corporations, 
_  they  accounted,  in   1937,  for  about  8,500,000  shareholdings 

_  *;.-  out  of  about  24,000,000  record  shareholdings  in  all  domestic 

„  ^.  corporations.     The  200  corporations  whose  distribution  of 

Corporations  ^     ,  .    .         ,-   ,  •     ,      i  •     i  ■  l  j 

ownership  is  studied  in  detail  in  this  report  thus  accounted 

for  about  one  third  of  the  shareholdings  of  all  domestic  corporations  and  about 

two  fifths  of  those  of  nonfinancial  corporations. 

On  the  other  hand,  it  is  not  possible  to  determine  how  many  of  the  8,000,000 
to  9,000,000  stockholders  in  American  corporations  owned  shares  of  at  least 
1  stock  issue  of  these  200  corporations.  It  is  obvious,  of  course,  that  the  num- 
ber of  persons  holding  shares  of  1  or  more  issues  of  the  200  corporations  is 
considerably  smaller  than  8,500,000 — the  number  of  record  shareholdings — since 
many  investors  undoubtedly  owned  shares  in  more  than  1  equity  issue  of  these 
corporations.  There  are  neither  over-all  nor  sample  data  to  serve  as  a  basis 
for  an  estimate  of  the  average  number  of  different  issues  of  these  200  corpora- 
tions held  by  persons  who  own  shares  in  at  least  1  issue  (the  so-called  "dviplica- 
tion  ratio").  Use  of  the  duplication  ratio  of  about  3  applicable  to  the  issues  of 
all  corporations  yields  an  estimate  of  about  3,000,000  persons  owning  stock  in 
the  200  largest  nonfinancial  corporations. 

The  market  value  of  the  404  issues  of  common  and  preferred  stock  of  the 
200  corporations  at  the  end  of  1937  amounted  to  about  $33,000,000,000.  This 
was  somewhat  over  one  third  of  the  estimated  value  of  the  stock  of  all  domestic 
corporations  and  probably  around  one  half  of  the  value  of  the  stock  of  all 
nonfinancial  corporations.  Of  the  404  issued,  295  were  listed  (or  admitted  to 
unlisted  trading  privileges)  on  the  New  York  Stock  Exchange  or  the  New 
York  Curb  Exchange.  The  market  value  at  the  end  of  1937  of  these  issues 
aggregated  about  $28,600,000,000,  or  approximately  60  per  cent  of  the  value  of 
all  equity  securities  listed  on  the  two  New  York  exchanges  and  nearly  65  per 
cent  of  that  of  the  stocks  of  nonfinancial  corporations  so  listed. 

The  200  corporations  in  1937  paid  dividends  amounting  to  about  $2,200,- 
000,000.  This  was  equivalent  to  about  30  per  cent  of  aggregate  dividends  paid 
by  all  American  corporations  and  almost  40  per  cent  of  those  paid  by  non- 
financial  corporations.  If  intercorporate  dividends  were  eliminated,  which  can 
be  done  only  approximately  for  the  200  corporations,  the  200  largest  nonfinancial 
corporations  in  dividends  paid  to  noncorporate  stockholders  would  probably  be 
around  40  per  cent  for  all  domestic  corporations  and  somewhat  under  45  per 
cent  for  nonfinancial  corporations. 

The  total  assets  of  the  200  corporations,  based  upon  consolidated  balance 
sheets  at  the  end  of  1937,  amounted  to  about  $70,000,000,000.     They  were  thus 
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equal  to  about  20  per  cent  of  the  assets  of  all  domestic  corporations  submitting 
balance  sheets  to  the  Bureau  of  Internal  Revenue  and  to  slightly  over  40  per  cent 
of  the  assets  of  all  nonfinancial  corporations. 

Manufacturing  corporations  accounted  for  65  per  cent  of  the  market  value 
of  the  common  stocks  of  the  200  corporations;  utilities  accounted  for  11  per 
cent. 

The  distribution  of  the  common  stock  shareholdings  according  to  market 
price,  at  the  time  covered  by  the  survey,  was: 

25%  under  $10  per  share 
35%  $10  to  $30 
28%  $30  to  $60 
17%  $60  and  over 

Most  shareholders  have  odd  lots  (under  100  shares),  for  on  page  30  we  read: 

For  all  208  common  stock  issues  taken  together,  88  per  cent  of  the  7,027,000 
shareholdings  fell  into  the  category  of  100  shares  or  less.  As  it  is  known  from 
several  samples  that  lots  of  exactly   100  shares  constituted  «       ■.-, 

only  about  5  per  cent  of  the  total  number  of  shareholdings,  Wnlrl'n 

it  may  be  estimated  that  odd-lot  shareholdings  accounted 
for  somewhat  under  85  per  cent  of  all  common  shareholdings  in  the  200  cor- 
porations. The  proportion  was  considerably  higher  among  preferred  stocks, 
where  holdings  of  100  shares  or  less  accounted  for  93.3  per  cent  of  all  share- 
holdings and  where  odd-lot  shareholdings  may  be  estimated  to  have  represented 
about  90  per  cent  of  the  total. 

.  .  .  Combining  common  and  preferred  stocks,  odd-lot  shareholdings  seemingly 
represented  nearly  seven  eighths  of  the  total  number  of  shareholdings,  but 
accounted  for  not  much  over  one  fifth  of  the  total  market  value  of  all  shares 
in  the  200  corporations. 

The  distribution  of  shareholdings  by  value  is  discussed  on  page  32: 

Taking  common  and  preferred  stock  issued  together,  it  appears  that  about 
4,000,000  shareholdings,  or  slightly  less  than  one  half  of  the  total  number,  had 
a  value  of  $500  or  less.  About  1,375,000  or  16  per  cent  of  all  shareholdings 
were  valued  from  $501  to  $1,000,  and  about  2,180,000  or  almost  26  per  cent 
had  a  value  of  $1,001  to  $5,000.  There  were  only  about  450,000  shareholdings 
(5  per  cent  of  the  total),  however,  with  a  value  of  $5,001  to  $10,000  and  414,000 
shareholdings  (5  per  cent)  valued  at  over  $10,000. 

Chapter  IV  (pp.  55-67)  discusses  the  holdings  of  officers  and  directors  in 

the  stocks  of  the  200  largest  corporations.     On  page  56  it  is   noted  that 

"On  September  30,  1939,  total  holdings  by  officers  and  -..       . 

directors   in   the   common   and   preferred   stock   of   the  ,  ^^ 

Eiiicl  OnicGrs 
200  largest  nonfinancial  corporations  amounted  to  over 

38,300,000  shares  with  a  market  value  of  about  $2,163,000,000." 

The  principal  facts  presented  are  these: 
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1.  Officers  and  directors  owned  5.5  per  cent  of  the  total  stock  of  all  kinds 
in  their  companies;  95  per  cent  of  their  holdings  were  in  common 
stock.  4.6  per  cent  of  voting  common  stock  was  owned  by  them,  and 
36.5  per  cent  of  non-voting  common  stock — the  latter  consisted  mainly 
of  stock  in  Ford  and  A  &  P  (p.  56). 

2.  Approximately  3,000  reported  individuals  served  as  officers  and  directors 
of  the  200  companies  of  whom  500  had  no  "financial  stake  in  their  cor- 
porations" (p.  59). 

Examination  of  the  tables  in  Appendix  VIII  (pp.  559-596)  for  individual 
companies  shows  that  in  the  vast  majority  of  companies  there  are  some 
officers,  and  in  many  of  them  some  directors,  who  own  no  stock.  The 
authors  of  the  monograph  are  presenting  a  factual  analysis  and  do  not  state 
whether  this  is  good  or  bad,  but  the  fact  itself  may  cause  many  companies 
to  consider  whether  it  is  desirable  to  have  officers  and  directors  who  own 
no  stock,  either  common  or  preferred,  in  cases  where  the  stock  is  available 
for  public  purchase.  This  might  well  be  considered,  even  in  instances  where 
directors  and  officers  hold  their  posts  primarily  because  of  special  qualifica- 
tions they  possess. 

Chapter  VI  (pp.  99-114)  discusses  types  of  ownership  control  and  we  quote 
from  the  Conclusions  on  page  113: 

Earlier  chapters  have  shown  a  high  degree  of  concentration  of  stock  owner- 
ship in  a  substantial  percentage  of  the  200  largest  nonfinancial  corporations. 
The  previous  analysis  was  in  terms  of  aggregates  and,  therefore,  showed  con- 
centration, so  to  speak,  in  the  abstract.  The  analysis  in  this  chapter,  proceeding 
from  company  to  company,  has  demonstrated  that  the  largest  blocks  of  stock 
are  in  most  cases  in  the  hands  of  a  rather  small  group  having  a  community  of 
interest  based  either  on  family  relationship,  on  corporate  ties,  or  on  long-standing 
business  connections.  An  analysis  of  the  holdings  of  these  interest  groups  in 
comparison  to  the  distribution  holdings  for  all  stockholders  shows  that  in  par- 
ticular companies  a  small  percentage  of  ownership  in  a  large  issue  may  be 
sufficient  to  give  dominance  when  the  remainder  of  the  stock  is  widely  dispersed 
among  disconnected  holdings,  each  representing  but  a  fraction  of  the  size  of 
those  in  the  hands  of  the  dominant  group.  A  study  of  the  officers  and  the 
boards  of  directors  of  these  companies  also  indicates  that  dominant  stock  owner- 
ship, whether  based  on  a  minority  or  a  majority  holding,  is  in  most  cases 
coupled  with  active  participation  in  the  management,  or  at  least  with  representa- 
tion on  the  board  of  directors. 

The  ownership  patterns  of  individual  companies  thus  demonstrate  that  the 
effective  concentration  of  stock  ownership  in  the  200  largest  nonfinancial  cor- 
porations is  even  higher  than  that  indicated  in  Chapter  V  on  the  statistical 
analysis  of  the  percentage  of  stock  included  in  the  20  largest  holdings. 
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Survey  of  Shareholdings  in  1,710  Corporations  ivith 
Securities  Listed  on  a  National  Securities  Exchange 

THIS  monograph,  written  by  Helena  Granby  of  the  Securities  and  Ex- 
change Commission,  consists  of  104  primary  tables  (200  pages),  59 
pages  of  discussion  and  charts,  a  three-page  letter  of  transmittal,  and  a  one- 
page  introduction.  It  incorporates  the  results  of  a  special  survey  undertaken 
by  the  S.E.C.  of  the  number  of  shareholdings,  classified  by  size,  in  certain 
common  and  preferred  stock  issues.  These  stock  issues  are  limited  to  those 
of  companies  with  at  least  one  issue  listed  on  a  national  securities  exchange, 
for  which  a  reasonable  market  price  was  obtainable  within  a  limited  period 
around  December  31,  1937,  and  for  which  complete  and  adequate  data  were 
available. 

The  information  as  to  stockholdings  on  which  this  study  was  based  was 
obtained  directly  from  company  and  S.E.C.  records;  from  prices  of  stocks 
quoted  as  of  about  December  31,  1937;  and,  as  to  assets  Sources  of 

for  each  company,  from  the  regular   reports  of  these  Information 

companies  to  stock  exchanges  or  to  the  S.E.C.  Issues 
of  both  preferred  and  common  stock  are  included;  but  any  issue  is  excluded 
if  owned,  for  all  practical  purposes,  by  a  single  individual,  a  privately 
owned  company,  or  a  publicly  owned  corporation.  The  information  as  to 
number  and  size  of  stockholdings  was  collected  through  a  questionnaire  sent 
out  early  in  1938.  In  general  the  material  refers  to  the  period  between  No- 
vember 15,  1937,  and  March  15,  1938,  but  some  of  it  refers  to  periods  as 
late  as  the  spring  of  1940.  The  information  obtained  for  each  issue  was 
the  number  of  stockholdings  of  each  of  certain  size-groups  (1  to  10  shares, 
11  to  25  shares,  26  to  100  shares,  101  to  500  shares,  501  to  1,000  shares, 
1,001  to  5,000  shares,  and  over  5,000  shares)  and  the  number  of  shares  in- 
cluded in  each  such  group. 

An  important  limitation  of  the  data,  to  which  attention  is  called  by  the 
author  of  the  monograph,  arises  from  the  fact  that  the  grouping  is  neces- 
sarily based  on  corporate  records  and  therefore  counts  as  "one  holding"  the 
aggregate  of  shares  held  by  a  bank,  broker,  or  trustee  for  the  benefit  of  a 
group.  It  is  estimated  that  the  real  number  of  beneficial  shareholdings  is 
about  one  eighth  larger  than  the  number  of  record  shareholdings  on  which 
the  study  is  based.  The  concentration  of  ownership  on  the  basis  of  bene- 
ficial ownership,  therefore,  is  less  than  that  indicated  by  the  study. 

In  some  of  the  studies,  the  original  data  on  shareholdings  are  converted 
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to  a  distribution  of  shareholdings  by  value,  by  use  of  the  price  per  share 
at  the  end  of  1937  and  interpolation  based  on  the  assumption  of  an  even 
distribution  of  shareholdings  within  the  original  size  classes — except  the 
highest  group,  for  which  certain  other  available  information  was  used  in 
a  supplementary  way.    Attention  is  called  to  the  author's  comment  (p.  19)  : 

This  procedure  results  inevitably  in  some  distortion  of  the  actual  distribution 
in  many  individual  issues  and  for  small  groups  of  issues.  However,  judging 
from  tests  which  have  been  made,  the  shortcomings  of  this  method  of  convert- 
ing size  classes  (in  terms  of  number  of  shares)  into  value  classes  of  sharehold- 
ings do  not  appear  to  be  serious  enough  to  invalidate  any  general  conclusions. 

An  opinion  will  be  expressed  later  in  this  review  regarding  the  soundness 
of  this  procedure.  Even  if  the  value  classifications  so  obtained  are  subject 
to  criticism,  the  results  are  interesting  and  valuable  enough,  from  the 
exploratory  point  of  view,  to  show  that  this  method  of  analysis  should  be 
emphasized  and  refined  in  subsequent  studies  of  this  type. 

The  contents  of  the  monograph  may  be  summarized  as  follows: 

1.  The  letter  of  transmittal   signed  by   Commissioner  S.  T.   Pike  siim- 
marizes  what  are  termed  the  "main  findings."     This  summary  com- 

g  prises  a  number  of  the  important  facts  brought  out  in 

the  subsequent  tabulations,  but  does  not  include  any 
opinions  as  to  the  social  or  other  desirability  of  these  facts,  or  any  rec- 
ommendations as  to  changes  in  our  economic  or  political  system. 

2.  The  explanatory  text  is  divided  into  six  chapters,  as  follows: 

Chapter  I.    Scope  of  study  and  nature  of  data 

Chapter  II.    Number  and  value  of  shareholdings 

Chapter  III.  The  distribution  of  total  shareholdings  by  estimated 
value  of  individual  holding 

Chapter  IV.  The  distribution  of  total  shareholdings  by  size  of  indi- 
vidual holding 

(This  chapter  discusses  the  tabulations  resulting  directly  from  the 
returns,  whereas  Chapter  III  is  based  on  the  estimated  distribution 
by  value  of  individual  holdings,  derived  from  the  direct  tabulation 
and  the  price  of  each  stock  by  interpolation.) 

Chapter  V.  The  comparative  distribution  of  shareholdings  in  closely- 
held  and  widely-held  common  and  preferred  stock  issues 

Chapter  VI.  Concentration  of  stock  ownership  in  the  1,710  corpora- 
tions 

(This  chapter  contains  an  analysis  of  the  relative  distribution  of  share- 
holdings and  shares,  largely  by  means  of  Lorenz  curves.     It  is  of 
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interest  to  note  that  nothing  from  Chapters  V  and  VI  is  included 
in  Mr.  Pike's  summary.) 

3.  The  104  primary  tables  ring  the  changes  pretty  thoroughly  on  the  pos- 
sible classifications.  Record  shareholdings  of  common  stock  and  pre- 
ferred stock  are  classified  by  industry,  size,  market  price,  and  market 
value  of  average  shareholding  per  issue.  Other  sets  of  tables  give  the 
value  distribution  and  the  size  distribution  of  record  shareholdings  of 
common  and  preferred  stock  classified  by  industry,  by  size  of  corpora- 
tion, etc.  Substantially  the  same  tables  are  given  separately  for  widely- 
held  and  closely-held  issues.  An  important  table  gives  the  estimated 
distribution  by  value  groups  of  shareholdings  and  value  of  sharehold- 
ings. Unfortunately,  the  distribution  of  value  of  shareholdings  is  not 
worked  out  by  industries  but  only  for  all  industries  combined.  The 
final  set  of  tables  gives  a  number  of  the  above  distributions  for  the  issues 
of  the  185  companies  which  are  included  both  in  this  study  and  in  the 
study  of  the  200  largest  nonfinancial  corporations  on  which  Monograph 
No.  29  is  based. 

Among  the  interesting  and/or  important  findings  of  the  study  are  the 
following : 

1.  There  were  11,433,000  shareholdings  of  common  stock,  of  which  56.2 
per  cent  had  a  value  of  $500  or  less  and  14.2  per  cent  a  value  of  $501 
to  $1,000,  while  4  per  cent  (456,000)   had  a  value  over      „.    ,. 
$10,000  per  holding.  Jmaings 

2.  There  were  2,376,600  shareholdings  of  preferred  stock,  of  which  45.4 
per  cent  had  a  value  of  $500  or  less  and  18.2  per  cent  a  value  of  $501 
to  $1,000,  while  4.5  per  cent  (107,000)  had  a  value  over  $10,000  per 
holding. 

3.  The  market  value  of  the  issues  of  common  stock  included  in  the  study 
was  (at  the  close  of  1937)  $35,292,000,000,  the  four  leading  industries 
in  point  of  value  being  petroleum  refinery,  $4,359,000,000;  chemicals 
and  aUied  products,  $3,493,000,000;  communications,  $3,183,000,000; 
electric  light,  power,  heat,  water,  and  gas,  $2,902,000,000. 

4.  The  market  value  of  the  issues  of  preferred  stock  included  in  the  study 
was  $6,900,000,000,  the  four  leading  industries  in  point  of  value  being 
electric  Hght,  power,  heat,  water,  and  gas,  $2,184,000,000;  iron  and  steel, 
$661,000,000;  manufacture  of  foods  and  related  products,  $490,000,000; 
transportation,  including  railroads,  $478,000,000. 

5.  As  computed  from  the  aggregate  market  value  of  the  common  and 
preferred  stocks  covered  in  this  study,  the  assets  of  the  corporations 
concerned  amounted  to  $102,500,000,000,  which  is  between  35  and  40 
per  cent  of  the  assets  of  all  corporations  submitting  balance  sheets  to 
the  Bureau  of  Internal  Revenue. 
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6.  The  market  value  of  the  average  shareholding  of  common  stock  was 
$3,087,  the  range  by  industries  being  from  $8,223  for  holdings  in  the 
chemicals  industry  to  $914  for  holdings  in  real-estate  companies. 

7.  The  market  value  of  the  average  shareholding  of  preferred  stock  was 
$2,903,  the  range  by  industries  being  from  $7,487  for  the  tobacco  prod- 
ucts industry  to  $793  for  the  companies  in  this  study  classified  under 
agriculture. 

8.  The  market  value  of  the  average  shareholding  of  common  stock  was 
only  $543  for  companies  with  assets  under  $1,000,000  and  rose  steadily 
for  larger  size  groups  to  $4,564  for  companies  with  assets  between 
$200,000,000  and  $500,000,000,  declining  to  $3,149  for  companies  with 
assets  over  $500,000,000. 

9.  Of  the  797  issues  of  preferred  stock,  220  had  fewer  than  500  share- 
holdings per  issue. 

10.  Of  the  1,584  issues  of  common  stock,  588  had  fewer  than  1,000  share- 
holdings per  issue. 

11.  The  value  of  all  shareholdings  with  a  market  value  per  holding  of 
.    over  $10,000  constitutes  about  63  per  cent  of  the  value  of  all  share- 
holdings. 

Certain  Hmitations  and  qualifications  of  this  study  as  a  basic  contribution 
on  the  problem  of  wealth  distribution  should  be  emphasized.  In  the  first 
liTnitatioTitj  place,  this  study  Concerns   only   a  limited  part  of  the 

nf  Stnrlv  ^^^^ — ^^  analysis  of  shareholdings  of  the  stocks  of  com- 

panies listed  on  some  national  securities  exchange.  The 
study  does  not  even  suggest  the  question  of  division  of  power  in  a  corpora- 
tion between  owners,  workers,  customers,  and  Government,  nor  the  ques- 
tion how  far  the  influence  of  the  owners  of  a  corporation  extends  to  matters 
apart  from  the  specific  activity  the  corporation  is  chartered  to  engage  in. 

Another  limitation  of  the  study  is  that  the  distribution  of  shareholdings 
is  not  brought  down  to  a  distribution  among  individuals  of  the  particular 
type  of  wealth  represented  by  ownership  of  publicly  owned  industry.  Many 
individuals  hold  shares  in  many  different  corporations;  on  the  other  hand, 
many  shareholdings  are  spread  beneficially  among  many  different  indi- 
viduals. The  estimates  that  14,000,000  record  shareholdings  correspond  to 
16,000,000  beneficial  shareholdings  and  represent  about  5,000,000  stockholders 
seems  reasonable,  but  they  do  not  provide  the  detailed  information  about 
distribution  among  stockholders  that  is  needed. 

A  third  limitation  of  the  study  is  that  it  reflects  conditions  only  at  one 
date  and  for  one  country.  More  significant  conclusions  can  be  drawn  after 
similar  studies  are  made  at  later  dates  and  for  other  countries. 

The  principal  imperfections  and  inadequacies  in  the  reports  are  in  the 
sphere  of  technical  analysis  of  the  data.    It  does  not  seem  to  have  been  rec- 
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ognized  that  the  problems  (1)  of  determining  value  dis-  N     H    f 

tribution  of  holdings  from  the  size  distributions   and  _  , 

/IN     r  •  J  •  -11  r  Improved 

(2)   or  measurmg  and  mterpretmg  the  degree  or  con-  P         rl 

centration  of  ownership  in  different  industries  are  both 

somewhat  troublesome  and  require  some  adaptation  of  existing  procedures, 

if  the  results  are  to  be  both  reliable  and  comprehensible. 

The  first  step  in  a  more  adequate  handling  of  the  problem  of  determin- 
ing value  distributions  for  groups  of  stocks  would  be  to  secure  a  somewhat 
more  detailed  breakdown  of  size  groups  of  holdings.  The  size  groups  101 
to  500  shares  and  1,001  to  5,000  shares  have  too  wide  a  range,  and  each 
might  well  have  been  split  in  two,  at  the  250  and  2,500  points.  Moreover, 
since  the  "over  5,000  shares"  group  included  over  50  per  cent  of  the  shares 
in  many  industries,  it  would  probably  be  advisable  to  divide  it  also  into  two 
groups:  5,001  to  10,000  shares,  and  over  10,000  shares. 

The  second  step  in  improved  determination  of  the  value  distribution 
would  be  development  of  a  more  reasonable  method  of  interpolation  from 
the  size  groups.  A  little  consideration  shows  that  the  assumption  of  an  even 
distribution  of  share  holdings  within  the  size  classes  is  inconsistent  with  the 
data.  The  assumption  that  shares  were  distributed  evenly  within  the  size 
classes  would  be  more  reasonable  for  shareholdings  up  to  100  shares,  but 
would  not  be  adequate,  as  indicated  by  the  following  table  of  average  shares 
per  unit  interval  of  size  of  holding  of  all  common  shares  (from  Table  30, 
pp.  108-113) : 

size  of  holding  Average  shares  per  unit  interval 

1-     10  shares  2,207,200  shares 

11-     25       "  3,030,000       " 

26-  100       "  2,651,547       " 

101-  500       "  629,148       " 

501-1000      "  212,794      " 

1001-5000      "  58,064      " 

In  order  to  measure  and  interpret  the  concentration  of  shareholdings,  the 
author  makes  partial  use  of  the  accepted  device  of  the  Lorenz  curve,  saying 
that  the  relative  degree  of  concentration  can  be  measured  by  comparing  the 
areas  between  the  Lorenz  curves  and  the  diagonal.  However,  she  does  not 
compute  these  areas,  and  the  charts  do  not  bring  out  the  difFerences  clearly. 
All  these  curves  show  that  the  small-holdings  groups  contain  a  large  per- 
centage of  the  shareholdings,  but  hold  only  a  small  percentage  of  the  shares. 
At  the  other  end  of  the  curves,  the  large-holdings  groups  contain  a  small 
percentage  of  the  shareholdings,  but  hold  a  majority  of  the  shares.  If  one 
is  content  to  accept  this  broad  picture  as  the  whole  story,  the  Lorenz  curves 
convey  it.  However,  a  closer  examination  of  the  actual  figures  shows  that 
there  are  important  difFerences  between  industries,  as  indicated  by  the  fol- 
lowing tables,  computed  from  Tables  30  (pp.  104-113)  and  36  (pp.  123-131) 
in  the  monograph: 
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Table    1. — Comparisoti   of  Per  Cent  of  Shareholdings  of   Common   Stock,   with   Per   Cent  of 

Shares  Held,  by  the  Small-Holdings  and  the   Large-Holdings   Groups 

{from  Table  30  in  Monograph) 

25  or  fewer  shares  Over  1 ,000  shares 

per  holding  per  holding 
Per  cent  of       Per  cent  of       Per  cent  of       Per  cent  of 
Industry                                                           shareholdings     shares  held    shareholdings     shares  held 

Agriculture   52.5%  6.2%  1.4%  48.9% 

Extractive    35.0                     .7  5.3  80.3 

Manufacturing    54.5  4.4  1.4  58.5 

Food  and  related  products   54.1  6.1  1.0  47.1 

Tobacco    56.2  5.8  1.3  53.1 

Beverages    40.8  2.0  2.5  63.8 

Textile  and  textile  products   53.2  4.1  1.8  56.4 

Lumber  and  lumber  products    35.6  2.5  2.0  51.7 

Paper  and  allied  products   54.2  3.2  2.4  65.9 

Printing,  publishing,  etc 49.4  3.7  2.1  55.2 

Chemicals  and  allied  products   56.8  4.3  1.6  61.9 

Petroleum  refining 47.9  2.8  1.7  67.7 

Tire  and  other  rubber  products   67.6  7.9  1.0  48.5 

Leather  and  leather  products    51.1  2.8  2.4  69.9 

Building  materials  and  equipment 46.9  3.1  2.4  61.3 

Iron  and  steel    62.5  6.5  1.0  55.0 

Nonferrous  metals   55.8  4.9  1.4  58.2 

Machinery  and  tools   (except  electrical)..  49.3  3.9  1.8  57.8 

Electrical  machinery  and  radio   59.7  6.0  1.0  49.4 

Automobiles  and  parts    57.4  5.2  1.0  58.9 

Other  transportation  equipment   53.2  4.7  1.5  52.9 

Miscellaneous  manufacturing    54.0  5.0  1.3  51.9 

Financial  and  investment    61.2  5.2  .9  54.8 

Merchandising    52.7  3.5  1.7  64.8 

Real  estate    54.2  3.9  1.9  59.0 

Construction    39.5  3.5  2.2  48.7 

Transportation    60.3  5.7  1.0  53.8 

Communication    75.6  16.3  .2  32.4 

Service     54.6  4.6  1.3  55.3 

Electric  light,  power,  heat,  water,  gas 55.6  4.1  1.1  61.6 

Unclassified     44.9  2.2  2.9  62.9 

Grand  Total   56.6  4.2  1.3  61.1 

These  figures  suggest  the  desirabiHty  of  special  investigation  as  to  the 
reasons  for  the  variations  indicated.  The  small-holdings  group  of  common 
stockholdings,  for  instance,  constituted  54  per  cent  of  the  total,  both  in  the 
case  of  the  Food  and  Related  Products  industry  and  in  the  case  of  the  Paper 
and  Allied  Products  industry,  but  held  6  per  cent  of  the  shares  in  the  former 
case  and  only  3  per  cent  in  the  second  case.  It  might  be  that  such  studies 
would  suggest  ways  of  encouraging  the  type  of  wealth  distribution  that  is 
judged  desirable. 

These  tables  are  not  submitted  as  the  most  desirable  way  of  analyzing 
the  problem,  since  they  lack  full  comparability  because  of  the  different 
average  price  per  share  in  the  different  industries.  Improved  value  distri- 
butions would  give  a  much  better  basis  than  these  size  distributions,  but 
they  cannot  be  constructed  from  the  data  published. 

It  seems  to  the  reviewers  that  a  better  scheme  would  be  to  determine  for 
each  industry  four  measures  of  the  medium  type: 

1.  Per  cent  of  shares  held  by  the  small-size  half  of  the  shareholdings  and 
the  number  of  shares  and  value  per  shareholdings  at  the  dividing  line. 
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Comparison  of  Per  Cent  of  Shareholdings  of  Preferred  Stock,  with  Per  Cent  of  Shares  Held, 

by  the  Small-Holdings  and  the  Large-Holdings  Groups 

(from  Table  36  in  Monograph) 

25  or  fewer  shares  Over  500  shares 
per  holding                              per  holding 
Per  cent  of       Per  cent  of       Per  cent  of       Per  cent  of 
Industry                                                            shareholdings     shares  held    shareholdings    shares  held 

Agriculture   81.7%  9.3%  1.1%  42.5% 

Extractive    53.7  3.9  3.9  61.9 

Manufacturing    67.0  10.7  1.4  44.5 

Food  and  related  products    71.0  14.4  1.0  36.5 

Tobacco   products    62.3  9.8  1.5  37.5 

Beverages    54.1  5.8  2.9  53.0 

Textile  and  textile  products   72.6  13.8  1.3  40.8 

Lumber  and  lumber  products    49.0  5.2  3.1  56.8 

Paper  and  allied  products  70.3  11.0  1.4  51.6 

Printing,  publishing,  etc 70.8  15.6  .9  28.1 

Chemicals  and  allied  products 63.3  9.8  1.5  44.4 

Petroleum   refining    71.4  9.5  1.3  57.5 

Tire  and  other  rubber  products    72.4  15.7  .9  34.6 

Leather  and  leather  products   66.5  9.2  2.5  50.7 

Building  materials  and  equipment 62.2  8.9  2.0  38.0 

Iron  and  steel    70.0  13.1  1.0  38.9 

Nonferrous  metals   63.8  11.1  1.2  39.0 

Machinery  and  tools   (except  electrical) .  .  62.6  6.5  2.1  55.3 

Electrical  machinery  and  radio    59.5  8.1  2.1  50.1 

Automobiles  and  parts    61.0  8.9  1.7  47.6 

Other  transportation   equipment    64.4  9.4  1.7  46.5 

Miscellaneous  manufacturing    60.0  10.8  1.6  36.0 

Financial  and  investment    64.2  9.0  1.7  47.4 

Merchandising    67.7  9.5  1.4  50.7 

Real   estate    58.6  6.2  3.2  59.3 

Construction    47.8  5.4  2.4  46.2 

Transportation    65.0  6.9  1.9  56.0 

Communication    90.7  15.7  .1  58.6 

Service     66.5  9.9  1.5  42.6 

Electric  light,  power,  heat,  water,  gas 74.3  12.6  .8  44.5 

Unclassified     67.0  15.4  .6  18.9 

Grand  Total   70.3  10.7  1.2  46.6 

2.  Per  cent  of  shareholdings,  of  largest  size,  which  include  half  of  all 
shares,  the  number  of  shares,  and  the  value  per  shareholdings  at  the 
dividing  line. 

Estimating  very  roughly  from  the  published  results  for  all  common  stock 
shareholdings,  it  is  found  that: 

1.  3.3  per  cent  of  all  common  shares  are  held  by  the  small-size  half  of 
the  shareholdings;  i.e.,  holdings  of  20  shares  or  less,  with  a  top  value 
of  about  $400,  constitute  half  of  all  holdings. 

2.  Four  tenths  of  one  per  cent  of  shareholdings,  of  largest  size,  include 
half  of  all  shares;  i.e.,  holdings  of  about  3,250  shares  or  more,  with  a 
value  of  about  $65,000  or  more  per  holding,  include  half  of  all  shares. 

The  preceding  summary  and  analysis  of  the  contents  of  Monograph  No. 
30  leads  to  the  conclusion  that  the  material  assembled  is  valuable,  with  a 
significant  though  limited  bearing  on  the  problems  of  wealth  distribution, 
but  that  the  analysis  could  be  greatly  improved. 


REVIEW   OF    T.N. E.G.    MONOGRAPH   NO.    3 1 

Patents  and  Free  Enterprise 

THIS  review  is  Chapter  V  of  a  book  Patents  and  Industrial  Progress  by 
Geo.  T.  Folk,  published  August,  1942,  by  Harper  &  Brothers.  Mr.  Folk 
is  patent  adviser  to  the  National  Association  of  Manufacturers,  and  was 
formerly  a  patent  attorney  for  the  American  Telephone  and  Telegraph 
Company.  The  chapter  is  reproduced  by  permission  of  the  publishers. 

THE  EVIDENT  PURPOSE  OF  MONOGRAPH  NO.  31 

The  author  of  Monograph  No.  31  evidently  has  little  respect  for  property 
rights  in  the  hands  of  corporations,  and  still  less  for  patents  so  held,  regard- 
ing the  latter  as  a  vicious  monopoly  "staked  out  in  the  public  domain,"  from 
which  both  the  independent  inventor  and  "free  enterprise"  are  excluded. 
His  effort  to  prove  a  preconceived  view  has  so  warped  his  presentation  as 
to  make  it  of  little,  if  any,  value  as  helpful  material  in  a  study  of  the  patent 
system. 

With  avidity  he  seizes  upon  any  ammunition  which  he  finds  at  hand:  that| 
furnished  by  friends  of  the  patent  system,  who  realize  that  the  system  hasj 
some  imperfections,  are  desirous  of  eradicating  them,  and   welcome  any 
worth-while  suggestions;  and  that  supplied  by  enemies  of  private  owner- 
ship of  property,  especially  of  patents,  who  seek  an  economic  revolution  and  j 
would  subject  the  patent  system  to  bureaucratic  control.    From  the  T.N.E.C. 
record  he  picks  out  and  emphasizes  what  he  can  find  that  may  be  used 
to  besmirch  the  patent  system,  and  at  the  same  time  completely  ignores  or 
else  questions  all  evidence  pointing  out  the  advantages  of  the  system. 

The  monograph  is  replete  with  fundamental  errors  as  well  as  factual 
errors.  From  false  premises,  false  conclusions  follow.  A  complete  self- 
contained  analysis  of  Monograph  No.  31  would  require  a  further  discussion] 
of  nearly  every  subject  treated  in  the  other  parts  of  this  summary  andi 
analysis.  It  is  for  this  reason  that  cross-reference  is  made  to  other  parts 
thereof  for  a  more  detailed  discussion  of  subjects  treated  in  the  monograph. 

QUALIFICATIONS  OF  THE  AUTHOR  OF  MONOGRAPH  31 

This  monograph  is  stated  to  be  "a  study  made  for  the  Temporary  Na- 
tional Economic  Committee."  It  is  further  stated  that  "the  status  of  thej 
materials  in  this  volume  is  precisely  the  same  as  that  of  other  carefully  pre- 
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pared  testimony  when  given  by  individual  witnesses."  The  authorship  is 
attributed  to  Walton  Hamilton,  "Professor  of  Law,  Yale  University  Law 
School,"  with  the  assistance  of  three  men  "of  the  Yale  Law  School."  Since 
the  material  is  supposed  to  be  given  the  same  weight  as  prepared  testimony, 
the  question  arises  regarding  the  qualifications  of  the  author  to  act  as  an 
expert  on  the  subjects  which  he  treats.  What  are  those  qualifications?  Is 
he  a  lawyer?  Has  he  ever  practiced  law?  Has  he  any  law  degree?  Has 
he  had  any  practical  experience  with  patent  law  or  with  patents  or  with 
the  patent  system?  Has  he  ever  held  a  responsible  place  in  any  business 
enterprise  that  would  qualify  him  as  an  expert  to  give  any  useful  informa- 
tion on  the  subject  of  the  relation  of  patents  to  business  enterprises? 

In  Who's  Who  it  is  stated  that  Professor  Hamilton  has  A.B.,  A.M.,  and 
Ph.D.  degrees  and  prior  to  his  professorship  in  the  Yale  Law  School  was 
a  Professor  of  Economics.  It  does  not  appear  that  an  affirmative  answer 
could  be  given  by  Professor  Hamilton  to  any  of  the  foregoing  pertinent 
questions  as  to  his  qualifications  to  speak  as  an  expert  on  the  subject  of 
patents  or  the  effects  of  the  patent  system.  Unquestionably,  however,  the 
views  he  advocates  could  best  be  advanced  by  one  unhampered  by  any  con- 
siderable knowledge  of  the  subject. 

In  discussing  "The  Release  of  Creative  Resources,"  Prof.  Hamilton  states 
(p.  170)  that  "Man  is  Alice  in  a  kind  of  Blunderland."  One  unkind  critic 
is  inclined  to  treat  the  monograph  itself  as  an  example  of  "malice  in  a 
kind  of  Blunderland." 

_  COMMENT  ON  SOME  OF  THE  FUNDAMENTAL  ERRORS 

A  general  discussion  pointing  out  some  of  the  false  premises  on  which 
the  monograph  is  based  has  been  prepared  and  published  by  Mr.  William 
R.  Ballard,  general  patent  attorney  for  the  American  Telephone  and  Tele- 
graph Company,  in  the  Bell  Telephone  Magazine  for  November,  1941.  The 
following  quotation  from  that  article  will  serve  as  an  introduction  to  a  more 
detailed  consideration  of  the  monograph.  That  discussion  entitled  "Patents 
and  Free  Enterprise"  is  as  follows: 

"Monograph  31  is  not  a  reasoned  discussion  of  the  real  relation  between 
patents  and  free  enterprise.  Notwithstanding  lip-service  paid  to  the  theory 
of  patents,  it  is,  in  fact,  merely  a  general  attack  on  the  patent  system  and 
upon  the  motives  and  practices  of  business. 

"Evidently  the  author  has  had  little  experience  with  either  patents  or  prac- 
tical business  enterprise,  and  on  its  own  merits  the  monograph  does  not 
deserve  to  be  dignified  by  serious  notice.  Nevertheless  the  document,  bear- 
ing as  it  does  the  name  of  the  Temporary  National  Economic  Committee 
and  the  stamp  of  the  U.  S.  Government  Printing  Office,  will  doubtless  be 
quoted  as  an  authority  by  many  who  know  no  better  or  who  are  promoters 
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of  pet  panaceas  ready  always  to  seize  upon  any  'authority'  that  fits  their 
theories.  Under  the  circumstances,  it  seems  in  order  to  indicate  the  real 
character  of  the  monograph  by  citing  a  few  instances  of  its  unreliability  and 
then,  by  way  of  general  answer,  to  give  a  brief  statement  of  the  real  relation 
between  patents  and  free  enterprise. 

"I 

"One  of  the  author's  more  fundamental  errors  is  in  treating  a  patent  as 
an  instrument  for  taking  something  away  from  the  public  and  giving  it  to 
an  individual.  He  says  of  the  patent  that  it  is  'a  privilege,  in  the  public 
domain  .  .  .'  (p.  158),  'a  private  stake  in  a  public  domain'  (p.  51),  'staked 
out  within  the  public  domain'  (p.  44),  'a  private  privilege  in  the  public 
domain'  (p.  151),  etc.  From  this  basic  assumption  the  author  moves  on  to 
expand  his  theory  that  the  patentee's  'privilege'  should  be  sharply  circum- 
scribed (if  not  abolished)  and  that,  as  patentee,  he  has  special  'obligations  to 
society'  (p.  52).  And  he  ridicules  the  courts  for  not  disposing  of  all  patent 
litigation  (regardless  of  the  actual  issues  involved)  on  the  basis  of  the 
inquiry:  Has  or  has  not  the  patentee  used  his  patent  to  promote  public 
welfare  ? 

"The  author's  premise  being  entirely  false,  what  he  builds  upon  it  is  natu- 
rally worthless.  A  patent  is  not  a  private  privilege  carved  out  of  the  public 
domain.  So  far  from  being  a  means  of  taking  something  from  the  public 
and  giving  it  to  an  individual,  a  patent  is  a  means  for  getting  something 
from  an  individual  and  giving  it  to  the  public.  If  a  man  makes  an  inven- 
tion of  the  kind  which  can  be  protected  by  a  patent,  it  is  something  which 
the  public  does  not  then  have,  and  to  which  it  has  no  claim.  That  inven- 
tion belongs  to  the  man  who  made  it.  He  may,  if  he  choose,  keep  it  secret 
and  practice  it  to  his  own  profit.  He  may,  if  he  choose,  let  the  art  die  with 
him,  as  certain  ancient  arts  actually  did  die.  If  anyone  surreptitiously  filches 
his  secret  invention,  he  has  his  remedy  at  law  for  the  injury. 

"The  patent  system  is  designed  to  induce  him  not  only  to  do  the  invent- 
ing but  to  disclose  his  invention  and  give  it  to  the  public  gratis  after  the 
term  of  the  patent,  in  return  for  the  assurance  that  he  will  be  protected  in 
the  exclusive  use  of  his  own  for  those  seventeen  years,  notwithstanding  the 
disclosure.  In  this  transaction,  it  is  clear  that  only  the  inventor  gives  up 
anything  of  substance.  To  purchase  the  residuary  rights  in  his  invention 
the  public  contributes  neither  money  nor  anything  else  it  possesses.  It  gives 
only  a  promise  of  temporary  protection  for  the  inventor's  own  intellectual 
property  so  that  he  may,  if  he  can,  make  a  profit  for  himself  during  the 
period  of  protection. 

"What,  then,  shall  be  said  of  one  who  undertakes  to  instruct  the  nation 
on  'patents  and  free  enterprise'  and  proceeds  on  the  theory  that  a  patent  is 
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a  transfer  of  something  from  the  public  domain  to  an  individual  ?  Correct 
statements  of  the  matter,  which  the  author  might  easily  have  consulted,  are 
abundant  in  the  writings  of  authorities  on  the  subject.  .  .  . 

"Even  the  following  brief  statement  by  Chief  Justice  Marshall  (in  a  case 
cited  by  the  author  on  another  point)  should  have  kept  him  from  this  basic 
blunder.    Chief  Justice  Marshall  said  of  the  patent: 

"  'It  is  the  reward  stipulated  for  the  advantages  derived  by  the  public 
for  the  exertions  of  the  individual,  and  is  intended  as  a  stimulus  to  those 
exertions.  .  .  .  The  public  yields  nothing  which  it  has  not  agreed  to  yield; 
it  receives  all  which  it  has  contracted  to  receive.  The  full  benefit  of  the 
discovery,  after  its  enjoyment  by  the  discoverer  for  fourteen  [now  seven- 
teen] years,  is  preserved;  and  for  his  exclusive  enjoyment  of  it  during 
that  time  the  public  faith  is  pledged.'     (6  Peters  217,  241-2.) 

"This  underlying  error  alone  indicates  very  clearly  how  little  dependence 
can  be  placed  upon  statements  in  the  monograph,  but  the  whole  article  is 
honeycombed  with  lesser  errors  which  show  the  same  thing.  A  few  will 
be  noted. 

"II 

"In  Chapter  VIII  (p.  123  et  seq.)  the  author  discusses  the  procedure 
under  which  patents  are  granted,  and  asserts  that  it  is  such  as  to  bias  the 
Patent  Office  examiners  in  favor  of  the  applicant  and  against  the  public  in 
the  granting  and  refusal  of  claims — that  each  officer  passing  upon  the  claims 
is  prone  to  allow  rather  than  to  reject,  lest  he  be  reversed  on  appeal.  Evi- 
dently the  author  has  never  been  an  examiner  in  the  Patent  Office,  or  had 
much  to  do  with  them.  If  he  had,  he  would  know  that  they  take  them- 
selves quite  seriously  as  custodians  of  the  public  interest,  and  are  eager  to 
discover  anticipating  evidence.  So  zealous  are  they,  indeed,  that  it  is  com- 
mon for  inventors  and  their  attorneys  to  complain  that  the  examiners  con- 
stantly reject  claims  for  meritorious  inventions  without  adequate  evidence 
of  anticipation.  Fear  of  reversal  on  appeal  is  not  a  factor.  An  examiner 
reversed  on  appeal  may  feel  pity  for  the  blundering  tribunal  that  reversed 
him,  but  never  fear  or  remorse.  He  is  a  specialist  in  a  particular  art,  and 
regards  himself  as  the  one  expert  best  qualified  to  make  the  correct  decision. 

"Ill 

"Another  error  of  fact  is  found  on  page  43,  where  the  author,  speaking 
of  the  use  made  of  patent  rights  in  the  earlier  history  of  the  country,  says: 

...  It  was,  however,  even  as  late  as  1890,^  unburdened  by  covenants  which 
ran  with  the  chattel  or  radiated  along  the  channels  of  trade.  .  .  . 

^  The  Sherman.  Act  was  passed  July  2,  1890. 
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"It  is  important  to  the  author's  thesis  to  show  that  only  in  later  years  has 
the  patent  right  been  misused  to  the  public  detriment,  one  of  the  'misuses' 
particularly  attacked  being  the  granting  of  licenses  for  limited  uses  of  the 
invention, 

"But  this  simply  is  not  true.  Patentees  have  granted  Hcenses  for  limited 
uses,  for  limited  amounts  of  manufacture,  and  for  limited  territories,  etc., 
from  the  very  beginning.  The  case  of  Mitchell  v.  Hawley  (cited  by  the 
author  himself  in  another  connection)  dealt  with  licenses  granted  about 
1860  which  were  limited  to  making  and  using  the  invention 

'.  .  .  in  the  said  States  of  Massachusetts  and  New  Hampshire,  and  in 
no  other  place  or  places  .  .  .' 

and  forbade  the  licensee  to 

'.  .  .  in  any  way  or  form  dispose  of,  sell,  or  grant  any  license  to  use  the 
said  machines  beyond  the  3rd  day  of  May,  a.d.  1867,' 

and  also  with  a  sublicense 

'.  .  .  to  run  and  use  two  sets  (four  machines)  ...  in  said  town  of 
Haverhill  .  .  .' 

"But  strictly  limited  licenses  were  old  even  before  that.  Along  in  the 
1840s,  Goodyear  held  patents  covering  materials  impregnated  or  coated 
with  vulcanized  rubber  and  he  granted  licenses  limited  in  various  ways,  as 
for  example :  ~ 

'.  .  .  for  the  manufacture  of  wearing  apparel  of  every  name  and  descrip- 
tion for  men  and  boys,  excepting  boots  and  shoes,  bathing  caps,  gloves, 
and  mittens.' 

and  again  for 

'.  .  .  the  manufacture  of  army  and  navy  equipments  .  .  .' 

"In  a  suit  involving  a  limited  license  of  this  type  the  judge  said: 

Tor  these  reasons,  I  am  of  the  opinion  that  the  respondents,  acting 
under  that  hcense,  are  restricted  to  the  manufacture  of  cloths  to  be 
japanned,  marbled,  and  variegated,  as  therein  described,  and  that  it  con- 
fers no  authority  to  manufacture  any  of  the  articles  specified  in  the  bill 
of  complaint,'  ^ 

This  decision  was  affirmed  by  the  Supreme  Court  of  the  United  States 
(9  Wallace,  788),  and  in  its  decision  that  court  noted  that  the  license  relied 
upon  by  defendants  was  one  to  an  individual  to  be  exercised  'at  his  own 

2  Goodyear  v.  Providence,  etc.,  10  Fed.  Cases  712. 

3  Idem,  p.  723. 
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establishment'  only,  and  the  court  said  this  did  not  authorize  manufacture 
in  a  place  occupied  jointly  by  that  licensee  and  others. 

"IV 

"In  Chapter  VI  (p.  87  et  seq.),  the  author,  speaking  of  the  telephone 
industry,  gives  us  facts  (taken  from  the  reports  of  the  Federal  Communica- 
tions Commission  investigation  and  'carefully  checked')  various  delays  by 
the  Bell  System  (ranging  from  nine  to  thirty  years)  in  the  introduction  of 
various  named  innovations  assumed  to  have  been  needed  and  said  to  have 
been  ready  at  hand  all  the  time.  And  he  reduces  the  allegation  to  tabular 
form  at  the  top  of  page  93  to  give  it  an  air  of  exactness  and  finality.  There 
is  no  truth  in  all  of  this,  as  those  acquainted  with  the  facts  well  know. 
Statements  substantially  the  same  as  those  made  by  this  author  are  to  be 
found  in  the  reports  of  the  F.C.C.  investigators,  but  the  comments  on 
F.C.C.  Exhibit  No.  1989,  filed  by  the  American  Telephone  and  Telegraph 
Company  (pp.  64,  71,  94  to  122),  and  its  brief  on  the  proposed  Walker  re- 
ports (pp.  68  to  75),  show  that  these  statements  were  utterly  unfounded. 
It  would  be  interesting  to  know  what  means  the  author  used  for  'carefully 
checking'  these  untruths. 


"Again,  the  author  misstates  the  fact  in  his  discussion  of  the  electric  lamp 
patents  and  the  Supreme  Court's  decision  in  United  States  v.  General  Elec- 
tric Company,  272  U.S.,  476.  Despite  the  actual  patent  situation  there  in- 
volved, which  the  author  seems  to  have  known,  he  treats  the  licensing  system 
in  that  case  as  a  scheme  to  control  the  price  of  'the  unpatented  incandescent 
lamp'  (footnote  (c),  p.  100).  The  fact,  of  course,  is  that  the  lamp  in  ques- 
tion was  covered  by  three  patents  of  basic  character  on  important  physical 
parts  of  the  lamp  itself.  This  makes  all  the  difference  in  the  world,  because 
if  the  patents  had  been  merely  on  a  process  of  manufacture  or  a  machine 
for  manufacturing,  the  effort  to  control  the  price  or  the  use  of  the  unpatented 
product — the  lamp — would  plainly  have  been  open  to  attack  and  subject  to 
much  of  the  criticism  offered.  The  facts,  if  properly  presented,  would  have 
undercut  the  author's  high-sounding  story. 

"Also,  notwithstanding  his  own  statement  of  the  facts  as  to  the  agency 
contracts,  he  treats  the  arrangements  there  criticized  as  controlling  the 
'resale'  price  of  the  lamp  (footnote  31,  p.  102,  and  footnote  25,  p.  100).  That 
is  contrary  to  the  fact.  It  was  precisely  because  the  control  by  the  patentee 
was  control  only  of  the  original  sale  price,  and  not  of  the  resale  price,  that 
it  was  lawful  rather  than  unlawful,  and  was  upheld  by  the  Supreme  Court. 
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"VI 

"Another  and  oft-repeated  error  is  in  stating  that  patentees  have  a  prac- 
tice of  prolonging  the  hfe  of  their  patents  beyond  the  seventeen-year  period. 
This  is  done,  we  are  told,  by  taking  out  improvement  patents.  The  text 
includes  such  expressions  as  'other  inventions  might  be  used  to  prolong  their 
hfe'  (p.  90);  'so  long  as  basic  patents  were  periodically  refreshed'  (p.  110); 
'He  may,  by  means  of  improvement,  give  to  his  grant  a  new  lease  of  life' 
(p.  162). 

"The  simple  fact,  of  course,  is  that  no  patentee  can  prolong  the  life  of 
his  patent  by  so  much  as  a  single  day.  There  can  be  no  possible  excuse  for 
thus  misstating  the  facts.  It  is  a  transparent  attempt  to  mislead  the  reader 
into  believing  that  patents  are  ready  instruments  of  oppression  and  injustice, 

"When  a  patent  has  run  its  seventeen  years,  it  ceases  at  once  to  be  a  bar 
to  anyone  in  any  way.  The  making,  using,  or  seHing  of  the  thing  covered 
by  the  patent  is  as  free  to  one  man  as  to  another;  and  this  is  true  whether 
improvement  patents  have  been  taken  out  or  not. 

"And  during  the  life  of  the  patent  one  man  as  much  as  another  is  free 
to  make  and  to  patent  improvements  on  the  preceding  invention.  Of  course, 
the  man  who  makes  the  best  improvement  will,  after  the  first  patent  expires, 
be  in  a  better  position  to  compete  (so  far  as  patents  are  concerned)  than  the 
man  who  makes  a  poor  improvement,  or  none.  If  the  same  man  who  con- 
ducted a  business  under  the  first  patent  makes  the  best  improvements  he, 
of  course,  will  have  this  competitive  advantage;  but  this  is  the  result  of  his 
effort  and  ability  in  making  the  improvements — not  in  any  sense  because 
of  an  extension  of  the  monopoly  of  his  old  patent. 

"In  this  matter  of  making  and  patenting  improvements  there  is  a  field 
of  perfectly  free  competition.  If  the  outsider,  who  wants  to  get  in,  has  the 
abihty  and  is  willing  to  spend  the  time,  money,  and  effort  required  to  make 
and  to  patent  the  best  improvements,  he  will  hold  the  advantage  in  the 
business  over  the  original  patent  owner  when  that  patent  expires.  If  he 
has  not  the  ability  or  is  not  willing  to  make  the  effort,  there  is  no  reason 
why  he  should  be  permitted  to  take,  free  of  cost,  the  improvements  of  some- 
one else  who  has  spent  time,  money,  and  effort  in  perfecting  them. 

"If  the  author  of  Monograph  31  did  not  know  and  understand  these  simple 
and  basic  things  about  patents,  he  should  have  devoted  some  study  to  the 
subject  before  undertaking  to  instruct  others. 

"VII 

"Another  error  repeatedly  made  is  the  assertion — either  direct  or  implied— 
that  the  assignment  of  a  patent  diverts  the  patent  right  from  its  intended 
purpose  and  turns  it  to  an  unforeseen  and  undesirable  end — often  referred 
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to  as  the  'pursuit  of  gain'  (see  pp.  45,  46,  49,  133,  162,  and  elsewhere).  Per- 
haps this  is  an  error  of  conclusion  rather  than  of  fact,  but  a  conclusion  so 
obviously  wrong  that  it  is  just  as  inexcusable.  The  author  makes  no  eflfort 
to  establish  the  point — he  treats  it  as  axiomatic,  and  upon  it  bases  other 
wrong  statements. 

"It  seems  almost  too  obvious  to  require  stating  that  the  very  purpose  of 
the  patent  law  in  granting  an  inventor  a  patent  is  to  enable  him  to  reap  a 
profit  on  the  invention.  The  chance  to  do  that  is  his  reward  for  contribut- 
ing to  the  advancement  of  science  and  the  useful  arts  by  making  and  dis- 
closing the  invention.  From  the  point  of  view  of  the  public,  it  is  of  no  im- 
portance at  all  whether  the  patentee  makes  the  profit  by  manufacturing  and 
selling  the  invention  himself,  or  makes  it  by  selling  his  exclusive  right  to 
someone  else.  If  he  sells  his  patent  to  someone  else,  the  purchaser,  whether 
a  corporation  or  an  individual,  gets  no  rights  which  the  original  patentee 
did  not  have.  The  author  of  the  monograph,  when  off  guard,  admits  this 
parity  between  the  inventor  and  assignee.  On  page  103  he  writes,  'The  in- 
ventor— or  his  assignee — is  worthy  of  his  reward.'  In  the  next  sentence  he 
suggests  that  this  'reward'  is  only  the  right  to  collect  royalty,  but  that,  of 
course,  is  simply  not  true.  The  patent  right,  by  definition,  is  the  right  to 
exclude  others.  The  right  to  permit  others,  in  consideration  of  payments, 
is  merely  an  incident  of  the  patent  right. 

"Obviously  either  the  inventor  or  his  assignee  may  use  the  patent  unlaw- 
fully, just  as  he  may  use  any  other  private  property  unlawfully.  For 
example,  he  may  make  an  agreement  or  combination  in  restraint  of  trade 
which  involves  his  patent,  just  as  such  an  agreement  may  involve  his  grain 
or  his  horses.  But  the  cure  for  this  is  not  to  decry  the  sale  of  the  patent  or 
the  grain  or  the  horses,  but  to  prosecute  the  perpetrator  of  the  agreement 
(whether  inventor  or  assignee)  under  the  antitrust  laws  if  he  transgresses 
those  laws. 

"VIII 

"Another  error,  also  in  the  nature  of  a  conclusion,  which  the  author 
also  treats  as  axiomatic,  is  the  assumption  that  a  patentee,  as  distinct  from 
the  owner  of  other  property,  is  under  some  special  obligation  to  society  (see, 
for  example,  pp.  52,  53,  152,  and  153).  The  author,  having  read  Article  I, 
Section  8,  of  the  Constitution  and  found  that  the  granting  of  the  patent  is 
intended  'to  promote  the  progress  of  science  and  useful  arts,'  jumps  to  the 
conclusion  that  it  is  the  patentee  upon  whom  falls  the  duty  of  promoting 
the  progress  of  science  and  the  useful  arts.  Of  course,  this  is  plain  foolish- 
ness. The  Constitution  expressly  states  that  it  is  Congress  that  is  to  pro- 
mote the  progress  of  science  and  useful  arts.  And  the  precise  way  Con- 
gress is  to  promote  them  is  stated,  namely,  'by  securing  for  limited  times 
to  .  .  .  inventors  the  exclusive  right  to  their  .  .  .  discoveries.'    So  it  is  the 
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fact  that  the  exclusive  rights  are  granted  which  promotes  the  progress  of 
science  and  useful  arts,  and  not  something  the  inventor  is  expected  to  do 
after  the  grant  is  made.  Once  made,  the  grant,  Uke  any  other  piece  of 
property,  is  something  belonging  entirely  to  the  grantee.  It  is  intended  for 
his  benefit  and  with  it  he  may,  as  with  his  horse  or  his  grain,  do  just  as  he 
pleases.  The  patentee's  obligation  to  society  is  no  greater,  and  of  course  no 
less,  than  the  obligation  of  the  holder  of  any  other  piece  of  personal  prop- 
erty. The  patent  is  something  he  has  bought  by  yielding  the  price  specified 
by  the  Government,  and  there  the  transaction  ends. 

"Of  course,  anyone  so  blind  as  to  believe  that  human  beings  have  already 
attained  such  perfection  that  we  can  now  thrive  and  progress  without  the 
stimulus  of  any  private  ownership  at  all  will  object  to  the  private  ownership 
of  the  patent  right,  and,  since  it  seems  easier  to  vilify  this  right  as  a 
'monopoly'  than  it  is  the  corresponding  monopoly  in  one's  horse  or  his 
grain,  it  is  natural  that  such  a  person  should  pick  on  patent  property  for 
propaganda  purposes.  But  our  author  should  realize  that  he  has  not  in  him- 
self as  yet  the  power  to  amend  the  Constitution.  What  he  really  tries  to 
do  is  to  rewrite  the  pertinent  clause  of  the  Constitution  to  make  it  read: 
Congress  shall  secure  for  limited  times  to  inventors  the  exclusive  right  to 
their  discoveries,  and  the  inventors  shall  thereupon  use  the  grant  to  promote 
the  progress  of  science  and  the  useful  arts  and  not  for  their  own  profit. 

"Time  and  space  will  not  permit  discussion  and  correction  of  all  of  the 
erroneous  statements  contained  in  the  monograph,  and,  if  it  were  to  be  done, 
few  would  have  the  patience  to  read  these  comments  through.  If  the  docu- 
ment is  read  in  the  light  of  the  foregoing,  it  will  be  clear  that  practically 
everything  in  it  aside  from  pure  historical  recitation  is  misdirected  or 
erroneous. 

"THE  RELATION  OF  PATENTS  TO  FREE  ENTERPRISE 

"The  author  might  perhaps  have  saved  himself  from  some  errors  if  he 
had  thought  of  his  subject  as  part  of  a  more  general  case — as  if  the  topic 
were  'Private  Property  and  Free  Enterprise.'  Quite  obviously,  the  right  of 
any  person  in  any  private  property  does,  to  some  extent,  limit  the  freedom 
of  others  in  conducting  their  business  enterprises  (and  in  other  ways).  If 
A  owns  a  farm,  B,  of  course,  is  not  free  to  conduct  an  agricultural  enter- 
prise that  would  involve  planting  and  cultivating  A's  acres.  Just  so,  if  A 
owns  a  patent  on  an  invention,  B  is  not  free  to  conduct  a  manufacturing 
enterprise  which  would  involve  the  making  and  selling  of  A's  invention. 
And  most  certainly  in  neither  case  is  there  any  reason  why  B  should  be 
'free'  to  do  such  a  thing. 

"The  American  idea  of  free  enterprise  is  not  that  a  man  should  be  free 
without  permission  to  do  business  with  the  property  of  others,  but  that  so 
long  as  he  respects  the  property  and  other  rights  of  his  fellow  men  he  shall 
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be  free  to  conduct  whatever  enterprise  he  will,  wherever  he  will,  and  for 
such  time  and  in  such  way  as  he  may  choose — and  especially  that  he  shall 
be  free,  so  far  as  possible,  from  interference  by  the  Government. 

"The  basic  relation  between  patents  and  free  enterprise  is  so  simple  that 
it  can  be  stated  in  one  paragraph.  It  is  precisely  the  same  relation  as  be- 
tween any  other  private  property  and  free  enterprise.  While  a  man's,  or 
a  company's,  ownership  of  private  property  is  always  in  a  true  sense  a 
monopoly  of  that  property,  and  the  control  of  it  is  often  referred  to  as  abso- 
lute, nevertheless  it  is  also  always  true  that  the  use  of  such  property,  whether 
it  be  patents,  or  grain,  or  horses,  is  subject  to  the  general  laws  governing 
the  use  of  property,  as  for  example  the  antitrust  laws.  And  while,  as  al- 
ready noted,  private  ownership  of  property  is  necessarily  a  limitation  on 
the  activities  of  others,  it  is  also  true  that  private  ownership  and  a  complete 
control  of  the  property  involved  not  only  promote  free  enterprise  but  are 
almost  essential  to  it.  No  one  can  have  a  really  free  enterprise  based  upon 
a  farm  or  a  grocery  store  unless  he  has  complete  control  of  the  farm  or 
the  store,  and  the  same  is  true  as  to  patents.  The  ownership  of  patents 
and  the  complete  control  they  give  of  the  inventions  covered  are  the  corner- 
stones of  hundreds  of  small  enterprises  in  this  country  which  are  now  free 
and  thriving  but  which  could  not  continue  without  the  protection  repre- 
sented by  the  patents.  If  anyone  doubts  this,  let  him  consult  the  testimony 
of  the  witnesses  before  the  Congressional  Committee  in  1938  where  a  bill 
for  compulsory  licensing  was  being  considered  (O'Malley  Committee  hear- 
ing on  H.R.  9259  et  al.,  March,  1938). 

"To  propose  the  destruction  of  useful  property  merely  because  it  might 
be  used  as  the  subject  of  an  agreement  in  restraint  of  trade,  or  otherwise 
in  contravention  of  law,  is  childish.  That,  in  substance,  is  what  the  author 
of  Monograph  31  proposes  as  to  patents.  History  indicates  that  oil  is  more 
likely  to  be  used  as  the  basis  of  combinations  in  restraint  of  trade  than  are 
alphabet  blocks  or  tigers,  but  that  is  no  reason  for  destroying  or  for  dena- 
turing the  oil;  and  anyone  who  suggested  that  as  the  remedy  would  risk 
a  trip  to  a  clinic  for  mental  observation. 

"Experience  shows  that  patents,  like  oil,  contribute  to  the  pubHc  wel- 
fare. Let  them  remain  as  they  are  and  continue  their  good  work  of  pro- 
moting science  and  the  useful  arts.  If  owners  of  patents  use  them  as  the 
basis  of  agreements  or  combinations  to  get  control  of  things  which  the 
patents  themselves  do  not  cover,  the  remedy  is  not  to  destroy  the  patent 
right  but  to  enforce  the  antitrust  laws." 

THE  CONSTITUTIONAL  PROVISION 

At  the  outset  the  author  of  Monograph  31  obscures  the  subject  by  raising 
a  doubt  regarding  the  clearness  of  the  constitutional  provision  under  which 
Congress  exercises  its  power.     The  power  delegated  to  Congress  reads  as 
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follows:  "To  promote  the  progress  of  science  and  useful  arts  by  securing 
for  limited  times  to  authors  and  inventors  the  exclusive  right  to  their  re- 
spective writings  and  discoveries."  The  author,  commenting  on  this  clause, 
says: 

The  list  of  powers  granted  to  Congress  can  be  written  on  a  postcard,  and  this 
clause  is  brevity  itself.  It  is,  in  fact,  a  trifle  verbose;  for  unlike  others  of  its 
kind,  it  not  only  names  the  power  but  sets  down  a  line  as  to  how  it  is  to  be 
exercised. 

True,  and  it  should  be  borne  in  mind  that  Congress  has  no  power  to  depart 
from  that  line. 
Continuing,  the  author  says: 

The  words  "to  promote  the  progress  of  science  and  useful  arts"  are  as  concrete 
as  an  aim  into  an  unknown  future  will  allow. 

The  words  constitute  a  clear  and  definite  statement  of  what  Congress  is 
expected  to  do. 
Continuing: 

The  clause  which  specifies  the  means  is  wanting  in  detail;  every  word  offers 
an  open  choice  among  alternatives. 

Thus  the  author  would  prepare  the  way  for  suggesting  means  other  than 
those  contemplated  in  the  Constitution  for  Congress  to  exercise  its  power. 
No  choice  of  alternatives  is  mentioned  in  the  Constitution. 
Continuing,  he  says: 

"To  secure"  was  a  favorite  infinitive  with  the  founders  of  the  new  republic; 
but  no  single  road  leads  to  security. 

Again  a  suggestion  of  a  road  other  than  that  provided  for  in  the  Consti- 
tution. "To  secure"  is  clear.  It  is  to  make  certain  and  safe  for  the  in- 
ventor the  new  thing  which  he  has  invented  or  discovered.  "Secure"  has 
the  same  meaning  here  as  it  has  in  the  preamble  to  the  Constitution  where 
among  the  purposes  set  forth  was  to  "secure  the  Blessings  of  Liberty  to 
ourselves  and  our  Posterity."  Liberty  had  been  attained.  The  Constitu- 
tion was  designed  to  make  that  attainment  secure.  So  also  with  inventions. 
Continuing,  he  says: 

The  term  "exclusive  right"  is  not  defined.  "Exclusive"  as  a  shutting  out  of 
other  persons  is  somewhat  less  than  exemption  from  the  general  law;  and  "right" 
is  among  the  loftiest  of  political  sanctions,  powerful  at  all  times  to  incite  dis- 
pute, propel  argument,  and  touch  off  conflict. 

Our  courts  have  from  the  earliest  times  found  no  difficulty  in  understand- 
ing that  the  term  "exclusive  right"  means  the  right  to  exclude,  nothing 
more  and  nothing  less.  Like  any  other  "right"  the  right  in  an  invention 
is,  of  course,  subject  to  the  general  law,  just  as  is  the  right  of  free  speech, 
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or  the  right  of  freedom  of  worship,  or  the  right  in  private  property  in 
general. 
Continuing,  the  author  says: 

The  "limited  times"  are  left  of  an  indefinite  length;  incentives  are  among 
the  vaguest  of  intangibles,  and  men  will  not  agree  upon  the  number  of  years 
of  earthly  reward  necessary  to  draw  forth  the  genius  of  the  inventor. 

The  Constitution  wisely  left  this  to  Congress.     The  duration  for  which 
security  should  be  given  to  the  inventor  might  subsequently  vary  from  that 
which  might  appear  reasonable  at  the  time  the  provision  was  written. 
Continuing: 

The  question  of  what  is  a  discovery  is  unresolved. 

True,  but  if  the  one  to  whom  authority  is  delegated  to  make  the  decision 
misuses  his  authority  or  makes  mistakes,  the  courts,  as  in  other  cases  arising 
under  the  laws  passed  by  Congress,  have  the  necessary  authority  to  pass 
upon  such  questions. 
Continuing: 

The  provision  permits  Congress  to  issue  letters  patent;  it  does  not  forbid  it 
to  decree  a  bounty,  to  purchase  the  invention,  or  to  contrive  some  other  ar- 
rangement to  attain  the  objective.  The  clause  beginning  "by  securing"  is  in- 
strumental; the  word  "patent"  makes  no  appearance  in  the  Constitution. 

True,  the  word  "patent"  is  not  found  in  the  Constitution.  Madison's  Journal 
of  the  Debates  in  the  Convention  which  framed  the  Constitution  of  the 
United  States,  however,  sheds  some  light  on  the  subject.  After  the  "Com- 
mittee, of  Detail"  had  been  appointed  to  draft  a  constitution  along  lines 
agreed  upon  in  the  Convention,  Madison  submitted  a  list  of  powers  as 
"proper  to  be  added  to  those  of  the  General  Legislature."  His  proposals 
included : 

"To  secure  to  literary  authors  their  copyrights  for  a  limited  time,  and 
"To  encourage  by  premiums  and  provisions  the  advancement  of  useful 
knowledge  and  discoveries." 

The  Journal  continues: 

"These  propositions  were  referred  to  the  Committee  of  Detail  which 
had  prepared  the  Report;  and  at  the  same  time  the  following,  which 
were  moved  by  Mr.  Pinckney — in  both  cases  unanimously: 

".  .  .  To  grant  patents  for  useful  inventions. 

"To  secure  to  authors  exclusive  rights  for  a  certain  time.  .  .  ." 

In  its  report  the  Committee  of  Detail  submitted  the  draft  of  these  powers 
in  the  form  they  appear  in  the  Constitution,  and  the  provision  for  these 
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exclusive  rights  was  adopted  by  the  Convention  without  a  dissenting  vote. 

Monograph  31  stresses  the  fact  that  the  word  "patent"  is  itself  not  found 
in  the  Constitution;  but  a  patent  was  the  well-recognized  means,  in  fact 
the  only  means  in  use,  both  in  the  mother  country  and  in  the  colonies 
which  became  the  United  States,  for  securing  such  "exclusive  right." 

Continuing  from  Monograph  31: 

So  general  a  clause  cannot  be  self-operative.  The  Constitution  gives  a  general 
command  and  is  content  to  leave  its  administration  to  Congress. 

Professor  Hamilton  lays  the  basis  for  the  argument,  by  his  last  quoted 
statement  that  in  spite  of  the  fact  that  the  clause  definitely  provides  for 
"securing"  to  the  inventor  the  "exclusive  right"  to  his  "discovery,"  never- 
theless, because  the  Constitution  does  not  forbid  a  bounty,  or  some  other 
arrangement,  such  as,  for  example,  an  exclusive  right  to  royalties.  Congress 
can  substitute  at  will  other  ways  in  lieu  of  the  one  specified  in  the  Con- 
stitution. He  does  not  undertake  to  specify  where  such  power  is  vested  in 
Congress.    Elsewhere  the  author,  oflF  guard,  more  correctly  states  (p.  152)  : 

The  Congress  is  given  no  general  power  to  issue  letters  patent  or  to  reward 
inventors  as  it  will.  ,  .  .  Alone  among  the  powers  delegated  by  the  people  to 
the  Congress,  the  Constitution  itself  provides  the  reference  for  legislation  and 
administration. 

Nevertheless  the  author  persists  in  his  view  that  a  "premium  system," 
which,  of  course,  would  deny  to  the  inventor  an  "exclusive  right,"  instead 
of  "securing"  it  to  him,  is  as  equally  open  to  Congress  as  is  the  patent  sys- 
tem.   In  this  connection  he  says  (p.  25) : 

The  premium  system  threatened  to  be  prodigal  with  public  funds;  the  patent 
system  threw  all  risks  upon  those  who  asked  for  favors.  It  was  not  the  com- 
mand of  the  Constitution,  but  sheer  expediency,  which  dictated  the  eventual 
choice. 

Thus  he  argues,  despite  the  clear  wording  of  the  Constitution,  that  Con- 
gress may  constitutionally  enact  legislation  which  does  not  "secure"  to 
the  inventor  the  "exclusive  right"  to  his  invention,  but  offers  him  some- 
thing quite  different.  Elsewhere  he  apparently  favors  giving  to  the  in- 
ventor the  exclusive  right  to  royalties  for  the  use  of  his  patented  invention. 
Quoting  again  from  p.  25: 

Thus,  as  late  as  the  middle  of  the  1790s,  the  patent  against  the  premium 
system  was  not  yet  a  closed  question.  Letters  patent  had  been  thoroughly  dis- 
credited in  the  great  movements  by  which  the  monarchy  was  curbed,  men  were 
secured  in  their  rights,  and  colonies  became  separate  states. 

In  an  attempt  to  class  letters  patent  for  invention  with  the  ancient  form 
of  letters  patent  granted  by  the  crown  for  abusive  monopolies,  he  says  (p.  7) : 
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A  grant  of  letters  patent  serves  a  score  of  public  uses  and  twice  as  many 
royal  whims.  Amid  the  miscellany  is  to  be  discovered  the  instrument  by  which 
claims  were  recognized  to  private  property  within  the  domain  of  the  useful  arts. 

Letters  patent  for  inventions  had  not  been  discredited.  They  had  been 
expressly  reserved  because  of  their  recognized  merit  from  the  kind  of  things 
condemned  by  the  Statute  of  Monopolies.  The  granting  of  letters  patent 
for  inventions  was  quite  common  in  the  several  states  at  the  time  of  the 
adoption  of  the  Constitution,  as  is  elsewhere  pointed  out  in  the  historical 
part  of  Monograph  31  itself. 

THE  COURTS  AND  PATENTS 

In  view  of  the  fact  that  the  author  of  Monograph  31  exhibits  a  lack  of 
understanding  of  even  the  elementary  principles  underlying  patents,  one 
naturally  questions  his  qualification  for  criticizing  court  decisions  on  this 
subject.  Yet  he  does  so  at  great  length.  Throughout  the  monograph  he 
treats  with  disdain  the  patent  decisions  of  our  courts.  He  refers  (p.  141) 
to  recognized  leading  cases  as  "the  early,  fumbling  holdings."  Continuing 
along  this  line,  he  says: 

.  .  .  Where  a  number  of  ideas  of  old  were  equally  within  reach,  the  courts 
could  fit  their  dialectic  to  their  findings;  where  doctrines  from  afar  lost  mo- 
mentum, an  appeal  to  the  order  of  nature,  supplemented  by  an  exercise  in  logic, 
was  made  to  supply  the  deficit.  Where  legal  ideologies  came  into  conflict,  the 
issue  was  resolved  by  logomachy,  by  inclusion  and  exclusion,  by  the  art  of 
rationalization. 

And  also  (p.  134) : 

.  .  .  Precedents  applied  to  dissimilar  technical  situations  keep  up  appearances 
rather  than  emanate  authority.  It  may  be  that  every  question  would  win  its 
rightful  answer  if  only  it  could  extract  a  final  word  from  the  last  appellate 
tribunal.  It  may  be  that  by  an  all-encompassing  oversight  the  Supreme  Court 
could  pound  a  miscellany  of  holdings  into  a  code  of  patent  laws.  But  it  is  a 
rare  case  that  gets  so  far,  and  our  highest  bench  accords  only  casual  attention  to 
legal  aspects  of  technology. 

Further,  he  says,  that  the  reference  in  the  Constitution  to  "the  promo- 
tion of  science  and  useful  arts"  has  been  "somewhat  obscured  by  a  judicial 
gloss  written  over  the  original  text"  (p.  145). 

He  asserts,  on  the  subject  of  restrictive  licenses,  that  "the  court  decisions 
are  not  fully  considered  and  display  no  unity";  that  the  "'law'  has  been 
fashioned  of  unpromising  material"  (p.  148) ;  and  that  the  courts  have  been 
"inclined  to  indulge  the  myth  that  the  patent  held  the  place  in  the  national 
economy  it  occupied  as  late  as  1840"  (p.  49). 

He  says  (p.  51)  : 
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A  span  of  just  about  100  years  lies  between  the  first  attempts  of  the  courts 
to  grapple  with  the  problem  and  the  current  demand  of  the  Department  of 
Justice  that  the  Government's  letter  be  restricted  to  "its  lawful  orbit"  and  the 
supremacy  of  the  general  law  be  restored  in  the  province  of  invention. 

And  further  (p.  159) : 

But,  if  wrong  is  not  to  be  imputed  to  individuals,  a  situation  has  blundered 
into  being  which  calls  for  drastic  amendment.  A  grant  of  privilege  is  con- 
ferred upon  the  inventor  in  order  that  the  industrial  arts  shall  go  forward. 
As  a  writ  from  the  Government  it  is  a  sanction,  and  in  recent  decades  the 
sanction  has  increasingly  been  employed  as  a  legal  immunity.  The  weight  of 
authority  seems  clearly  to  indicate  that  "the  exclusive  right"  of  the  inventor 
is  a  right — like  all  rights,  subject  to  the  general  law — from  which  all  other 
persons  are  excluded. 

Patent  owners  should  not,  and  in  general  do  not,  ask  for  anything  other 
than  that  patent  property,  bearing  in  mind  its  nature,  be  given  the  same 
status  as  other  property  rights. 
Continuing  the  quotation: 

.  .  .  The  owners  of  patents  attempt  instead  to  make  "exclusive"  mean  absolute 
and  thus  to  have  the  State  abdicate  its  authority  in  respect  to  all  that  appertains 
to  the  grant.  Repeatedly  it  has  been  argued  that  "the  patentee  is  Czar  within 
his  domain";  that  "he  is  under  no  obligation  to  deal  fairly  or  obey  the  law." 

This  does  injustice  to  patent  owners.     If  there  be  any  who  act  on  that 
assumption  with  the  result  of  unreasonably  restraining  trade,  they  can  be 
dealt  with  effectively  under  the  antitrust  laws. 
And  a  few  lines  farther  on  (p.  160)  : 

Such  use  of  patents  as  legal  armament  has  become  widespread.  The  grant 
leaves  the  inventor  to  enter  the  service  of  the  corporate  estate;  the  owner-by- 
adoption  leases  a  number  of  concerns  to  make  use  of  it.  Into  the  licensing 
agreements  restrictive  clauses  of  various  kinds  are  written.  A  number  of  firms 
manufacture;  yet  the  sales  of  each  are  limited  to  a  certain  territory  and  there  ■ 
is  no  competition  between  them.  A  process  can  be  employed  to  turn  out  various 
articles,  or  an  article  can  be  put  to  various  uses;  each  of  a  number  of  licensees 
is  restricted  to  a  single  ware  or  the  sale  of  a  ware  for  a  single  use.  It  is  decreed 
that  an  amplifier  be  sold  at  one  price  for  professional  and  at  another  for 
amateur  use;  a  violation  of  the  license,'  by  allowing  a  motion-picture  manufac- 
turer to  purchase  at  the  price  specified  for  the  youth  who  burns  up  the  short 
waves,  is  an  "infringement."  Quotas  are  imposed  upon  all  who  produce,  and 
the  threat  of  flooding  the  market  is  stopped  at  the  source.  Plants  of  licensees  are 
severally  limited  in  their  capacities.  A  system  of  prices,  prescribed  by  the 
patentee,  becomes  a  covenant  running  with  the  lease.  The  Government's 
grant  blocks  the  entrance;  whoever  would  enter  the  trade  must  come  to  terms 
with  the  owner. 

The  subject  of  restrictions  is  further  discussed  by  him  as  follows: 


PATENTS  AND  FREE  ENTERPRISE  507 

.  .  .  Restrictions  in  respect  to  capacity,  territory,*  output,  price,  and  ware  may 
or  may  not  at  present  be  legal.     [Page  147.] 

...  If  the  patentee  chooses  not  to  "make,  use,  or  vend"  the  product  himself, 
but  is  willing  to  permit  others  to  do  so,  it  is  hard  to  see  how  his  control  over 
their  conduct  can  be  broader  than  the  privilege  conferred  upon  him.  In  all 
matters  of  lease,  license,  assignment,  the  character  of  the  grant  and  the  purpose 
it  was  intended  to  serve  becomes  the  legal  reference.     [Page  152.] 

Evidently  the  author  of  the  monograph  has  no  clear  idea  of  what  a  license 
is.    The  nature  of  a  license  has  been  explained  earlier. 

Referring  to  the  pending  antitrust  suits  brought  by  the  Department  of 
Justice,  he  says  (p.  147) : 

.  .  .  Such  cases  have  a  concern  that  transcends  the  issue  between  the  parties; 
they  present  the  occasion  for  the  clarification  of  public  policy.  So  the  Govern- 
ment should  be  loath  to  settle  out  of  court — even  if  in  the  instance  it  secures 
all  for  which  it  asks.  Before  the  next  step  is  taken  it  is  imperative  to  discover 
what  the  law  currently  is. 

Referring  to  the  settlement  of  antitrust  patent  suits  out  of  court,  the  recent 
report  of  the  Committee  on  Patent  Law  Revision  of  the  American  Bar 
Association  says: 

"We  do  object  to  the  anti-trust  laws  being  employed  to  force  from  alleged 
violators  consent  decrees  imposing  upon  them  curbs  and  limitations  beyond 
the  purview  of  the  statutes.  To  permit  such  practice  is  to  encourage  the 
I  substitution  of  the  economic  theories  of  government  departments  or  gov- 
ernment officials  for  the  considered  policy  of  the  people  as  defined  by  Con- 
gress." 

Continuing  the  quotation  from  Monograph  31: 

It  may  be  that  the  law  now  accords  all  that  public  policy  demands.  If  so,  its 
clear  exposition  by  the  courts  ought  to  be  enough.  If  it  does  not,  recourse 
must  be  had  to  Congress  for  further  legislation. 

In  short,  in  any  event  his  mistaken  views  should  be  the  law. 

A  considerable  portion  of  Monograph  31  is  devoted  to  a  discussion  of 
court  cases  relating  to  patents  (pp.  51-86,  inclusive).  In  all,  145  court  deci- 
sions are  therein  reviewed.  If  Professor  Hamilton  had  been  familiar  with 
patents,  he  should  not  have  experienced  any  considerable  difficulty  in  grasp- 
ing the  import  of  those  decisions.  .  .  .  From  the  cases  which  he  reviews, 
he  should  have  learned  what  "the  lawful  orbit"  of  a  patent  is.  He  should 
not  have  remained  in  the  dark  as  to  whether  "restrictions  in  respect  of 
capacity,  territory,  output,  price,  and  ware  may  or  may  not  at  present  be 

*  Section  4898  Rev.  Stat,  expressly  provides  that  the  patent  owner  may  "grant  and  convey 
an  exclusive  right  under  his  .  .  .  patent  to  the  whole  or  any  specified  part  of  the  United  States." 
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legal"  (p.  147).  He  declares  (p.  148)  that  "the  doctrine  of  restrictive  li- 
cense is  a  mushroom  growth  on  the  law  .  .  .  the  court  decisions  are  not 
fully  considered  and  display  no  unity";  that  "as  yet  the  line  between  the 
patent  privilege  and  the  general  law  is  not  clearly  defined"  (p.  147).  Such 
restrictions  are  legal,  despite  the  persistent  view  expressed  by  the  Assistant 
Attorney  General  to  the  contrary,  which  evidently  the  author  of  Mono- 
graph 31  is  attempting  to  support  in  so  far  as  he  can. 

INVENTIONS  AS  PROPERTY 

The  author  of  Monograph  31  undertakes  to  belittle  inventions  by  deny- 
ing to  them  the  attributes  of  property.  On  this  subject  the  author  of  Mon- 
ograph 31,  referring  to  a  patent  for  an  invention,  asserts  (p.  151) : 

Since  it  is  accorded  for  a  public  purpose  and  limited  to  a  span  of  years,  it 
can  hardly — without  confusion  of  thought — be  regarded  as  a  "property."  If 
established  terms  must  be  used,  it  is  rather  a  lease,  terminating  at  a  fixed  date, 
and  not  subject  to  renewal.  Since  the  machine  or  process  may  be  widely  used, 
yet  a  single  person  is  authorized  to  control  its  employment,  the  term  "franchise" 
is  even  more  exact. 

Professor  Hamilton  overlooks  the  fact  that  much  property,  that  of  a  per- 
ishable nature,  is  also  "limited  to  a  span  of  years."  He  seems  not  to  under- 
stand that  the  property  is  in  the  invention,  and  that  the  patent  secures  that 
property  to  the  inventor,  as  is  generally  recognized  by  our  courts.  In  U.S. 
vs.  Dublier  Condenser  Corporation  (1933),  289  U.S.,  178,  187,  Justice  Rob- 
erts, delivering  the  opinion,  stated:  "A  patent  is  property  and  title  to  it  can 
pass  only  by  assignment."  He  thus  stated  a  well-recognized  fact  which  all 
the  rhetoric  of  Professor  Hamilton  cannot  overthrow. 


CORPORATIONS  AND  PATENTS 

It  is  not  the  province  of  this  analysis  to  defend  corporations  or  their  ac- 
tions, though  it  is  recognized  that  they  have  an  indispensable  place  in  the 
modern  economic  system.  The  author  of  Monograph  31  apparently  be- 
lieves that  the  patent  system  has  miscarried  owing  to  the  appearance  of 
corporations  on  the  scene.  He  seems  to  think  that  by  nature  they  are  law 
violators,  and  questions  their  motives. 

While  correctly  emphasizing  the  fact  that  it  is  to  "promote  the  progress 
of  science  and  useful  arts"  that  Congress  is  given  the  power,  he  advances 
the  idea  that  when  an  inventor  assigns  his  patent  to  a  corporation,  the 
purpose  of  the  power  has  gone  astray. 

He  asserts  that  "the  nature  of  the  grant  reflects  a  changing  economy" 
(p.  41),  and  that  in  the  early  days  "it  had  not  yet  become  a  legal  founda- 
tion whereon  to  rest  a  body  of  trade  practices"  (p.  41),  and  that  then  "into 
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the  economy  came  the  corporation  as  a  device  of  business  collectivism" 
(p.  42). 

As  in  1790  the  first  patent  act  was  passed,  all  industry  was  virgin  territory. 
By  1840  a  number  of  corporate  estates  had  been  staked  out  within  the  public 
domain.  The  old-fashioned  inventor  had  no  passport  to  enter  the  domain  of 
iron  and  steel,  agricultural  implements,  machine  tools,  and  telegraphy.  [Page  44.] 

He  seems  to  be  ignorant  of  what  the  "old-fashioned  inventor"  has  done 
since  1840,  and  yes,  even  in  the  present  times,  is  doing  toward  the  progress 
of  science  and  the  useful  arts. 

Apparently  blaming  the  corporations  for  most  of  the  evils  that  he  con- 
siders have  befallen  the  patent  system,  he  says: 

Amid  the  din  of  change  the  ancient  device  of  the  corporation  was  furbished 
up  for  new  adventures.  As  a  fiction — a  person  of  art  by  grace  of  the  law — it 
came  into  play  and  was  elaborated  into  an  intricate  and  refined  instrument  of 
control.  It  gave  unity  to  a  mass  of  investments,  piled  up  sums  huge  enough 
for  large-scale  ventures,  and  imposed  a  single  will  and  purpose  upon  a  miscel- 
lany of  materials.  It  concentrated  power,  established  absentee  ownership,  and 
stripped  from  parties  in  interest — investors,  stockholders,  employees — -all  dis- 
cretion while  it  absolved  them  from  responsibility.  It  supplied  a  form  under 
which  the  technical  advances  of  the  forties  could  be  capitalized  into  giant 
business  enterprises.  And,  by  its  regimentation  of  investments  under  a  single 
command,  it  enabled  "private  capital"  to  undertake  large-scale  enterprises  which 
otherwise  would  have  to  be  left  to  the  Government.     [Page  41.] 

The  character  of  the  business  unit  was  transformed.  The  corporation  created 
the  management,  drew  a  sharp  line  between  insiders  and  outsiders,  established 
a  hierarchy  of  offices.  Persons  at  the  top  had  authority  over  properties  which 
in  only  the  loosest  sense  were  their  own;  they  could  play  with  their  estates  as 
feudal  lords  had  played  with  their  fiefs. 

...  In  nature  business  is  acquisitive;  its  high  command  has  always  employed 
aggressive  instruments.  The  struggle  between  corporations  for  estates  was  well 
along  before  the  patent  right  was  put  to  militant  use.     [Page  42.] 

As  the  corporation  acquires  its  closed  domain,  the  individual  inventor  is  frozen 
out.  The  law  conceives  of  an  industrial  art  as  an  accumulation  of  techniques. 
Each  step  is  based  upon  the  last,  each  step  invites  the  next  step.  The  monopoly 
of  the  domain,  within  which  invention  is  supposed  to  be  made,  not  only  delays 
novelties  and  arrests  the  rate  of  advance,  but  it  may,  in  part  or  even  as  a  whole, 
create  a  situation  hostile  to  new  ideas  and  throw  a  barrier  across  the  develop- 
ment of  a  technology.     [Page  60.] 

As  an  instrument  passes  from  any  one  group  to  another,  its  adopted  habitat 
imposes  upon  it  a  new  role.  It  should  accordingly  occasion  not  even  mild 
surprise  that  as,  by  act  of  assignment,  a  patent  passes  from  the  inventor  to  the 
corporation  it  undergoes  a  profound  change  in  character.  The  dominant  con- 
cern of  the  business  unit  is  to  make  money,  not  to  promote  the  useful  arts. 
[Page  159.] 

In  fact,  as  the  stories  just  recited  [referring  to  the  glass  container  industry,  etc.] 
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indicate,  it  has  become  an  asset  to  business,  a  fence  about  the  corporate  estate, 
a  weapon  of  competitive  strategy  for  private  industrial  government.     [Page  123.  | 

Inventors  assign  patents  to  corporations;  corporations  lease  them  out  to  other 
corporations;  all  sorts  of  terms  and  conditions  attend  the  lease.  Such  arrange- 
ments may  do  no  more  than  put  an  invention  to  use;  they  determine  the  amount 
and  distribute  into  shares  the  revenue  which  it  yields;  they  provide  mechanisms 
through  which  technology  is  indentured  to  money-making.     [Page  147.] 

The  corporate  estate  has  learned  how  to  guard  itself,  its  stockholders,  its 
workers  against  the  onrush  of  a  dynamic  technology.  Yet  today  the  mass  of 
workers  have  no  adequate  security  against  the  reduction  in  the  number  of  jobs 
which  efficiency  brings  and  "technological  unemployment"  is  a  dominant  source 
of  stress  and  shock.     [Page  164.] 

A  corporation  barricades  its  monopoly  by  securing  grants  in  all  the  dominant 
nations.     [Page  165.] 

Since  "a  one-man  invention"  is  the  exception  these  days,  the  patent-system 
needs  to  be  accommodated  to  its  corporate  source  of  supply.     [Page  155.] 

It  is  no  small  task  to  accommodate  the  grant  to  its  corporate  and  industrial 
habitat.     [Page   156.] 

Thus,  upon  the  patent,  as  the  instrument  of  policy  to  promote  invention,  an 
alien  purpose  has  been  grafted.  As  an  immunity  to  antitrust,  the  grant  will 
be  cherished  by  parties  who  engage  in  restraint  of  trade.  Defense  moves  in- 
evitably into  offense.     [Page  160.] 

As  conditions  have  changed,  the  grant  has  gone  astray;  it  needs  to  be  restored 
to  its  constitutional  office  in  the  national  economy.     [Page  158.] 

That  "constitutional  office,"  as  the  author  so  frequently  points  out,  but 
here  overlooks,  is  to  "promote  the  progress  of  science  and  useful  arts."  It 
is  not  its  primary  purpose  to  reward  inventors.  The  record  clearly  shows 
that  it  is  the  patent  system  that  provides  the  incentive  to  business  to  develop 
new  enterprises  based  on  inventions  and  thus  to  promote  progress. 

Throughout  the  monograph  is  the  thought  that  because  patents  are  of 
general  public  interest,  and  for  fear  that  corporations  may  gobble  them  up, 
the  patent  system  should  be  under  bureaucratic  Government  control. 

The  monograph  has  this  to  say  about  the  eflfect  of  the  Sherman  Act  on 
patents : 

It  was  not  the  purpose  of  Congress  to  amend  the  patent  law.  Not  even  the 
hint  of  such  an  intent  appears  in  the  debates.  Yet,  although  their  text  was  in 
nowise  amended,  the  usages  which  had  grown  up  to  give  protection  to  the 
inventor  were  completely  remade.     [Page  44.] 

The  patent  was  a  counter  to  be  played  for  all  it  could  be  made  worth.  The 
passage  of  the  Sherman  Act  created  a  situation  whose  implications  business 
proceeded  to  make  explicit  in  trade  practice.  Placing  the  point  invited  the 
counterpoint.     [Page  45.] 

If  before  1890  the  usages  of  restraint  seem  strangers  to  the  patent  system,  it  is 
because  no  attack  on  its  preserves  had  revealed  their  presence.     The  passage  of 
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the  Sherman  Act  sounded  the  alarm  and  corporations  were  quick  to  apprehend 
the  rising  legal  danger.  Almost  at  once  they  began  to  fortify  the  practices  at 
which  antitrust  might  thrust  with  sanctions  derived  from  letters  patent.  [Page 
49.] 

Elsewhere  herein  it  is  pointed  out  that  patents  are  as  much  subject  to 
the  antitrust  laws  as  are  any  other  property  rights.  The  monograph  reaches 
the  conclusion  (p.  155) : 

Corporate,  as  well  as  individual,  research  needs  its  incentive.  Since  "a  one-man 
invention"  is  the  exception  these  days,  the  patent  system  needs  to  be  accommo- 
dated to  its  corporate  source  of  supply. 


COMPULSORY  LICENSING 

Stating  as  above  quoted  that  "the  patent  system  needs  to  be  accommo- 
dated to  its  corporate  source  of  supply,"  he  oflfers  as  a  temporary  remedy 
the  compulsory  licensing  of  patents.  Evidently  he  considers  the  contrast 
between  the  situation  in  the  automobile  industry  and  the  glass  container 
industry  as  evidence  that  a  compulsory  licensing  system  would  be  for  the 
benefit  of  all  lawfully  disposed  individuals. 

He  says  (p.  150) : 

It  is  evident  that  a  patent  not  in  use  does  not  promote  the  development  of 
technology.  Its  idleness  may  cause  no  public  loss;  a  dozen  other  techniques 
may  lead  to  the  same  end.  Or  its  suppression  may  arrest  the  progress  of  an 
industrial  art.  In  such  a  case,  there  should  be  power  to  invoke  the  courts  to 
cancel  the  instrument — lease,  assignment,  license,  patent — by  which  the  inven- 
tion is  laid  upon  the  shelf.  Some  cases  will  call  for  severe  remedies.  If  the 
patentee  squats  upon  the  public  domain  in  the  path  of  industrial  progress,  some 
public  body  should  have  power  to  compel  a  license. 

The  author  gives  no  well-founded  example  of  such  suppression,  or  squat- 
ting, and  extensive  Congressional  investigations,  as  well  as  the  T.N.E.C. 
record,  have  failed  to  discover  any. 

Continuing: 

It  is  said,  however,  that  the  compulsory  license  will  discourage  scientific 
progress;  that  the  new  method,  if  not  put  to  use,  will  become  available  to 
competitors.  Inventions  will  fall  into  the  hands  of  manufacturers  content  to 
use  them  for  what  they  are — whereas  the  up-and-coming  concern  will  hold 
them  back  until  they  are  perfected.  Thus  the  requirement  will  undermine  the 
value  of  patents  whose  industrial  application  has  not  yet  been  perfected.  It  will 
destroy  the  bargaining  power  of  the  small  inventor  who  is  not  in  a  position 
to  exploit  his  discovery;  for,  if  he  does  not  like  the  terms  offered  him,  the 
large    manufacturer    can    extract    a    compulsory    license    from    the    little    fellow. 

And  elsewhere  he  says  (p.  163) : 
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If  a  fresh  slate  were  at  hand  whereon  to  write,  the  answer  would  be  clear. 
Let  the  inventor  either  manufacture  the  article  himself — at  the  moment  a  sheer 
hypothesis;  or  let  him  license  others  to  manufacture.  In  farming  the  work  out, 
let  him  limit  his  reward  to  the  collection  of  royalties  and  play  no  favorites.  In 
either  event  his  incentive  will  be  preserved  and  the  arteries  of  trade  be  kept  open. 
There  is  no  evidence  that  technical  progress  rests  upon  the  grant  of  power  to 
regiment  an  industry. 

THE  GLASS  CONTAINER  INDUSTRY 

In  discussing  the  Glass  Container  Industry  (pp.  109-115),  the  author  lays 
the  blame  for  what  he  considers  a  usurpation  of  authority  upon  the  patent 
system  as  utilized  by  corporations.    He  states  (p.  114): 

In  Hartford-Empire  the  lines  of  a  corporate  estate  appear  in  bold  relief.  .  .  . 
Its  authority— which  rests  upon  a  grant  from  the  United  States — is  far  broader 
than  the  Supreme  Court  has  been  willing  to  accord  to  a  sovereign  state  of  the 
Union. 

He  further  states  (p.  115) : 

If  there  is  to  be  a  government  of  industry,  it  should  be  a  responsible  one.  .  .  . 
A  sanction  has  been  diverted  from  its  accredited  office,  to  serve  a  private  cause. 
A  corporation  has  usurped  the  function  of  the  market  and  has  become  sovereign 
of  all  that  touches  its  product;  as  an  authority,  liable  only  to  itself,  it  lords  it 
over  a  gigantic  domain.     In  glass  containers,  I'etat,  c'est  Hartford-Empire. 

He  assumes,  but  makes  no  attempt  to  show,  that  the  situation  of  which 
he  complains  is  a  to-be-expected  outgrowth  of  the  corporate  use  of  pat- 
ents; does  not  seem  to  appreciate  that  it  may  be  due  to  other  causes;  but 
makes  it  serve  as  an  excuse  for  condemning  the  patent  system.  An  answer 
to  his  contentions  can  best  be  found  in  a  true  evaluation  of  the  situation 
in  the  glass  container  industry. 

"THE  AUTOMOBILE— AND  ALOOFNESS" 

Here  (pp.  115-122)  the  author  of  Monograph  31  finds  a  Utopian  system, 
especially  as  he  sees  it  exemplified  in  the  Ford  Company.    He  says  (p.  118) : 

Out  of  experience,  policy  is  born;  and  a  chapter  of  history  lives  today  in  the 
usages  of  the  Ford  Motor  Co.  The  concern  applies  for  patents  on  its  inventions. 
.  .  .  But  it  treats  its  industrial  arts  as  if  they  were  common  knowledge  and 
makes  no  use  of  them  as  counters  in  the  competitive  game.  .  .  .  The  policy 
seems  to  have  served  the  company — and  the  public — well.  There  is  no  evidence 
that  the  progress  of  technology  has  not  been  as  rapid  as  in  kindred  fields  where 
grants  have  been  fully  exploited. 

And  further  he  says  (p.  122) : 
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Others  insist  that  progress  in  the  useful  arts  is  impossible  without  the  exclu- 
sive right  that  the  law  confers;  that  experimental  work  would  never  be  under- 
taken if  its  results  were  available  to  all.  The  life  history  of  the  Ford  Company 
is  no  abstract  argument;  it  is  a  practical  demonstration  to  the  contrary.  .  .  . 

A  heterodox  chapter  challenges  the  whole  theology  of  the  patent  system. 

It  is  illustrative  of  his  extreme  bias  that  he  ignores  and  dismisses  without 
consideration  the  testimony  given  by  the  witnesses  called  by  the  Depart- 
ment of  Commerce  to  testify  with  respect  to  other  industries  and  particu- 
larly the  automotive  parts  and  equipment  industries,  as  well  as  the  testi- 
mony introduced  by  the  Department  of  Commerce  to  demonstrate  the  ex- 
treme importance  of  patents  in  promoting  science  and  industry;  and  that  he 
overlooks  the  express  recognition  of  the  T.N.E.C.  of  that  fact. 

He  even  questions  whether  patents  have  played  any  part  in  promoting 
science  and  useful  arts,  saying  (p.  153) : 

It  is,  of  course,  quite  out  of  the  question  to  state  with  precision  the  part 
the  patent  grant  has  played  in  promoting  the  industrial  arts.  There  are  persons 
who  recite  that  under  the  prevailing  system  technology  has  taken  gigantic 
strides  and  who  therefore  insist  upon  making  the  two  cause  and  effect  in  a 
simple  formula.  Yet  an  after-this-therefore-because-of-this  argument  is  too  ele- 
mentary to  explain  beyond  any  reasonable  doubt  some  fifteen  volcanic  decades 
of  national  development. 

Stating  (p.  160)  that  "The  grant  of  a  patent  is  intended  to  protect 
an  invention,"  he  arbitrarily  asserts  that  "in  practice  it  repeatedly  operates 
to  block  off  a  whole  technology."  And  further  he  states  (p.  3) :  "The  whole 
economy  has  come  to  rest  upon  a  scientific  technology;  and,  with  its  rapid 
progress,  innovation  lies  like  a  blanket  over  the  intricate  fabric  of  modern 
industry." 

The  evidence  regarding  the  automobile  industry,  other  evidence  ignored 
in  Monograph  31,  regarding  the  automobile  parts  and  equipment  industry 
and  other  industries,  and  resumes  of  the  testimony  of  various  witnesses,  re- 
ferred to  in  the  above  quotation  as  what  "others  insist" — these  have  been 
elsewhere  discussed.  These  others,  prominent  in  the  scientific  and  in  the 
industrial  world,  would  seem  better  qualified  to  speak  on  the  subject  than 
does  the  author  of  Monograph  31,  especially  since  it  does  not  appear  that 
the  latter  has  either  legal  or  practical  knowledge  whereof  he  writes. 

POOLING  AND  CROSS-LICENSING  OF  PATENTS 

On  these  subjects,  the  monograph  contains  the  following  comments 
(pp.  76-77): 

The  ordinary  conduct  of  business  often  suggests  a  pooling  of  patents.  A 
number  of  inventions  are  no  more  than  kindred  ways  to  the  same  end;  a  concern 
acquires  the  several  patents,  puts  the  fittest  to  work,  or  unites  elements  from 
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several  into  a  process  which  is  better  suited  to  its  task  than  any.  A  number 
of  inventions  make  up  a  single  production  process;  if  they  are  to  be  used 
efficiently,  they  must  be  used  together.  If  there  were  no  law  to  limit,  condi- 
tion, or  forbid,  the  usages  of  business  would  impel  corporations  to  seek  to 
acquire  competing  or  complementary  patents  held  by  adverse  interests.  The 
simplest  way  to  an  amalgamation  of  patents  is  by  purchase  or  by  merger  under 
a  single  control.  But  where  access  to  technology  is  the  life  of  trade  and  separate 
enterprises  are  willing  to  lose  neither  their  identities  nor  their  independence,  a 
more  feasible  method  must  be  found.  The  need  is  met  by  the  device  of  cross- 
license — itself  an  invention  of  the  first  magnitude  in  turning  inventions  to 
account. 

A  "pool"  exhibits  a  complex  of  motives,  usages,  results;  it  presents  a  variable 
appearance  to  the  law.  A  number  of  corporations  hesitant  to  submit  their 
claims  to  the  ordeal  of  law  enter  into  a  mutual  agreement  to  cross-license  all 
patents.  The  accord  may  include  all  the  firms  in  the  industry,  a  select  few,  or 
only  the  dominant  two.  It  may  make  the  industrial  arts  common  property, 
decree  the  conditions  of  access  to  the  technology,  or  barricade  the  trade  in  behalf 
of  the  self-elect.  Or  a  number  of  individuals  may  severally  possess  legal  claims 
to  interdependent  parts  of  a  process;  and  a  common  control  may  be  essential  to 
the  creation  of  a  product  which  represents  the  current  state  of  the  art.  Or  the 
pool  may  serve  as  instrument  for  the  creation  of  a  monopoly  and  as  armament 
against  legal  attack.  .  .  , 

And  again  (p.  149),  it  is  said: 

An  equally  intricate  question  concerns  the  pooling  of  patents.  In  many  in- 
stances "the  monopoly"  is  itself  a  reflection  of  bad  patent  law.  A  number  of 
processes,  like  and  unlike  to  each  other,  are  employed  to  manufacture  a  good. 
The  owner  is  sure  that  his  own  is  valid  and  that  all  others  are  infringements. 
In  the  ensuing  bout  at  litigation  all  parties  are  exhausted  and  all  clamor  for  a 
setdement.  Straighten  out  the  patent  law,  devise  an  easy  and  expeditious 
method  of  validation,  and  a  great  many  such  pools  will  never  come  into  exist- 
ence. But  if  the  various  patents  are  distinct  and  if  they  must  be  used  together 
to  secure  the  result — or  at  least  to  turn  out  the  best  good  which  advanced 
technology  can  afford — the  matter  is  different.  The  choice  is  to  sacrifice  quality 
and  efficiency  or  to  sanction  the  monopoly.  The  only  desirable  out  is  to  accept 
the  pool,  place  it  under  public  authority,  and  see  to  it  that  private  rights  are 
made  to  serve  public  ends.  A  variant  of  the  patent  pool  is  the  usage  of  "cross- 
license."  If,  to  turn  out  a  superior  product,  a  number  of  manufacturers,  owners 
of  separate  patents,  grant  licenses  to  each  other,  the  same  governmental  super- 
vision becomes  necessary. 

The  author  apparently  docs  not  appreciate  the  fact  that  the  pooling  and 
cross-licensing  of  patents  in  its  usual  forms  involves  merely  the  waiver, 
between  the  patent  owners  involved,  of  their  individual  rights  of  exclusion, 
and  that  if  more  is  involved  so  as  to  create  new  and  unreasonable  monopo- 
lies the  antitrust  laws  offer  an  adequate  remedy. 


PATENTS  AND  FREE  ENTERPRISE  515 

FOREIGN  PATENTS 

Regarding  patents  taken  out  in  foreign  countries  the  author  of  the  mono- 
graph makes  this  confused  statement  (p.  165) : 

...  A  corporation  barricades  its  monopoly  by  securing  grants  in  all  the  domi- 
nant nations.  If  concerns  here  and  abroad  lay  claim  to  rival  technologies,  the 
conflict  is  usually  resolved  by  a  private  understanding.  Like  countries  engaged 
in  power  politics,  an  international  accord  marks  out  spheres  of  influence.  The 
arrangement  presents  in  glaring  outline  the  "basic  principle  of  American  law" 
that  the  patentee  may  restrict  the  geographical  scope  of  the  license  granted.  The 
limitation,  calmly  accepted  in  respect  to  the  domestic  market,  wears  a  sterner 
aspect  in  relation  to  foreign  commerce.  A  number  of  concerns  have  discovered 
in  domestic  law  a  sanction  for  participation  in  combinations  which  are  world 
wide.  An  accord  divides  territories,  erects  a  wall  between  the  home  and  the 
foreign  markets,  decrees  protection  without  benefit  of  the  tariff  law.  In  conse- 
quence the  patent  issued  by  the  Government  of  the  United  States  allows  a 
levy  of  tribute  here  by  a  ban  upon  imports.  The  consumer  is  denied  the  pro- 
tection of  competition;  and  an  agreement  between  gentlemen  which  vaults  over 
frontiers  becomes  the  actual  regulation  of  commerce  with  foreign  nations. 

THE  ENTRANCE  OF  INVENTIONS  INTO  THE  PUBLIC  DOMAIN 

The  oft-repeated  erroneous  statement  in  the  monograph  that  patentees 
prolong  the  monopoly  which  the  patent  gives  to  them  has  already  been 
discussed.  A  fuller  statement  of  the  views  expressed  in  the  monograph  is 
as  follows  (p.  161)  : 

...  In  industry  after  industry  access  to  the  common  body  of  knowledge  is 
not  enough.  An  improvement  reduces  cost,  improves  quality,  produces  a  new 
ware,  adds  a  smart  wrinkle — and  puts  at  a  competitive  disadvantage  all  who  do 
not  have  access  to  it.  An  industrial  art  is  made  the  creature  of  conscious  de- 
velopment; before  an  innovation  becomes  common  property,  another  follows  and 
the  art  is  kept  blocked  off.  It  is  beyond  the  reach  of  all  who  are  within,  or 
would  enter,  the  trade,  save  upon  terms  dictated  by  a  privileged  competitor. 
An  exclusive  right  to  a  step  in  a  process  thus  becomes  a  monopoly  of  a  whole 
technology. 

The  patent  accords  a  limited  franchise.  So  long  as  it  runs,  the  owner  has 
the  market  for  his  ware  very  largely  to  himself.  But  during  this  period  of 
temporary  protection,  he  has  every  opportunity  to  dig  in  and  barricade  his 
trade  against  the  newcomer.  He  builds  up  good-will,  induces  consumer  ac- 
ceptance, employs  advertising,  erects  a  marketing  system,  comes  into  control  of 
the  channels  of  distribution.  When  his  patent  expires,  he  remains  in  command 
of  the  strategic  heights.  ... 
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REVISION  OF  THE  PATENT  SYSTEM 

The  author  of  Monograph  31  mentions  the  desirabiHty  of  legislation  to 
improve  the  working  of  the  patent  system.  Among  suggestions  for  ac- 
complishing such  desirable  results  are  those  advocated  hy  witnesses  brought 
forward  by  the  Department  of  Commerce,  discussed  elsewhere  in  the  analy- 
sis of  that  testimony.  The  author  of  the  monograph  also  finds  other  things 
which  he  says  should  be  remedied,  but  sheds  no  new  light,  certainly  no 
helpful  light,  on  the  subject.  In  fact  he  seems  to  be  under  the  impression 
that  it  is  too  late  to  revise  or  to  correct  imperfections  in  the  patent  system. 
On  this  subject  he  has  the  following  to  say: 

If  at  the  moment  "the  patent  question"  seems  monumental,  long  years  of 
neglect  have  made  it  so.  As  issues  were  ignored,  they  were  postponed;  as  the 
industrial  system  took  its  tumultuous  course,  they  accumulated  into  a  mighty 
docket.  It  is  now  much  too  late  for  the  occasional  stitch  in  time  by  court  and 
Congress.     [Page  145.] 

But  there  can  be  no  fresh  start.  The  law,  after  a  long  recess,  must  do  the 
best  it  can  with  a  business  system  which  grew  up  in  negligence  of  it.  An  at- 
tempt all  at  once  to  bring  the  practices  of  industries  into  harmony  with  what  the 
law  demands  would  create  more  shock  than  the  system  could  absorb  without 
threat  of  disintegration.  And  the  return  would  be  to  a  competition,  not  of 
normalcy  but  of  volcanic  rivalry.  Nor  should  such  a  move  back  in  the  name 
of  the  law  be  unattended  by  other  measures.  It  is  imperative  that  the  economy 
be  kept  volatile,  forward  looking,  creative,  flexible  enough  to  meet  things  as 
they  come.     [Page  163.] 

If  that  statement  is  a  recognition  that  enactment  into  law  of  the  recom- 
mendations of  the  Department  of  Justice,  adopted  by  the  T.N.E.C.,  and 
commented  upon  favorably  by  the  author  of  Monograph  ji,  "would  create 
more  shoc\  than  the  system  coidd  absorb  without  threat  of  disintegration',' 
then  it  is  about  the  only  indication  that  the  author  of  Monograph  31  may 
possibly  understand  something,  at  least,  about  the  relation  of  patents  to 
business  enterprise. 

Since  he  finds  that  it  is  "too  late"  to  mend  the  present  system,  and  that 
"there  can  be  no  fresh  start"  so  far  as  the  present  system  is  concerned,  he 
offers  the  following  suggestions  (p.  167) : 

To  orient  the  whole  question,  and  to  discover  its  many  facets,  a  compre- 
hensive investigation  is  essential.  .  .  .  Such  an  inquiry  is  far  too  broad  and 
exacting  to  be  handled  in  such  leisure  as  overworked  Members  of  Congress 
can  spare  from  their  official  duties.  ...  Its  single  mandate  should  be  to  secure 
all  in  the  way  of  knowledge,  analysis,  understanding  which  is  essential  to  the 
formulation  of  a  public  policy  in  respect  to  technology. 

Meanwhile  (p.  170), 
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the  series  of  immediate  steps  should  be  realized  at  once;  others  should  follow  as 
quickly  as  understanding  can  point  the  way. 

AN  APOLOGY  FOR  THIS  ANALYSIS 

To  one  familiar  with  our  patent  system,  and  who  may  have  read  this 
analysis  of  Monograph  31,  an  apology  seems  to  be  due  for  such  an  extended 
discussion  of  so  much  twaddle.  In  extenuation,  it  would  seem  desirable 
to  give  some  assistance  to  those  who  may  not  be  so  well  informed,  who 
are  desirous  of  knowing  the  real  facts,  but  who  might  be  misled  to  assume 
that  Monograph  31,  Patents  and  Free  Enterprise,  is  to  be  accepted  as  the 
work  of  an  authority  on  the  subject. 
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Economic  Standards  of  Govern-ment  Price  Control 

THIS  monograph  of  510  pages,  in  four  parts,  surveys  (I)  price  control 
of  public  utilities  by  three  state  public  service  commissions  and  the 
TVA;  (II)  milk  price  control  by  the  Federal  Government  and  five  states; 
and  (III)  Federal  Government  control  of  bituminous  coal  prices.  These 
surveys  are  followed  by  (IV)  an  appraisal  of  the  problems  involved  in  gov- 
ernmental price  control. 

Isador  Lubin,  Commissioner  of  Labor  Statistics,  in  his  letter  of  trans- 
mittal to  Senator  O'Mahoney,  states: 

I  regard  this  monograph  as  merely  a  beginning  of  the  study  of  one  of  the 
most  complex  and  difficult  questions  which  confronts  this  committee:  Should 
the  scope  of  Government  regulation  of  industry  be  extended,  and  if  it  is  to  be 
extended,  by  what  means  and  to  what  specific  social  and  economic  ends?   ,  .  . 

All  of  our  investigations  clearly  indicate  that  to  regulate  prices  effectively, 
and  with  honest  concern  for  the  welfare  of  the  public  and  of  any  particular 
industry,  necessarily  involves  the  assumption  of  a  large  measure  of  responsibility 
for  all  phases  of  the  life  of  that  industry.  It  is  the  failure  to  recognize  this  all- 
important  fact  that  has  led  to  many  of  the  difficulties  of  Government  price 
regulation.  .  .  . 

It  had  been  our  hope  ...  to  evaluate  the  administrative  techniques  employed 
by  regulatory  bodies,  and  if  possible  to  arrive  at  some  conclusions  regarding  the 
efficacy  of  the  typical  American  form  of  commission  regulation. 

Because  several  of  the  monograph  authors  became  engaged  in  emergency 
work,  the  final  analysis  was  narrowed  and  many  of  the  practical  questions 
concerning  techniques  of  regulation  and  administration  are  not  presented 
in  definite  form. 

Price  regulation  from  an  economic  point  of  view  has  revealed  serious 
shortcomings.  Foremost  is  the  failure  to  direct  regulation  toward  the 
achievement  of  sufficiently  broad  objectives  and,  at  the  same  time,  suffi- 
ciently to  exploit  social  and  economic  goals.  In  practice,  objectives  have 
been  too  uncertain  and  too  detailed,  too  broad  and  too  precise.  In  all  cases, 
past  regulation  has  been  undertaken  for  the  specific  purpose  of  dealing 
with  immediate  conditions  in  a  single  industry;  the  current  price  regula- 
tion of  the  OPA  attempts  to  deal  with  the  economy  as  a  whole. 

Some  of  the  major  problems  and  limitations  of  single-industry  price  con- 
trol are  set  forth  by  Professor  Donald  H.  Wallace  of  Williams  College, 
-.,  .     ..  »  the  editor  of  the  monograph,  in  Part  IV  (pp.  399-510). 

_>  .      «     4.     1  The  same  considerations  may  also  have  some  bearing  on 

Price  Control         ,     ,  ,  .   ^  ,  ° 

both  war  and  postwar  price  control. 

Dr.  Wallace  apparently  supports  the  thesis  that  the   primary  objective 
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of  price  control  should  be  "maximum  economic  production  and  consump- 
tion, which  is  considered  in  this  report  to  mean  the  largest  consumption 
which  will  return  the  increment  costs  (in  turn  defined  as  the  direct  cost 
of  producing  and  selling  one  unit  of  production,  without  regard  to  over- 
head), plus  whatever  additional  revenue,  if  any,  is  necessary  in  order  to 
maintain  expectations  that  will  attract  capital  in  the  case  of  an  industry 
with  growing  demand"  (p.  477).  This  recognition  that  it  is  necessary  to 
attract  new  capital  investment  and  that  it  is  profit  "expectations"  which 
are  necessary  to  do  this  is  a  welcome  recognition  of  economic  essentiality. 

It  is  difficult,  however,  to  fully  accept  Professor  Wallace's  conclusion 
that  "if  new  capital  is  not  needed  because  demand  shows  no  signs  of  in- 
creasing, the  prices  of  all  units  and  products  sold  by  the  firm  should  be 
equal  to  their  ascertainable  increment  costs"  {ibid.) — in  other  words,  with- 
out allowance  for  overhead  costs,  which  are  a  true  cost  of  adding  incre- 
mental as  well  as  primary  units. 

It  is  difficult,  moreover,  to  accept  as  valid  the  contention  of  Professor 
Wallace  (pp.  477-478)  that  under  "a  desirable  price  pattern"  a  producer 
(or  seller)  would  charge  some  consumers  more  than  others  because  they 
would  buy  about  as  much  "at  the  higher  prices."  On  this  basis  there  might, 
for  example,  be  ten  different  prices  for  a  quart  of  milk  on  the  same  milk 
route,  or  an  automobile  dealer  would  have  to  demand  a  certified  income 
tax  return  from  a  prospective  buyer  in  order  to  determine  the  selling  price 
of  a  car.  It  could  not  work  except  under  a  complete  dictatorship — and 
quite  possibly  not  even  there. 

But  aside  from  these  economic  aberrations  Professor  Wallace  has  cogently 
and  succinctly  presented  some  of  the  real  problems  confronted  by  price 
control.     To  a  large  extent  his  remarks  are  applicable  y  .      . 

only  to  peacetime  control,  but  they  may,  nevertheless,  p     v»l  f 

also  possess  some  relationship  to  wartime  price  control  p  .      p     *     i 

efforts  and  the  postwar  economy. 

He  calls  attention  to  the  following  important  points: 

(1)  "The  effect  of  a  price  change  in  one  industry  on  the  total  employ- 
ment of  resources  in  the  whole  economy"  is  considered  a  vitally  important 
but  often  ignored  phase  of  price  control  (p.  409). 

(2)  The  income  of  one  industry  may  be  increased  indirectly  "by  fixing 
prices  of  competing  substitutes  at  a  higher  level  than  would  otherwise  ob- 
tain" (p.  411).  This  course,  which  is  pointed  to  as  a  possibility  but  not 
advocated  by  Professor  Wallace,  would  involve  an  effort  to  deny  consumers 
the  benefits  of  competition  in  one  industry  in  order  to  induce  greater  pur- 
chase of  a  competing  product;  it  is  similar  to  other  efforts  to  switch  con- 
sumption, as  for  example  the  discrimination  against  butter  alternatives.  In 
the  bituminous  coal  industry,  according  to  Professor  Wallace,  "over  the 
longer  term"  the  minimum  price  policy  might  result  in  successive  increases 
in  the  minimum,  and  "the  consequence  might  well  be  to  stimulate  the  use 
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of  alternative  fuels  and  to  contract  the  coal  market  permanently"  (p.  468). 
Professor  Wallace  further  points  out  (p.  494)  that  "general  recovery  will 
not  be  promoted  by  raising  the  money  income  of  particular  groups,  through 
increase  in  the  prices  of  the  goods  they  sell,  unless  this  process  somehow  has 
the  result  of  substantially  enlarging  the  total  volume  of  spending  within  a 
given  time  in  the  whole  community." 

(3)  Professor  Wallace  is  apparently  well  aware  that  prices  of  a  product 
cannot  be  actually  controlled,  unless  the  principal  elements  of  cost  are  also 
controlled.  Thus  in  discussing  public  utility  regulation  he  points  out  that 
wage-rate  increases  may  result  in  an  increase  in  operating  expenses  which 
"would  lead  automatically  to  an  increase  in  the  rate  level  if  this  were  neces- 
sary in  order  to  preserve  receipt  of  the  fair  return"  (p.  44).  And  in  dis- 
cussing regulation  of  bituminous  coal  prices  he  points  out  that  wage  scales 
affect  "prices  to  consumers" — that  high  wage  scales  would  "result  in  un- 
duly high  prices"  (p.  463).  He  points  to  the  "difficult  task  of  directly  de- 
termining maximum  wages,  a  task  which,  if  it  is  ever  assumed  on  a  large 
scale,  will  provide  a  severe  test  of  democratic  governments"  (ibid.).  But 
he  recognizes  (ibid.)  that 

,  .  .  when  government  buttresses  by  price-fixing  the  results  of  collective  bar- 
gaining, the  question  may  arise  of  the  desirability  of  maximum  limits  on  wages 
in  order  to  preserve  a  satisfactory  degree  of  efficiency  in  the  economy  in  terms 
of  the  utilization  of  equipment  and  labor. 

(4)  Attention  is  soundly  directed  to  the  value  of  "keen  competition  from 
substitutes"  (p.  412)  as  a  means  of  obtaining  price  reduction.  Professor 
Wallace  does  not  point  out,  however,  that  price  reduction  is  not  con- 
fined to  cases  where  there  is  competition  with  a  direct  substitute,  but  that 
it  may  also  exist  in  the  cases  of  other  competition  for  the  consumer's 
dollar.  The  washing  machine  competes  with  the  dish-washing  machine, 
the  vacuum  cleaner  with  the  kitchen-mixer,  etc. 

(5)  "Pursuit  of  the  objective  of  maximum  consumption  requires  changes 
in  prices  and  in  profits  to  adjust  to  changing  economic  conditions.  Only 
by  continuous  adjustment  is  it  possible  to  obtain  maximum  consumption 
consistent  with  maintenance  of  minimum  profit  expectations  sufficient  to 
attract  additional  capital"  (p.  415).  In  other  words,  if  price  fixing  reduces 
profit  expectations  too  much  it  will  reduce  total  consumption  and  average 
living  scales. 

(6)  The  concept  that  all  that  is  needed  is  a  fair  return  on  past  capital 
investment — the  basis  of  current  Treasury  Department  excess  profits  tax 
theory — is  thus  answered  by  Professor  Wallace  (p.  421): 

The  idea  of  an  ordinary  return  in  each  year  on  past  investment  is  taken  from 
simple  static  economics  describing  a  situation  in  which  there  is  no  appreciable 
technical  progress,  no  marked  shifts  in  demand,  no  significant  changes  in  price 
levels  or  in  other  important  dynamic  influences  such  as  are  constantly  at  work 
in  the  real  world. 
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(7)  The  complexities  of  fixing  prices  on  a  basis  of  average  costs  are  thus 
set  forth  (p.  468) : 

.  .  .  The  increase  in  minimum  prices,  necessitated  by  a  rise  in  weighted  average 
cost  as  a  result  of  the  initial  decHne  in  consumption,  might  provoke  a  further 
drop  in  consumption,  causing  a  further  rise  in  weighted  average  cost,  a  subse- 
quent further  increase  in  minimum  prices,  and  so  on,  through  successive  price 
advances.  .  .  . 

The  insidious  effect  of  this  "bootstrapping  process"  and  its  danger  to  the 
competitive  position  of  the  industry  might  not  be  realized  quickly,  because  the 
immediate  effect  of  the  higher  minimum  prices  .  .  .  might  well  be  to  yield  a 
larger  total  gross  sales  revenue. 

(8)  The  problems  involved  in  attempting  to  fix  minimum  prices  which 
will  keep  high  cost  producers  in  business  are  thus  indicated  (p.  469) : 

...  A  decline  in  consumption  resulting  from  reduction  in  prices  of  competing 
energy  sources  would  probably  call  for  both  lower  coal  prices  and  smaller  con- 
sumption of  coal  than  theretofore.  To  attain  the  maximum  possible  economic 
consumption  of  coal  under  these  circumstances  coal  prices  should  be  reduced 
enough  to  hasten  the  retirement  of  high-cost  mines  and  to  check  somewhat  the 
shift  from  coal  to  substitutes.  Diminishing  consumption  as  a  result  of  advances 
in  fuel  economy  call  for  abandonment  of  production  by  some  high-cost  mines, 
and  perhaps  lower  minimum  coal  prices. 

(9)  "The  standard  for  minimum  prices  should  be  in  terms  of  probable 
future  costs  rather  than  past  recorded  costs,"  if  we  are  to  get  "maximum 
economic  consumption"   {ibid). 

(10)  Since  one  of  the  major  criticisms  of  private  electric  utilities  is  that 
they  give  lower  rates  to  large  industrial  users  than  to  domestic  users,  it  is 
interesting  to  note  that  Professor  Wallace  says  (p.  478) : 

.  .  .  The  contention  that  the  existing  spreads  between  electric  rates  to  residential 
consumers  and  rates  to  large  power  users  should  be  drastically  reduced  probably 
represents  at  least  in  part  either  a  misconception  of  the  standards  for  maximum 
economic  consumption  or  a  preference  for  considerations  of  equity  over  those 
of  maximum  consumption.  If  low  rates  to  large  power  users  (not  below  incre- 
ment costs)  enlarge  total  consumption  more  than  lower  rates  to  domestic  con- 
sumers than  those  now  in  force,  the  objective  of  maximum  economic  consump- 
tion is  obviously  more  closely  approached.  It  often  seems  to  be  overlooked 
that  insofar  as  low  rates  to  industrial  consumers  are  reflected  in  lower  prices 
of  industrial  products  than  would  otherwise  exist,  consumers  as  a  whole  may 
benefit. 

(11)  "There  are  no  a  priori  grounds  to  validate"  the  assumption  (p.  494) 
that 

.  .  .  lower  prices  in  a  particular  industry  will  result  in  larger  production, 
utilization  of  capacity,  and  employment  in  this  industry  and  will  increase  the 
total  national  income  and  employment  of  men  and  equipment  by  the  amount 
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of  the  increase  in  this  industry.  ...  In  one  instance  it  may  be  true,  in  another 
it  may  not  be. 

Professor  Wallace  lists  five  cases  in  which  "a  price  reduction  on  an  article 
will  not  have  a  tendency  to  promote  greater  use  of  resources  in  the  whole 
economy"  (p.  495). 

(12)  It  is  necessary  to  take  into  consideration  the  effects  of  both  price 
increases  and  reductions  on  the  expenditure  for  equipment  by  firms  in 
the  industry  (p.  496). 

THE  TENNESSEE  VALLEY  AUTHORITY 

Chapter  IV  of  Part  I  of  this  monograph,  written  by  Professor  Ben  W. 
Lewis  of  Oberlin  College,  considers  the  rate  policies  of  the  Tennessee  Val- 
Multiple  ley  Authority  (pp.  47-54). 

p  Before  discussmg  these  policies  it  should   be  noted, 

nf  TVA  however,  that  the  TVA  was  set  up  as  a  river  improve- 

ment enterprise.  Its  program  contemplates  the  canali- 
zation of  the  main  river  and  substantial  control  of  the  flow  of  the  river  and 
its  larger  tributaries.  A  large  number  of  dams  have  been  built  and  others 
are  under  construction.  The  rate  structure  of  the  TVA  embodies  the  phi- 
losophy of  complete  river  regimentation  and  the  allocation  of  a  substantial 
part  of  capital  expenditures  and  operating  expense  to  navigation,  flood  con- 
trol, etc.  The  TVA  rates  evidently  were  set  at  politically  expedient  levels, 
because  they  were  established  and  announced  almost  five  years  before  a  cost 
allocation  had  been  approved,  though  an  allocation  is  a  prerequisite  for 
determining  compensatory  charges  for  power.  It  now  develops  that  these 
rates  will  cover  only  a  part  of  the  true  cost  of  the  power.  The  monograph 
correctly  states  (p.  49)  that 

.  .  .  the  rates  set  originally  by  the  Authority  were  not  based  upon  TVA  costs, 
and,  of  course,  they  had  to  be  announced  before  TVA  began  to  operate. 

The  opening  statement  of  the  monograph  (p.  47),  that 

The  institution  and  the  policies  of  the  Tennessee  Valley  Authority  reflect,  in 
some  slight  measure  at  least,  a  condition  of  growing  public  dissatisfaction  with 
current  procedures  and  policies  in  the  public  regulation  of  privately  owned 
utilities, 

can  scarcely  be  supported  by  the  nine  years  of  historical  perspective  since 
the  creation  of  the  TVA  (1933).  There  was  at  that  time  little  dissatisfac- 
tion with  utility  regulation  except  among  a  small  minority  of  advocates 
of  political  management  for  utilities  and  among  a  certain  class  of  politi- 
cians who  had  discovered  that  the  results  of  public  utility  regulation  were 
not  sufficiently  spectacular  to  arouse  popular  interest.  It  was  the  existence 
of  Muscle  Shoals  Dam,  a  product  of  the  first  World  War,  that  created 
the  TVA.     The  necessity  of  validating  and  rationalizing  this  white  ele- 
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phant  led  to  the  establishment  of  a  subsidized  institution  to  dispose  (at  an 
apparent  profit)  of  the  power  it  could  produce.  The  subsidy  was  forth- 
coming under  the  guise  of  aiding  navigation,  providing  flood  control,  and 
promoting  national  defense;  but  its  principal  purpose  was  very  evidently 
to  create  a  "birch  rod,"  euphemistically  called  a  "yardstick,"  by  which  the 
rates  of  business-managed  utilities  could  be  beaten  down  below  a  level 
sufficient  to  yield  a  fair  return  on  property  used  and  useful  in  the  public 
service. 

The  stated  functions  of  the  TVA  were  flood  control,  aid  to  navigation, 
national  defense,  manufacture  of  fertilizer,  and  the  development  of  electric 
power.     The  cost  of  the  dams  was  distributed  among  ^. 

these  several  functions.     An  uneconomic  hydroelectric  -,     H  t*  Ir  f 

project  can  be  made  to  appear  feasible  by  scaling  down  Powpr  Ratps 

the  fixed  charges  against  the  power  part  of  the  project 
and  assigning  these  costs  to  one  or  more  of  the  other  purposes  of  the  dam. 
Because  90  per  cent  of  the  annual  cost  of  generating  power  at  hydroelectric 
stations  is  made  up  of  fixed  charges  on  the  capital  investment  (interest, 
depreciation  or  amortization  or  both,  taxes,  and  insurance)  and  less  than 
10  per  cent  of  the  annual  cost  is  operating  expense  (labor,  supplies,  etc.), 
the  writing  off  of  a  large  part  of  the  capital  cost  and  the  ignoring  or  scaling 
down  of  interest  rates  or  other  elements  of  fixed  charges  afford  a  scheme 
for  generating  cheap  power,  apparently. 

The  amount  of  money  at  stake,  even  in  these  days,  is  large.  The  rela- 
tive distribution  of  the  costs  of  the  several  dams  between  what  is  actually 
known  and  what  is  relatively  conjectural  is  shown  by  the  following  table 
abstracted  from  the  Annual  Report  of  the  TVA  for  the  fiscal  year  ended 
June  30,  1941,  which  shows  these  figures  for  the  cost  of  the  seven  dams  in 
service  at  that  time. 


Dam 

Power  alone 

Navigation 

Flood  control 

Total 

Pickwick 

Wilson 

$  9,909,144 
13,113,143 
11,649,962 
8,253,950 
8,748,158 
3,356,052 
4,787,749 

$  5,403,358 
2,538,162 
1,825,810 
3,150,155 
4,096,556 

$1,021,000 

$16,333,502 
15,651,305 

Wheeler 

13,475,772 

Guntersville 

11,404,105 

Chickamauga 

Hiwassee 

1,040,000 

210,000 

2,600,000 

13,884,714 
3,566,052 

Norris 

7,387,749 

Total,  direct  use.  .  . 

$59,818,158 

$17,014,041 

$4,871,000 

$81,703,199 

Multiple-use  facilities  (arbitrarily  allocated)  (61.5%  of  tota 

0 

$130,439,470 

Allocated 

(40%) 
$  52,175,788 

(36%) 
$46,958,209 

(24%) 
$31,305,473 

Final  total 

Per  cent  of  total  cost. 

$111,993,946 
52.8% 

$63,972,250 
30.1% 

$36,176,473 
17.1% 

$212,142,669 
100% 
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The  cost  of  multiple-use  facilities  (i.e.,  common  to  power,  navigation, 
and  flood  control)  is  thus  shown  as  6V/2  per  cent  of  the  total.  If  the  en- 
terprise is  to  be  regarded  as  a  "going  concern"  which  must  pay  its  own 
way,  instead  of  a  public  charity  at  the  public  expense,  it  is  evident  that  this 
allocation  of  costs  between  power  and  other  functions  becomes  the  critical 
factor  in  the  TVA  rate  structure. 

There  is  no  accurate  accounting  for  funds  spent  on  straight  navigation, 

or  on  straight  flood  control  projects,  or  on  the  general  run  of  WPA  projects, 

J  etc.     The  TVA  project,  however,  was  set  up  to  be  a 

.  ..  yardstick  project  to  measure  the  fairness  of  rates  of  ex- 

Accounting  {  .        .   ^  .  '     ...  .  ,  .        ...  ,, 

istmg  electric  utilities;  and  in  submitting  an  allocation 

of  cost,  as  required  by  Congress,  the  TVA  purports  to  have  submitted  a 
complete  and  accurate  accounting.  Its  report  of  allocated  costs  and  its 
estimate  of  return  on  investment  must  be  expected  therefore  to  meet  gen- 
erally accepted  accounting  standards  of  sound  business.  This  they  seriously 
fail  to  do. 

Unfortunately,  in  view  of  the  facts  that  it  is  the  Federal  Government 
setting  the  standard  of  fairness  and  that  this  standard  is  to  determine  the 
soundness  of  investment  in  a  twelve  and  a  half  billion  dollar  industry,  the 
annual  and  special  reports  of  the  TVA  to  Congress,  instead  of  being  pains- 
taking models  of  completeness  and  clarity  in  accounting,  have  been  hope- 
lessly lacking  in  consequential  accounting  information.  Only  by  a  careful 
study  of  the  statements  presented  by  TVA  spokesmen  to  appropriation 
committees  of  Congress  when  asking  for  more  money  and  of  statements 
submitted  by  its  representatives  to  the  courts  has  it  been  possible  to  obtain 
any  understanding  of  the  operations  of  this  organization. 

As  a  power-generating  system  the  TVA  project  is  uneconomic.  The 
dams  are  expensive  to  build;  they  drown  out  a  large  area  of  the  most  fertile 
land  in  the  state;  and  the  river  run-off  fluctuates  widely  during  a  period 
of  years  so  that  the  capacity  of  the  dams  for  supplying  continuous  power 
is  comparatively  small.  Steam  power  could  be  supplied  more  cheaply. 
Finding  this  to  be  the  situation,  the  TVA  naturally  sought  excuse  for 
sloughing  off  a  large  part  of  the  actual  cost  incurred  in  carrying  out  the 
undertaking.  The  integrity  of  this  allocation  action  has  repeatedly  been 
questioned  because  of  the  fact  that  multiple-purpose  dams  constitute  in 
large  measure  a  contradiction  in  terms.  Power  generation  requires  a  full 
dam  to  produce  the  greatest  head  of  water  pressure  on  the  turbines  and 
as  a  reservoir  to  supplement  low  flow  during  dry  seasons  and  during  cold 
weather  when  streams  are  frozen  up.  Flood  control,  on  the  other  hand, 
requires  empty  reservoirs  to  serve  as  basins  to  catch  floods  whenever  they 
may  come  along. 

In  1938,  the  TVA,  to  carry  out  a  provision  of  the  act,  presented  for  ap- 
proval a  cost  allocation  recommended  by  its  Committee  on  Financial  Pol- 
icy.   This  allocation  covered  the  three  original  dams,  Norris,  Wheeler,  and 
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Wilson.  Since  tliat  report  was  made,  under  the  stimulus  o£  war,  the  en- 
terprise has  been  greatly  enlarged  by  the  addition  of  war-load  contracts 
for  large  amounts  of  power — for  manufacture  of  such  things  as  aluminum, 
chemicals,  and  powder.  This  has  naturally  brought  to  the  TVA  both  a 
tremendously  increased  power  demand  and  a  big  rise  in  revenues;  and, 
also,  a  corresponding  increase  in  appropriations  to  provide  additional  ca- 
pacity. In  the  fiscal  year  ending  June  30,  1939,  the  TVA  revenue  from 
sale  of  power  was  $5,445,000;  two  years  later  it  was  $21,052,000. 

The  TVA  pays  no  Federal  taxes  and  no  interest  comparable  with  that 
paid  by  private  utilities. 

We  believe  it  more  desirable  to  consider  the  economics  of  its  operations 
in  normal  rather  than  in  these  abnormal  times;  it  should  be  noted,  how- 
ever, that  the  rate-making  policies  remain  unchanged.  A  discussion  of  this 
original  period,  covered  by  the  T.N.E.C.  monograph,  is  more  pertinent 
to  an  understanding  of  these  policies  than  would  be  an  analysis  of  the  pres- 
ent war-swollen  economy.  The  following  discussion  relates  to  the  1938 
TVA  allocation  report  on  Norris,  Wheeler,  and  Wilson  Dams. 

The  construction  cost  of  the  three  dams  of  approximately  $139,000,000 
really  cost  the  Treasury,  allowing  10  per  cent  for  overhead  expenses,  inter- 
est during  construction,  and  interest  less  earnings  to  the  time  of  the  report, 
about  $161,000,000.  This  was  the  actual  cost  to  the  Federal  Treasury,  in- 
stead of  the  modest  $94,125,671  with  which  the  TVA  has  started  out  in 
making  its  allocation  to  navigation,  flood  control,  and  power.  The  write- 
down cost  of  the  three  dams  was  about  60  per  cent  of  the  total  cost  to  1937. 

The  TVA  Act  provides  for  the  allocation  of  cost  of  dams  and  other 
improvements  under  the  control  of  the  Authority  as  between  (1)  flood 
control,  (2)   navigation,  (3)   fertilizer,  (4)   national  de-  .,,       .. 

fense,  and  (5)  development  of  power.    In  carrying  out  -  p     . 

this  requirement  the  TVA  could  have  adopted  the 
assumption  that  the  dams  were  built  for  power  generation  and  that  other 
collateral  uses  of  the  dams  should  be  charged  with  cost  when  and  to  the 
extent  only  that  bona  fide  benefits  or  tangible  revenues  had  become  demon- 
strated realities;  or  it  could  have  proceeded  on  the  basis  of  charging  all 
that  it  could  find  excuse  for  to  the  purposes  other  than  power  production, 
and  to  charge  to  power  only  what  was  left  over.  This  latter  course  has 
been  followed.  It  is  due  to  this  course  that  the  TVA  maintains,  as  stated 
in  the  monograph  (p.  51),  that  "its  power  operations  are  on  a  completely 
paying  basis."  Because  of  the  importance  of  this  contention  it  is  necessary 
to  set  forth  the  facts  in  considerable  detail. 

That  the  production  of  power  was  the  true  purpose  and  is  the  real  busi- 
ness of  Norris,  Wheeler,  and  Wilson  Dams  has  been  frankly  stated  on  some 
occasions  by  those  responsible  for  enacting  and  carry-  „      Power 

ing  out  the  TVA  legislation.     Mr.  David  E.  Lilien- 
thal,  in  an  address  at  Knoxville,  in  1935,  made  the  following  statement :  ^ 

^  Chattanooga  News,  March  1,  1935. 
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".  .  .  But  there  seems  to  be  some  inclination  to  forget  that  these  dams  are 
not  being  built  for  scenic  effect.  These  millions  of  dollars  are  not  being 
spent  merely  to  increase  business  activity  in  this  area.  These  dams  are 
power  dams.  They  are  being  built  because  they  will  produce  electric 
power." 

In  a  radio  address  on  July  31,  1934,  Mr.  John  D.  Blandford,  Coordinator 
of  the  TV  A,  said  in  part: 

"A  dam  is  not  an  isolated  structure  or  operating  unit  but  part  of  a  uni- 
fied development  of  a  water  system  with  power  produced  at  half  the  cost 
of  unorganized  development  and  certain  valuable  by-products  in  flood  con- 
trol and  navigation." 

Mr.  Lilienthal,  speaking  in  Atlanta,  on  November  10,  1933,  said: 

"If  we  admit  that  the  use  of  electricity  cannot  be  increased  manyfold;  if 
that  is  our  mental  attitude,  then  we  must  be  logical  and  immediately  stop 
construction  of  the  Cove  Creek  Dam  and  of  the  Joe  Wheeler  Dam." 

On  June  13,  1934,  Dr.  Arthur  E.  Morgan,  appearing  before  the  Senate 
Subcommittee  of  the  Committee  on  Appropriations,  when  asked  if  the 
entire  purpose  of  the  dams  was  not  the  production  of  electrical  energy, 
answered: "  "That  is  the  major  purpose." 

Sponsors  of  the  TVA  legislation  have  repeatedly  told  Congress  that  the 
projects,  including  Wilson  Dam,  would  be  self-supporting.  In  appearing 
before  appropriation  committees,  TVA  spokesmen  in  order  to  obtain  ap- 
propriations for  additional  dams  have  emphasized  the  fact  that  the  projects 
would  be  self-supporting,  that  power  revenues  would  bear  the  entire  cost 
of  the  project.  In  1936,  Mr.  Lilienthal,  before  the  Appropriations  Com- 
mittee of  the  House,  said:^ 

"You  will  note  that  we  expect  power  revenues  to  liquidate  the  entire 
investment  in  fifty  years  and  to  be  on  a  self-supporting  basis  soon  after 
the  construction  period  is  over." 

In  1934,  Dr.  Arthur  E.  Morgan,  appearing  before  the  House  Appro- 
priations Committee,  testified  as  follows:* 

Chairman:   "What  are   the   proper   receipts  from  all  sources,   including 
the  fertilizer  source,  too?" 
Dr.  Morgan:  "It  is  my  personal  opinion  that  after  a  preliminary  period 

2  Hearings  before  the  Subcommittee  of  the  Committee  on  Appropriations,  U.  S.  Senate,  73rd 
Congress,  2nd  Session,  on  H.R.  9830,  Deficiency  Appropriation  Bill,  fiscal  year  1934,  pp. 
262-263. 

3  Hearings  before  the  Subcommittee  of  House  Committee  on  Appropriations  in  Charge  of 
Deficiency  Appropriations,  74th  Congress,  2nd  Session,  Part  I,  p.  284. 

*  Hearings  before  the  Subcommittee  of  House  Committee  on  Appropriations  in  Charge  of 
Deficiency  Appropriations,  73rd  Congress,   2nd   Session,  p.   169. 
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of  getting  on  our  feet  as  a  new  undertaking  this  program  should  be  amor- 
tized in  twenty-five  years." 

Chairman:  "You  mean  in  twenty-five  years  you  ought  to  get  revenues 
sufficient  to  pay  the  operating  expenses  and  return  to  the  Government  an 
investment  of  $310,000,000?" 

Dr.  Morgan:  "Yes,  sir,  it  is  my  personal  opinion  that  [sic]  after  a  prelim- 
inary period  of  getting  under  way  as  a  project.  The  Board  of  Directors 
has  not  determined  upon  a  definite  period  for  amortization  period." 

Chairman:  "You  think  you  ought  to  do  that  in  twenty-five  years." 

Dr.  Morgan:  "Yes,  sir." 

In  view  of  the  fact  that  the  TVA  legislation  was  enacted  with  the  assur- 
ance that  the  project  would  be  self-supporting  and  pay  back  in  a  period 
of  years  the  entire  cost  and  in  view  of  Mr.  Lilienthal's  testimony  ^  before 
a  committee  of  Congress  that  the  electric  part  of  the  program  is  virtually 
the  only  means  whereby  revenues  are  derived  for  the  support  of  the  pro- 
gram, the  obligation  is  clear  for  power  revenues  to  bear  the  cost  of  the 
dams.  The  promises  have  been  such  that  Congress  and  the  nation  could 
reasonably  expect  their  full  performance  without  evasion  or  short-changing. 

From  a  yardstick  point  of  view,  consider  what  would  be  required  of 
private  enterprise  if  it  had  built  the  dams.  The  Federal  Government,  in 
the  Water  Power  Act  of  1920,  laid  down  a  policy  that  set  forth  what  it  ex- 
pected of  private  enterprise  when  building  power  dams  that  could  serve 
multiple  purposes.^  If  private  enterprise  had  built  these  three  dams,  over 
95  per  cent  of  their  cost  would  have  had  to  be  borne  by  power,  according 
to  the  experience  of  licensees  under  the  Act.  The  Federal  Government, 
at  the  expense  of  the  taxpayer,  might  have  paid  for  the  net  cost  of  the 
locks  in  Wheeler  and  Wilson  Dams,  but  this  would  probably  have  been  the 
only  expense  assumed.  Even  in  that  case  it  is  likely  that  it  would  have 
deferred  installation  of  the  locks  until  substantial  use  therefor  had  been 
demonstrated.  In  any  case,  the  Government  would  have  required  the  pri- 
vate company  to  furnish  power  for  the  operation  of  the  locks  and  would 
have  required  that  in  the  building  of  the  dam  expenditures  be  made  to 
reduce  to  a  minimum  the  actual  expense  to  the  Federal  Treasury  of  in- 
stalling the  locks  themselves.  In  the  cases  of  Keokuk  Dam  in  the  Missis- 
sippi and  Hale's  Bar  Dam  in  the  Tennessee,  the  Government  required  the 
power  companies  to  pay  for  installing  the  locks  as  well,  although  the  Gov- 
ernment supplied  at  its  own  expense  the  standard  fittings  and  equipment 
for  locks.  Such  was  the  government  yardstick  for  private  enterprise  in 
operation. 

^  Hearings  before  the  Subcommittee  of  the  House  Committee  on  Appropriations  in  Charge 
of  Deficiency  Appropriations,  75th  Congress,  1st  Session,  on  the  Second  Deficiency  Appropria- 
tion Bill  for  1937,  p.  451. 

6  "The  Federal  Water  Power  Act"  (June  10,  1920),  U.  S.  Code  Annotated  Tide  16,  S. 
804-805,  p.  230. 
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The  TVA  reports  made  no  allocation  of  cost  to  national  defense,  on  the 

ground  that  the  project  was  not  in  operation  for  that  purpose  and  that 

-,      -KT  A.-       1  allocation  should  be  withheld  until  wartime  use  might 

For  National  i      i      j     t^u-     •  j  •        t^u 

-J  -  have  developed.      Inis  is  sound  reasonmg.    ihe  same 

reasoning  should  logically  be  applied  also  with  respect 

to  navigation  use  of  the  project. 

To  justify  charging  a  substantial  part  of  the  cost  of  Norris,  Wheeler,  and 
Wilson  Dams  to  non-existent  navigation,  the  TVA  Committee  on  Finan- 
-,      j~     .       .  cial  Policy  painted  a  rosy  picture  of  prospective  regional 

industrial  development  through  availability  of  water 
transportation.  If  improvement  of  rivers  for  navigation  had  never  been 
tried  before  in  the  Mississippi  Valley,  or  if  improvement  of  rivers  in  this 
area  in  recent  times  had  been  followed  by  healthy  commerce  and  indus- 
trial development,  there  might  be  excuse  for  such  a  prospectus;  but  the 
program  has  been  tried  time  and  again  in  the  past  fifty  years,  and  its  rec- 
ord discourages  the  assumption  that  positive  over-all  benefits  will  result. 

Any  transportation  saving  through  improvement  of  waterways  must  be 
looked  at  from  an  over-all  viewpoint,  since  the  funds  for  such  improve- 
ment come  from  the  National  Treasury.  River  cities,  because  of  Inter- 
state Commerce  Commission  rate  regulations,  may  get  lower  rail  rates  as 
a  result  of  river  improvement;  but  this  is  a  subsidy  at  the  general  expense 
and  provides  no  over-all  benefit  unless  there  results  greater  over-all  trans- 
portation efficiency  or  economy  in  the  combined  water,  rail,  and  highway 
transportation  services  than  existed  before  the  river  improvement  was  made. 

From  the  history  of  water-borne  commerce  on  inland  rivers  it  does  not 
appear  that  improvement  of  the  navigability  of  the  Tennessee  will  dispense 
with  the  need  for  any  of  the  rail  or  highway  facilities  now  serving  that 
region.  If  river  traffic  did  develop,  its  cost  would  plainly  exceed  the  in- 
crement cost  to  the  railroads  and  highways  of  carrying  all  the  traffic.  The 
over-all  cost  of  transportation  serving  the  area  will  therefore  have  been 
increased. 

The  origination  and  destination  of  most  commodities  which  might  be 
shipped  by  inland  rivers  involve  the  use  of  truck  or  rail  transportation; 
and,  because  a  large  part  of  the  cost  of  transportation  consists  in  handling 
charges,  loading  and  unloading,  there  is  little  incentive  to  use  river  trans- 
portation. Therefore  navigation  on  the  Mississippi  and  its  improved  tribu- 
taries is  largely  confined  to  craft  operated  by  the  Federal  Government  or 
carrying  supplies  for  the  construction  or  repair  of  government  projects,  to 
miscellaneous  pleasure  craft,  and  to  a  limited  amount  of  special  commerce 
that  gains  some  advantage  through  the  use  of  the  waterway.  Commerce 
in  government-owned  barge  lines  that  does  not  pay  operating  expenses 
can  hardly  be  credited  to  the  cost  of  dams  as  an  economic  benefit.  The 
remaining   river   traffic   could   support   practically   no   charges;   in   fact,   it 
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would  disappear  if  even  small  charges  were  applied.  A  good  way  to  test 
the  actual  navigation  benefits  would  be  to  put  a  lockage  charge  on  vessels 
passing  through  the  locks  in  the  Tennessee  dams,  as  the  former  Chairman 
of  the  TVA  at  one  time  proposed,"  and  as  is  done  in  the  Panama  Canal. 
This  would  soon  show  how  much  river  navigation  could  pay.  It  would 
take  a  substantial  toll  charge  and  volume  of  traffic  merely  to  pay  the  costs 
of  providing  and  operating  the  locks  alone,  without  assuming  any  part  of 
the  cost  of  the  dams  and  reservoirs. 

Many  persons,  in  discussing  the  multiple  benefits  of  the  TVA  project, 
have  pointed  out  that  a  report  of  the  Army  Engineers  to  Congress  some 
years  ago  estimated  that  nine-foot  navigation  could  be  extended  from  the 
mouth  of  the  river  to  Knoxville  by  a  series  of  low  dams  at  a  cost  of  less 
than  $75,000,000.^  Using  this  figure,  they  have  attempted  to  determine 
what  part  of  the  cost  of  the  TVA's  projected  expenditure  of  $521,000,000® 
for  dams  in  the  Tennessee  and  certain  of  its  tributaries  could  properly  be 
assigned  to  navigation. 

The  TVA  allocation  report  for  Norris,  Wheeler,  and  Wilson  Dams  used 
this  earlier  report  of  the  Army  Engineers  in  accordance  with  its  "alterna- 
tive justifiable  expenditure  theory"  as  a  basis  for  the  joint  investment  allo- 
cated to  navigation.  For  its  purposes,  however,  it  proceeded  to  raise  the 
estimate  of  the  Army  Engineers,  who  have  been  building  navigation  dams 
for  a  century,  from  $8,128,000  to  $23,373,000,  a  raise  of  about  200  per  cent. 
It  then  proceeded  to  assume  that  these  high-cost  alternative  navigation  dams 
would  have  been  a  justifiable  expenditure. 

But  the  fact  that  nine-foot  navigation  to  Knoxville  could  be  provided 
for  $75,000,000  did  not  mean  that  such  an  expenditure  would  be  economic; 
that  is,  that  the  prospective  benefits  would  stand  that  expenditure.  Major 
R.  W.  Putnam,  formerly  U.  S.  District  Engineer  in  Chicago  and  a  con- 
sulting engineer  on  navigation  and  waterways,  estimated,  on  an  optimistic 
basis  in  the  light  of  the  history  of  inland  waterways,  that  the  savings  in 
transportation  costs  based  upon  the  amount  of  tonnage  which  might  be 
expected  to  develop  within  the  next  thirty  years  by  reason  of  the. series  of 
low  navigation  dams  on  the  Tennessee  would  justify  an  investment  of 
$35,600,000,  or  less  than  half  of  the  estimated  $75,000,000  cost  of  the  dam.'° 
He  estimated  that  the  TVA  plan  of  high  dams  and  large  pools  would  effect 
a  saving  in  transportation  costs  on  commerce  to  be  developed  in  the  next 
thirty  years  which  would  justify  an  expenditure  of  $48,000,000,  or  about 

^  "Unified  Control  for  Interstate  Powers,"  by  A.  E.  Morgan  before  Interstate  Commission 
on   Delaware   River   Basin,   Philadelphia,   Pa.,   December    10,    1937,   TVA    Release,   p.   9. 

*  House  Document  No.  328,  7Ist  Congress,  2nd  Session,  Part  1,  pp.  98-99. 

^  1939  Independent  Offices  Appropriation  Hearings,  p.  919,  using  cost  of  Wilson  Dam 
shown  in  footnote   1. 

^°  Volume  II,  Transcript  of  Record  of  Tennessee  Electric  Power  Co.,  et  al,  Appellants  vs. 
TVA,  filed  April  18,  1938,  before  Supreme  Court  of  the  U.  S.,  October  Term,  1938,  No.  27, 
p.  1166. 
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10  per  cent  of  the  $473,650,000  then  estimated  to  be  the  cost  of  the  TV  A 
project/^ 

The  Norris  Dam  itself  can  have  no  practical  navigation  value.  It  has 
no  locks  and  therefore  constitutes  a  barrier  to  floating  log  rafts  or  other 
possible  navigation  at  that  point.  After  the  main  river  dams  are  built, 
released  water  from  Norris  Dam  can  have  no  navigation  value,  and  there 
is  no  chance  of  any  significant  navigation  developing  before  these  dams 
are  built.  The  Chief  of  Engineers,  U.  S.  Army,  in  testifying  before  the 
House  Military  Affairs  Committee  in  1932,^'  when  asked  if  the  proposed 
Cove  Creek  Dam  (later  Norris  Dam)  was  a  feasible  proposition  for  navi- 
gation purposes  only,  replied,  "No,  by  no  means";  that  he  would  never 
think  of  building  a  reservoir  up  there  for  navigation  purposes  only.  When 
asked,  "The  navigation  of  the  river  is  possible  with  the  low  dams  that  you 
contemplate  .f'"  he  replied,  "Exactly,  and  that  is  the  cheapest  way  to  get  it, 
working  for  navigation  only." 

Pending  the  development  of  bona  fide  benefits  to  commerce,  only  the 
cost  of  locks  at  Wheeler  and  Wilson  Dams  should  reasonably  be  credited 
to  navigation,  if  they  are  to  be  accounted  as  a  sound  business  enterprise 
which  is  to  be  used  as  a  yardstick  of  the  fairness  of  charges  by  other  sound 
business  enterprises.  Later,  if  real  benefits  or  revenues  were  to  arise  from 
bona  fide  commerce,  these  should  be  assessed,  the  power  charges  credited, 
and  rates  reduced  proportionately. 

The  Committee  on  Financial  Policy  omitted  allocating  a  part  of  the  com- 
mon expenditures  to  fertilizer,  on  the  ground  that  fertilizer  operations 
-,      —     ..,.  are  being  currently   charged   for  services   rendered   by 

other  departments  of  the  Authority.  This  shows  a 
radical  change  of  program,  a  change  indicated  also  by  the  switch  from 
the  statutory  requirement  that  nitrates  be  manufactured  to  an  experimental 
program  for  the  development  of  phosphates.  In  its  earlier  estimates  of 
revenue  the  TVA  guessed  that  by  1935  it  would  have  a  revenue  from  the 
sale  of  fertilizer  of  $570,000  and  in  1936  a  revenue  of  $1,340,000.'"  These 
revenues  did  not  materialize.  The  charging  of  fertilizer  operations  for 
services  rendered  by  other  departments  of  the  Authority,  therefore,  is  equiv- 
alent to  charging  off  part  of  the  cost  of  dams  to  fertilizer  without  corre- 
sponding income.  As  in  the  case  of  national  defense  and  in  the  case  of 
navigation,  this  charge-off  should  be  deferred  until  such  time  as,  and  to 
the  extent  that,  revenues  from  the  sale  of  fertilizer  may  have  been  realized. 
If  the  TVA  projects  were  being  managed  on  a  business  basis,  when  in- 
come from  fertilizer  had  actually  developed,  power  charges  would  be  re- 

11 /^/(f.,  p.  1166. 

12  Hearings  before  the  Committee  on  Military  Affairs,  House  of  Representatives,  72nd  Con- 
gress, 1st  Session,  pp.  354-355   (January  12,  1932). 

13  The  Budget  of  the  United  States  Government  for  Fiscal  Year  Ending  June  30,  1936,  p.  707. 
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lieved  of  a  corresponding  share  of  the  burden  of  costs  and  rate  reductions 
would  then  be  granted. 

The  TVA  Committee  on  Financial  Policy  found  that  $2,600,000  out  of 
a  scaled  down  cost  of  $94,125,671  for  Norris,  Wheeler,  and  Wilson  Dams 
was    single-purpose    investment    for    flood    control    and  —      piood 

that  flood  control  should  be  charged  with  an  additional  fontrnl 

$15,870,627  as  its  share  of  the  remaining  cost,  making 
a  total  investment  charged  to  flood  control  of  $18,470,627. 

There  are  two  important  tests  of  the  flood  control  value  of  the  TVA 
reservoirs:  First,  the  benefits  in  the  Tennessee  Valley  itself  and,  second, 
the  benefits  in  the  Mississippi  Valley.  The  cost  of  the  dams  can  properly 
be  credited  only  with  the  actual  reduction  occasioned  by  them  in  the  cost 
of  alternative  flood  control  measures  in  the  Tennessee  and  Mississippi 
River  Valleys.  Such  benefits,  as  will  be  pointed  out  later,  will  be  very 
small  compared  with  the  value  of  the  reservoirs  for  power  development. 
It  is  doubtful  that  the  flood  control  storage  now  contemplated  at  these 
dams  will  continue  to  be  maintained  in  actual  practice  or  that  they  will 
be  seriously  relied  upon  to  reduce  maximum  flood  heights  in  the  planning 
and  maintaining  of  flood  control  projects  on  these  two  rivers. 

In  the  Tennessee  Valley  itself  the  principal  point  of  danger  of  flood 
damage  is  the  city  of  Chattanooga.  The  TVA  project  as  designed  affords 
little  flood  protection  to  this  city,  whether  storage  capacity  is  reserved  for 
flood  control  or  not.  If  Chattanooga  is  to  be  protected  from  extreme  high 
floods,  it  will  still  require  extensive  dikes.  In  fact  the  city  asked  the  PWA 
for  $14,800,000  for  dikes  to  withstand  a  60-foot  flood  height,  stating  that 
the  effect  of  the  TVA  dams  would  be  to  reduce  the  estimated  maximum 
flood  height  at  that  city  by  only  four  feet.^*  Without  this  four-foot  reduc- 
tion the  cost  of  the  dike  would  perhaps  have  been  two  or  three  million  dol- 
lars greater.  Norris  Dam  would  share  with  the  proposed  Fontana  Dam 
the  credit  for  this  relatively  small  reduction. 

No  other  flood  control  benefit  of  material  consequence  in  the  Tennessee 
Valley  can  be  claimed  for  the  TVA  dams,  because  they  will  have  drowned 
out  most  of  the  rich  bottom  farm  lands  where  flood  damage  used  to  occur. 
The  permanent  drowning  out  of  farms,  villages,  and  other  improvements 
in  river  basins  is  one  way  of  curing  flood  damage,  but  it  is  a  destruction 
rather  than  a  conservation  measure  and  must  be  treated  as  a  debit,  not  a 
credit,  to  flood  control.  Already  there  have  developed  in  the  Tennessee 
Valley  what  are  called  "ghost  towns,"  so  called  because  the  farm  lands  which 
supported  them  have  been  drowned  out.  Cities  and  counties  have  begun 
to  ask  for  compensation  because  of  lost  tax  revenues,  lost  population,  lost 
accessibility,  etc.  As  for  benefit  to  flood  control  in  the  alluvial  valley  of  the 
Mississippi  River,  upon  which  the  TVA  in  its  report  has  leaned  heavily  for 

1*  Chattanooga  Times,  July  7,  1938. 
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support  of  its  allocation  to  flood  control,  Norris,  Wheeler,  and  Wilson  Dams 
are  too  far  away  from  the  main  stem  of  the  Mississippi  to  have  any  pro- 
nounced influence  on  its  flood  stages.  The  Chairman  of  the  House  Flood 
Control  Committee  estimated  that  these  three  dams  reduced  the  crest  of 
the  record  breaking  1937  flood  at  Cairo,  Illinois,  by  only  one  inch/^  Most 
of  the  flood  control  value  of  the  Tennessee  reservoirs  for  Mississippi  flood 
control  must  be  assigned  to  the  proposed  Gilbertsville  Dam  near  the  mouth 
of  the  Tennessee.  Very  little  could  be  credited  to  the  three  dams  that  are 
the  subject  of  this  TVA  allocation  report. 

The  small  value  of  Tennessee  River  reservoirs  for  Mississippi  flood  con- 
trol and  the  conflict  between  purposes  were  stated  in  a  report  to  the  Chief 
of  Engineers,  U.  S.  Army,  by  Major  L.  H.  Watkins,  District  Engineer  at 
Chattanooga,  Tennessee,  dated  March  30,  1929,  in  which  he  said:^® 

"While  the  amount  of  water  held  out  by  reservoirs  in  the  Tennessee  River 
Basin  appears  large  when  compared  to  flood  flows  in  the  Tennessee  River 
Basin,  this  amount  is  small  compared  to  flood  flows  of  the  Mississippi,  and 
studies  made  by  the  Board  preparing  plans  for  flood  control  of  the  Missis- 
sippi indicate  that  the  waters  held  out  by  flood  reservoirs  of  this  stream 
would  not  have  a  very  great  effect  on  floods  of  the  Mississippi;  and,  as  res- 
ervoirs used  primarily  for  flood  control  of  the  Mississippi  would  require  the 
use  of  sites  necessary  for  the  proper  development  of  the  Tennessee  River 
for  navigation,  water  power,  and  flood  control,  they  would  prevent  the 
proper  development  of  navigation,  water  power,  and  flood  control  in  this 
basin." 

The  TVA  Committee  on  Financial  Policy,  in  applying  its  "alternative 
justifiable  expenditure  theory,"  found  that  single-purpose  flood  control 
storage  on  the  Tennessee  would  cost  $18  per  acre-foot  and  used  this  as  a 
basis  for  allocating  the  cost  of  the  three  dams  to  flood  control.  Then 
2,020,000  acre-feet  of  flood  control  storage  to  be  reserved  at  Norris  Dam, 
at  $18  per  acre -foot,  according  to  this  calculation,  would  have  a  value  of 
$36,360,000.  The  Committee  ignored  the  fact  that  the  U.  S.  Reclamation 
Service  found  that  a  flood  control  dam  at  Norris  Dam  site  could  be  built 
for  $7,150,000,^^  or  one  fifth  of  its  "alternative  justifiable"  figure. 

The  Committee,  in  relying  heavily  upon  Mississippi  flood  control  benefits 
for  justifying  its  flood  control  allocation,  ignored  a  long  series  of  reports  of 
Army  Engineers  which  would  show  that  the  three  dams  under  considera- 
tion would  have  little  effect  in  reducing  the  cost  of  Mississippi  flood  con- 
is  Congressional  Record,  Appendix,  March  16,  1937,  p.  2968.  Address  of  Honorable  William 
M.  Whittington  of  Mississippi  on  March  12,  1937,  at  St.  Louis,  Mo. 

1^  "Tennessee  River  and  Tributaries,"  House  Document  328,  73rd  Congress,  2nd  Session, 
Part  I,  p.  79. 

!'■  Volume  III,  Transcript  of  Record,  Supreme  Court  of  the  U.  S.,  October  Term,  1938,  No.  27. 
Tennessee  Electric  Power  Co.,  et  al  vs.  TVA,  testimony  of  Sherman  M.  Woodward,  TVA 
Chief  Water  Control  Planning  Engineer,  p.   1816. 
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trol  works  and  that  the  adopted  alternative  flood  control  plan  of  levees  and 
floodways  could  provide  the  same  benefits  for  a  fraction  of  the  cost.  The 
Committee  quoted  a  report  of  the  Chief  of  Engineers  in  1935  ^^  in  support 
of  its  discussion,  but  failed  to  add  that  this  report,  in  discussing  a  compre- 
hensive system  of  reservoirs,  said  that  the  direct  benefits  at  the  present  time 
were  not  commensurate  with  the  cost. 

The  flood  control  project  adopted  by  Congress  for  the  protection  of  the 
Mississippi  Valley  as  yet  has  not  been  modified  by  reason  of  the  TVA  dams 
built  and  projected.  The  situation  is  such  that  no  flood  control  agency 
charged  with  the  responsibility  of  protecting  the  alluvial  valley  from  floods 
could  feel  justified  in  materially  reducing  the  size  and  scope  of  that  project 
on  the  strength  of  plans  that  have  been  stated  for  reserving  10,000,000  acre- 
feet  of  storage  for  flood  waters  in  the  TVA  reservoirs.  Any  actual  benefit 
would  undoubtedly  be  treated  as  an  additional  factor  of  safety  over  and 
above  the  safety  factor  already  adopted  as  a  matter  of  judgment.  If  this 
reserved  capacity  could  be  definitely  relied  upon  at  all  times,  and  if  human 
minds  could  foretell  several  days  ahead  when  rains  would  stop  faUing,  so 
that  the  efifect  of  this  storage  capacity  would  surely  be  applied  to  reduce 
Mississippi  flood  crests,  10,000,000  acre-feet  of  storage  on  the  Tennessee  could 
reduce  the  flood  height  at  Cairo,  Illinois,  according  to  an  engineer  of  the 
Mississippi  River  Commission,  by  1.6  feet;  ^®  according  to  a  hydraulic  engi- 
neer of  the  TVA,  it  could  have  reduced  the  1937  flood  at  Cairo,  Illinois,  by 
2  feet; ""  and,  according  to  a  report  of  the  Chief  of  Army  Engineers,  this 
could  reduce  a  maximum  flood  height  at  Arkansas  City  by  about  6  inches.^^ 
The  reduction  farther  downstream  would  be  less  in  proportion.  However, 
because  floods  of  the  Mississippi  may  be  within  a  few  inches  of  the  crest 
height  for  several  weeks  and  because  of  storm  characteristics,  the  possibilities 
are  considerable  that  the  operation  of  the  Tennessee  reservoirs  would  be 
wrongly  timed  to  reduce  a  flood  crest.  This  is  an  eventuality  that  Mis- 
sissippi flood  control  works  would  have  to  allow  for. 

On  several  occasions  in  times  past,  after  rains  had  fallen  on  the  tribu- 
taries above  the  alluvial  valley  sufficient  to  create  a  large  flood,  heavy  rains 
from  a  storm  following  in  the  path  of  previous  storms,  but  falling  on  the 
main  stem  of  the  Mississippi  River  and  in  the  lower  reaches  of  the  Yazoo, 

^®  House  Document  259,  74th  Congress,  1st  Session,  p.  33. 

19  Volume  II,  Transcript  of  Record,  U.  S.  Circuit  Court  of  Appeals,  5th  Circuit,  Ashwander 
Case,  Defense  Exhibit  No.  23,  pp.  772-776. 

20  Vokime  III,  Transcript  of  Record,  Supreme  Court  of  the  U.  S.,  October  Term  1938, 
Tennessee  Electric  Power  Co.,  et  al  vs.  TVA,  testimony  of  Joseph  H.  Kimball,  Principal  Hy- 
draulic Engineer  in  charge  of  Flood  Control  Section  of  the  Planning  Department,  p.-  1838. 

-1  House  Document  No.  90,  70th  Congress,  1st  Session,  p.  22,  states:  "In  other  words,  it 
will  take  at  least  7,000,000  acre-feet  in  the  Valley  and  11,000,000  acre-feet  in  headwater 
storage  to  reduce  gage  heights  in  Arkansas  City."  (Valley  storage  is  shown  in  this  report, 
p.  21,  paragraphs  85  and  86,  to  be  several  times  more  effective  than  headwater  storage  in 
reducing  gage  heights.  Therefore  10,000,000  acre-feet  on  the  Tennessee  would  produce  actually 
less  than  half  of  the  combined  result.) 
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Arkansas,  White,  and  St.  Francis  tributaries,  have  added  several  feet  to  the 
crest  of  the  flood  aheady  in  the  Mississippi,  their  flood  waters  being  super- 
imposed on  the  flood  already  in  the  river.""  This  characteristic  minimizes 
the  value  of  the  TVA  dams  for  controlling  flood  heights  in  the  alluvial  valley 
and  minimizes  their  usefulness  for  reducing  the  size,  extent  and  cost  of  flood 
control  works  in  that  valley. 

A  statement  o£  the  Chief  of  Engineers  said  that  by  cutting  oflE  the  bends 
in  the  river,  done  at  a  cost  of  a  few  thousand  dollars,  flood  levels  in  the 
middle  sections  of  the  alluvial  valley  have  been  reduced  from  4  feet  at  Vicks- 
burg  to  10  feet  at  Arkansas  City."^  He  announced  that  these  cut-offs  would 
be  extended  to  the  mouth  of  the  Ohio  River  at  Cairo,  Illinois.  This  restores 
the  river  to  its  former  flood  ratings  and  will  render  still  less  important  any 
possible  one-  or  two-foot  reductions  in  flood  heights  on  the  Mississippi  River 
through  the  operation  of  flood  control  storage  reservoirs  on  the  Tennessee. 

The  improbability  that  flood  control  storage  will  be  preserved  in  the  TVA 
reservoirs  at  all  times  and  will  be  available  when  actually  needed  for  flood 
control  is  apparent  from  a  consideration  of  the  effect  of  reserving  this  storage 
upon  the  firm  power  capacity  of  the  dams.  In  critical  dry  years  it  would 
be  preserved  at  a  big  sacrifice  of  the  valuable  firm  power  capacity  of  the 
dams.  Against  this  would  be  credited  relatively  small,  uncertain,  and  un- 
realized flood  control  benefits.  It  is  an  easy  matter,  when  the  TVA  gen- 
erators are  only  partially  loaded,  to  follow  any  flood  storage  rules  that  may 
be  set  up  on  paper,  but  the  situation  will  be  very  different  when  the  gen- 
erating stations  have  become  loaded  to  their  capacity,  for  drought  and  very 
low  water  are  experienced  in  the  Tennessee  River  much  more  frequently 
than  extreme  high  floods.  The  maximum  flood  in  the  middle  Tennessee 
occurred  over  sixty  years  ago,  and  droughts  have  been  experienced  every 
few  years.  When  the  TVA  will  have  contracted  out  all  of  the  firm  power 
capacity  of  its  proposed  dams,  the  natural  growth  of  load  of  its  customers 
will  force  it  to  push  aside  flood  storage  rules  of  no  immediate  importance 
in  order  to  meet  the  immediate  necessity  for  more  firm  generating  capacity. 

In  testifying  before  the  House  Subcommittee  on  Appropriations  in  April, 
1937,  Dr.  Arthur  E.  Morgan  said:"* 

"My  chief  fear  in  combining  flood  control  and  power  is  that  in  later  years, 
in  times  of  dry  weather,  power  interests  begin  to  encroach  upon  flood- 
control  storage,  and  then  if  there  should  be  a  big  flood,  the  storage  space 
might  be  in  use  for  navigation  and  power  when  it  should  have  been  kept 
empty." 

22  Comprehensive  Report  on  Mississippi  River  Basin,  74th  Congress,  1st  Session,  House 
Document  259,  pp.  71-82. 

23  "Mississippi  Control  Works  Tested  by  Flood,"  by  Major  General  J.  L.  Schley,  Chief  of 
Engineers,  U.  S.  Army,  Engineering  News-Record ,  April   14,   1938,  p.  536. 

24  Hearings  before  the  Subcommittee  of  The  Committee  on  Appropriations,  House  of  Repre- 
sentatives, 75th  Congress,  1st  Session,  on  the  Second  Deficiency  Appropriation  Bill  for  1937, 
p.  345. 
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In  speaking  before  the  National  Rivers  and  Harbors  Congress  at  Wash- 
ington on  April  26,  1937,  Dr.  Morgan  said: 

".  .  .  Power  storage  is  needed  every  year,  whereas  great  floods  may  occur 
at  long  intervals.  There  is  temptation  to  take  a  chance  on  floods  in  order 
to  get  the  immediate  advantage  of  additional  storage  for  power.  The  opera- 
tion of  unified  river  control  should  not  be  dominated  by  any  interest,  but 
by  inclusive,  overall  understanding  of  the  problem.  If  the  system  is  domi- 
nated for  power,  then  flood  control  capacity  will  be  usurped,  and  will  be 
missing  when  urgently  needed.  Already  at  the  Norris  Dam  we  have  been 
under  pressure  and  have  received  bad  advice  to  encroach  on  flood  storage 
for  immediate  power  benefits.  In  the  administration  of  these  combined  pur- 
pose projects  we  must  guard  against  the  one-track  minds,  the  ignorant  per- 
sons, and  the  demagogues,  who  would  take  a  chance  of  a  flood  catastrophe 
for  the  sake  of  immediate  income  for  power." 

Newspaper  reports  of  the  floods  on  the  lower  Colorado  River  in  Texas 
illustrate  again  the  inherent  conflict  between  the  use  of  dams  for  flood  con- 
trol and  for  power  development.  The  floods  in  this  river  found  the  reservoir 
behind  Buchanan  Dam  filled  for  power  development,  and  the  result  was 
worse  damage  than  if  there  had  been  no  dam  at  all."^ 

Pending  ample  demonstration  that  flood  control  storage  will  be  preserved 
under  all  circumstances, -no  part  of  the  cost  of  the  TVA  dams  should  be 
allocated  for  flood  control  benefits.  When  this  may  have  been  demonstrated, 
and  this  will  require  a  number  of  years,  the  cost  of  these  dams  should  then 
be  credited  only  with  the  actual  reduction  in  the  cost  of  the  alternative  flood 
control  measures.  Norris  Dam  should  then  be  credited  with  perhaps  one 
and  a  half  or  two  million  dollars  as  its  share  of  a  reduction  in  the  cost  of 
flood  protection  dikes  at  Chattanooga,  Any  measurable  reduction  in  the 
cost  of  flood  control  works  of  the  adopted  Mississippi  River  project  should 
be  credited  principally  to  Gilbertsville  Dam.  The  share  of  Norris,  Wheeler, 
and  Wilson  Dams  would  certainly  be  negligible. 

Chapter  IV,  Part  I,  of  Monograph  No.  32,  in  commenting  on  the  eflfect 
of  TVA  rates  on  use  of  electric  power,  remarks  (p.  51) : 

.  .  .  There  can  be  no  reasonable  denial  of  the  fact  that  the  rate  program  adopted 
by  the  TVA  has  achieved  a  phenomenal  increase  in  the  use  of  electric  power 
throughout  the  Tennessee  Valley. 

The  increased  use  has  been  considerable,  greater  than  in  other  sections  of 
the  country,  but  the  statement  quoted  is  entirely  too  sweeping.  Average 
annual  residential  use  in  the  State  of  Tennessee  rose  Effect  of 

from  about  600  kilowatt-hours  at  the  beginning  of  the  Inducement 

period  to  1,500  kilowatt-hours  in  1941.    In  the  country  Rates 

as  a  whole  the  increase  for  the  same  period  was  from 

25  The  Dallas,  Texas,  News.  July  27,  1938.     The  New  York.  Times.  July  28,  1938. 
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600  to  1,000  kilowatt-hours.  There  are  still  some  communities  in  the  Ten- 
nessee Valley,  however,  using  500  to  600  kilowatt-hours  per  annum,  and  the 
high  average  use  of  electricity  does  not  signify  that  the  average  customer  is 
making  a  high  use.  It  signifies  that  the  top  10  to  20  per  cent  of  the  popula- 
tion are  using  very  large  quantities  of  electricity,  and  half  of  the  remaining 
customers  are  using  an  average  of  600  kilowatt-hours  a  year  or  less. 

Large  residential  use  of  electricity  primarily  depends  on  how  much  electric 
cooking  and  water  heating  is  being  done.  This  depends  more  upon  the 
availability  of  gas  for  fuel  than  upon  the  cost  of  electricity.  Most  electric 
cooking  is  done  beyond  the  gas  mains  in  the  communities  that  have  gas 
and  in  communities  where  there  is  no  gas.  For  instance,  in  the  State  of 
Idaho,  where  gas  facilities  are  very  limited,  the  average  annual  use  of  elec- 
tricity per  residential  customer  in  1941  was  1,778  kilowatt-hours,  20  per  cent 
more  than  the  amount  used  in  Tennessee.  The  average  annual  use  of  elec- 
tricity in  Idaho  has  increased  only  300  kilowatt-hours  in  the  past  eight  years 
against  an  average  increase  for  the  country  as  a  whole  of  400  kilowatt-hours 
and  for  the  Tennessee  area  of  900  kilowatt-hours.  It  has  reached  a  slowing- 
down  stage,  as  has  also  the  Tennessee  Valley  area. 

The  price  of  electricity  is  an  important  factor  in  influencing  its  use  for 
cooking  and  water  heating,  but  the  availabiHty  of  gas  mains  is  a  bigger 
factor.  The  attached  table  and  chart  marked  Appendix  1  show  by  states 
the  inverse  relation  between  the  average  residential  use  of  electricity  and 
the  prevalence  of  gas  mains  as  measured  by  the  difference  between  the 
number  of  gas  customers  and  the  number  of  electric  customers  in  each  state. 

In  Ontario,  where  low  rates  for  heating  water  and  relatively  high-cost  fuel 
have  made  electric  water  heating  attractive  for  many  years,  and  the  average 
annual  use  is  now  2,150  kilowatt-hours,  the  bulk  of  the  use  is  for  water  heat- 
ing, cooking,  and  space  heating,  and  the  average  household  uses  about  the 
same  amount  of  electricity  for  lighting  and  miscellaneous  appliances  that 
the  average  American  household  uses — approximately  800  kilowatt-hours 
per  year.  Analysis  on  several  occasions  has  shown  that  the  average  Ontario 
household  has  less  labor-saving  devices  than  the  average  American  home — 
refrigerators,  washing  machines,  vacuum  cleaners,  etc.    See  Appendix  2. 

In  Ontario,  as  in  the  TVA,  the  high  average  use  of  electricity  for  water 
heating  and  cooking  is  largely  contributed  by  a  relatively  small  percentage 
of  the  customers.  The  median  residential  customer  uses  a  much  smaller 
amount.  In  a  discussion  of  "Domestic  Load  Possibilities,"  published  in  the 
Bulletin  of  the  Hydro-Electric  Power  Commission  of  Ontario,  February, 
1934,  H.  C.  Powell,  statistician  of  the  Toronto  Hydro-Electric  System, 
made  the  following  significant  observations: 

"A  very  large  percentage  of  the  domestic  consumers  in  each  municipality 
are  using  very  small  amounts  of  electricity.  Some  [Ontario]  utilities  have 
as  many  as  95  per  cent  who  use  less  than  1,800  kwhr  per  year.     Though 
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domestic  service  in  Ontario  has  shown  a  remarkable  growth  in  18  years, 
yet  the  starthng  fact  is  that  almost  90  per  cent  of  the  consumers  use  less 
than  the  published  averages.  Among  the  10  per  cent  of  consumers  who  use 
more  than  the  published  averages  are  a  large  number  of  six-  and  seven-room 
houses  using  12,000  to  18,000  kwhr  per  year,  also  some  larger  houses  using 
considerably  over  24,000  kwhr  per  year." 

The  electric  utility  companies  in  1941  paid  20.5  cents  in  taxes  out  of  every 
dollar  of  gross  revenue.  The  present  tax  rate  is  not  yet  established,  but 
Treasury  proposals  would  raise  this  percentage  consider-  „„    .    « 

ably  higher.    Federal  taxes  now  account  for  the  lion's  m 

share  of  all  taxes.    The  TVA  pays  in  taxes  a  very  small  P    . 

fraction  of  the  tax  rate  of  electric  utility  companies.    All 
municipal  and  other  governmental  power  enterprises  escape  Federal  taxes 
and  contribute  in  lieu  of  taxes  but  a  fraction  of  the  state  and  local  taxes 
that  electric  utility  companies  pay. 

By  this  tax-exemption  process,  the  Federal  and  state  governments  dis- 
criminate heavily  in  favor  of  citizens  served  by  government-owned  projects. 
"The  power  to  tax,"  according  to  the  United  States  Supreme  Court,  is  "the 
power  to  destroy."  In  the  present  tax  discrimination  between  politically- 
managed  and  business-managed  property,  we  are  witnessing  the  operation 
of  that  principle.  Unless  taxes  are  more  fairly  distributed,  this  tax  dis- 
crimination must  destroy  business-managed  enterprises  and  supplant  them 
by  politically-managed  operations. 

It  must  be  clear  from  the  preceding  discussion  that  the  rates  of  the  TVA 
power  enterprise  depend  primarily  on  the  Federal  Treasury  for  support. 
Its  rates  reflect  the  principles  of  a  public  service  at  the      guhsifliVpH  v<? 
public  expense  and  cannot  be  compared  with  those  of      «  ,^  SimnortiTio 
private  businesses  which  must  pay  their  own  way.    The      p^+pQ 
Federal   taxpayers,  if  they  choose,  may  extend  such  a 
subsidy  not  only  to  the  TVA  but  elsewhere;  but  no  reasonable  mind  could 
expect  self-supporting  and  taxpaying  business-managed  enterprise  to  operate 
at  such  rates.    Because  of  the  greater  efficiency  of  business  management,  of 
course,  it  could  be  expected  to  operate  considerably  more  economically  than 
a  politically-managed  business  enterprise,  but  efficiency  cannot  be  expected 
to  oflfset  a  subsidy  amounting  to  more  than  half  the  total  business  costs. 

Private  enterprise  developed  to  an  outstanding  position  the  power  indus- 
try. Technical  advances,  improved  organization  and  finance,  and  increased 
sales  all  have  combined  to  reduce  the  cost  of  electric  service  to  the  customer. 
The  chart  shown  in  Appendix  3,  illustrating  the  lowering  trend  of  elec- 
tricity prices  in  spite  of  the  counter  trend  of  costs,  epitomizes  the  history 
of  an  efficient,  aggressive,  forward-looking  industry  which  has  utilized  and 
stimulated  to  a  high  degree  inventive  genius,  technical  skill,  industry,  and 
sales  initiative. 
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CONTROL  OF  MILK  PRICES 

Part  II  (pp.  55-225)  of  Monograph  No.  32  deals  with  the  milk  industry. 
Its  authors  are  Professors  Warren  C.  Waite  of  the  University  of  Minnesota 
and  Don  S.  Anderson  and  R.  K.  Froker  of  the  University  of  Wisconsin. 
The  present  review  of  this  part  of  the  monograph  deals  with  the  Preface, 
with  Chapter  I  on  "Federal  Price  Fixing  in  Milk  Markets,"  and  with 
Chapter  VI  on  "Governmental  Control  of  Milk  Prices  in  New  York  State." 
Other  chapters  in  Part  II  deal  with  milk  control  efforts  in  Oregon,  Cali- 
fornia, Indiana,  and  Wisconsin. 

It  may  properly  be  pointed  out  that  the  evidence  available  to  the  writers 
of  this  part  of  the  monograph  is  not  presented,  and  that  the  reader  of  the 
monograph  is,  therefore,  not  given  the  benefit  of  examining  the  evidence 
to  sustain  the  conclusions  reached  by  the  writers.  It  is  not  intended  by 
these  words  of  caution  to  impair  the  validity  of  the  work  represented  by 
the  monograph;  however,  it  is  well  to  keep  in  mind  the  possibility  that 
some  of  the  conclusions  may  not  be  entirely  supported  by  the  evidence. 

The  following  summary  is  necessarily  brief,  as  resort  to  the  original  mono- 
graph will  be  possible  to  most  readers.  Care  has  been  taken  to  separate 
the  reviewers'  remarks  from  the  summary;  however,  if  in  some  instances 
there  is  a  doubt,  recourse  to  the  monograph  should  resolve  the  doubt. 

In  the  Preface  (pp.  57-63)  the  writers  review  conditions  which  brought 
about  Federal  and  state  regulation  of  rriilk  marketing,  the  history  of  gov- 
ernment milk  marketing,  the  objectives  and  mechanisms  and  standards 
used,  and  the  results  of  government  regulation  of  the  dairy  industry  up 
to  the  late  1920s. 

Expansion  of  the  dairy  industry  prior  to  1930  stimulated  various  groups 
to  organize  and  thereby  insure  themselves  a  share  of  this  expansion.  The 
a  'tn        f  Milk       principal  groups  were  the  distributors  through  informal 

T,        1  4.-  trade  associations  and  milk  bottle  exchanges;  the  em- 

Regulation  u        ,     i  i  •     i    f     l         n 

ployees  through  labor  unions,  particularly  the  milk- 
wagon  drivers;  and  the  producers  through  their  cooperative  organizations. 
The  depression  of  the  early  1930s  and  the  general  collapse  in  markets,  re- 
sulting in  lower  prices,  brought  about  the  desire  for  government  regulation. 
The  chief  motivating  force  was  the  producer  groups.  The  writers  point 
out  that  the  producers  for  many  years  had  endeavored  to  improve  their  po- 
sition through  cooperative  associations,  and  that  the  price  difficulties  dur- 
ing the  World  War  led  to  rapid  expansion  of  co-operatives  with  the  result 
that  by  1930  a  considerable  proportion  of  milk  production  was  handled 
through  co-operatives.  In  their  efforts  to  increase  the  income  of  member 
producers,  many  plans  were  formulated  and  many  features  of  these  plans 
were  ultimately  used  as  a  basis  for  government  regulation. 
The  writers  point  out  (p.  58)  that  the  most  commonly  used  mechanism 
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for  controlling  fluid  milk  markets  under  government  regulation  has  been 
the  fixing  of  minimum  prices  to  be  paid  to  producers.  p.       .„    , 

This  has  been  accomplished  through  a  "classified  price"  p  .      p, 

plan,  which  arbitrarily  determines  the  price  of  milk  to 
be  paid  producers  by  reference  to  the  "use"  or  disposition  made  of  the  milk 
by  the  distributor,  or  in  some  cases  by  his  customer.  Thus,  in  some  markets 
different  prices  have  been  paid  for  identical  quality  and  quantities  of  milk 
merely  by  reference  to  the  use  made  of  the  milk  as  determined  by  the  classi- 
fied price  plan.  Under  such  plans,  milk  for  fluid  milk  consumption  has 
been  paid  for  at  a  higher  price  than  milk  used  for  manufactured  products. 
The  writers  recognize  that  quite  generally  the  fluid  milk  price  has  not  been 
determined  by  competitive  market  conditions  as  has  been  the  price  of  milk 
used  for  manufacturing  purposes.  By  1933  more  than  seventy  markets  were 
operating  under  some  variation  of  this  general  plan.  The  writers  also  point 
out  that  in  some  markets  resale  price  of  milk  was  established  in  an  effort 
to  prevent  price-cutting  by  distributors  and  thereby  prevent  a  reduction  in 
payment  to  producers.  However,  this  effort  often  led  to  the  opposite  result 
as  it  encouraged  producer  price-cutting. 

The  writers  next  touch  upon  some  of  the  details  involved  in  the  equaliza- 
tion of  producers'  prices  as  worked  out  in  the  form  of  sales-return  pools 
(p.  59),  indicating  that  it  would  be  impractical  to  classify  «  ,      P   . 

each  producer's  milk  according  to  the  actual  use  made  p     . 

of  it  as  his  milk  usually  is  commingled,  and  made  in- 
distinguishable from  that  of  other  producers,  in  the  receiving  stations  prior 
to  actual  use.  Three  types  of  pooling  are  described;  namely,  individual- 
distributor,  association,  and  market-wide.  Under  the  individual-distributor 
pool,  all  producers  delivering  to  one  dealer  would  receive  a  weighted 
average  price  for  all  classes  of  milk  of  that  distributor;  in  the  association 
pool,  producers'  prices  are  the  weighted  average  of  the  class  price  received 
by  the  association  for  all  milk  of  its  members;  while  in  the  market  pool, 
all  producers  receive  weighted  average  of  all  handlers  for  all  milk  in  the 
market.  The  writers  do  not  discuss  the  relative  merits  of  any  of  the  pool- 
inor  devices. 

In  addition  to  the  pooling  devices,  the  writers  comment  on  base-rating 
plans  which  have  been  used  in  many  markets  in  attempting  to  even  milk 
production  throughout  the  year,  thereby   reducing  the  Base  Ratine- 

amount  of  surplus  during  seasons  of  high  milk  produc- 
tion. They  point  out  that  these  plans  give  the  steady  milk  producer  a 
large  base-rating  and  an  opportunity  to  receive  a  relatively  high  price  for 
his  milk  throughout  the  year,  while  penalizing  the  uneven  producer  by  pay- 
ing him  lower  prices  for  the  surplus  milk  produced  above  his  relatively 
lower  base  amount.  No  comments  are  made  by  the  writers  concerning  base 
and  surplus  plans,  except  on  the  economic  objective  to  be  accomplished  by 
such  plans.    It  would  seem  that  some  of  the  practical  and  legal  problems 
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connected  with  base-rating  plans  might  well  have  been  discussed  by  the 
monograph  writers,  particularly  in  this  period  in  which  ardent  prosecution 
of  antitrust  laws  is  so  common. 

The  writers  next  review  briefly  (pp.  59-60)  the  history  of  government 
price  regulation  of  milk,  and  point  out  that  state  control  was  first  estab- 
lished in  the  San  Francisco  market  in  1932,  and  that  in  1933  the  Agricul- 
tural Adjustment  Act  provided  regulation  of  fluid  milk  markets  involved 
in  interstate  commerce.  Since  1933  about  one  half  of  the  states  have  had 
regulation  at  one  time  or  another,  but  in  the  summer  of  1940  regulation 
was  confined  to  twenty  states.  No  comments  are  offered  by  the  writers  as 
to  what  economic  forces  are  causing  the  apparent  decrease  in  popularity 
of  price  regulation  laws. 

The  authors  point  out  (p.  60)  that  public  regulation  of  milk  prices  is 

primarily  designed  to  increase  the  income  of  certain  groups  of  producers 

-.,  .     ..  by  maintaining  high  milk  prices,  and  that  this  obiective 

Objectives  .^  •    ii  j  u       u-     •  -c      ^ 

is    diametrically    opposed    to    the    objective    unirormly 

sought  in  the  regulation  of  public  utilities.  In  the  utility  field,  regulation 
is  designed  to  protect  the  consumers  by  prohibiting  high  prices,  while  in 
milk  price  regulation  little  thought  is  given  to  consumers.  Again,  in  point- 
ing out  the  distinction  between  the  milk  industry  and  public  utilities,  the 
authors  call  attention  to  the  fact  that  in  any  milk  market  there  is  a  large 
number  of  producers,  while  in  the  public  utility  field  there  is  usually  only 
one  producer.  Further,  entry  into  milk  production  is  relatively  easy  while 
entry  into  the  public  utility  field  requires  a  large  capital  investment.  The 
monograph  does  not  indicate  whether  or  not  milk  production  or  distribu- 
tion can,  from  an  economic  viewpoint,  be  regulated  as  a  public  utility,  but 
definite  recognition  is  given  to  the  fact  that  the  problems  in  regulating  fluid 
milk  marketing  are  vastly  different  from  those  in  the  public  utility  field. 

The  authors  state  (p.  61)  that  the  secondary  objectives  of  price  control 
are  equalization  of  higher  returns  to  producers  and  improvement  of  the  effi- 
ciency of  milk  distribution.  It  may  be  seriously  questioned  whether  or  not 
equalization  of  returns  to  producers  or  improvement  in  the  efficiency  of 
milk  distribution  is  within  the  stated  objectives  of  existing  government  price 
regulation  laws.  Further,  the  authors'  statement  that  milk  control  authori- 
ties would  doubtless  raise  the  price  of  milk  regardless  of  the  use  to  which 
it  is  put,  if  means  to  accomplish  this  could  be  devised,  most  certainly  rep- 
resents thinking  beyond  the  pale  of  existing  regulatory  measures.  The 
writers  seemingly  neither  approve  nor  disapprove  of  this  idea  and  further 
offer  no  explanation  of  why  milk  control  authorities  desire  further  price 
increases.  One  may  well  question  how  further  price  increases  will  equalize 
producer  returns  from  the  sale  of  fluid  milk  as  compared  with  sales  for 
manufacturing  purposes. 

The  authors  recognize  that  milk  price  control  tends  to  exclude  some  pro- 
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ducers  from  the  marketing  area;  however,  the  writers  make  no  comment 
on  the  monopohstic  tendencies  of  milk  control  laws.  Nor  do  they  mention 
the  many  difficulties  that  the  industry  has  worked  under  because  of  state 
and  local  regulations  apparently  enacted  under  the  guise  of  regulating 
health,  weights  and  measures,  and  a  variety  of  other  subjects,  which  really 
operate  to  protect  favored  groups,  but  have  been  enacted  without  serious 
consideration  of  the  repercussions  on  the  entire  economic  structure  of  the 
milk  industry.  It  would  seem  that  the  writers  could  well  spend  more  time 
in  discussing  these  monopolistic  tendencies  of  milk  control  laws  and  other 
laws  affecting  the  industry,  since  they  do  represent  an  economic  factor  bear- 
ing upon  the  problem.  Governmental  recognition  of  this  tendency  is 
acknowledged  by  some  of  the  recent  Federal  orders  which  provide  for 
entry  of  new  producers  into  markets  where  heretofore  they  have  been 
excluded. 

The  writers  next  point  out  (p.  62)  that  it  has  been  the  policy  in  drafting 
market  regulations  to  use  past  conditions  as  a  standard  for  fixing  prices  and 
determining  new  market  conditions.  In  fact,  the  declared  policy  of  Con- 
gress and  the  Agricultural  Adjustment  Act  is  the  adjustment  of  prices  to 
farmers  at  a  level  which  will  give  agricultural  commodities  a  purchasing 
power  equivalent  to  that  which  prevailed  during  a  base  period — prices  re- 
ferred to  as  "parity"  prices. 

In  commenting  on  the  results  of  price  control,  the  monograph  points  out 
that,  although  Federal  and  state  agencies  have  been  regulating  the  market- 
ing of  fluid  milk  for  several  years,  neither  the  objec-  P  ,. 
tives,  mechanisms,  nor  standards  and  regulations  have 
become  fixed,  and  the  chief  result  obtained  so  far  is  higher  prices  to  the 
farmers  for  milk  used  for  fluid  consumption.  Thus  it  appears  that  the  pri- 
mary object  of  milk  control  has  in  a  measure  been  accomplished  by  giving 
higher  incomes  to  only  those  groups  of  producers  who  supply  fluid  milk 
markets.  Apparently  the  "secondary"  objectives  of  price  control  remain 
unaccomplished.  It  is  interesting  to  note  that  the  writers  recognize  that 
higher  prices  to  some  producers  were  possible  only  at  the  expense  of  con- 
sumers of  fluid  milk  and  cream,  who  ultimately  paid  for  the  higher  raw 
material  cost.  This  result  brings  out  very  pointedly  the  fundamental  dif- 
ferences between  the  milk  industry  and  the  public  utility  field,  and  the  re- 
sults of  governmental  price  fixing  when  approached  with  diametrically 
opposite  objectives. 

The  authors  maintain  (p.  63)  that  "In  supporting  the  position  of  pro- 
ducers of  milk  for  fluid  use,  regulation  has  apparently  had  a  tendency  to 
maintain  the  position  of  established  distributors."  In  theory,  where  the  re- 
lationship of  all  pertinent  factors  is  definitely  controlled,  such  a  cause-effect 
relationship  as  expressed  by  the  authors  might  be  expected  to  exist.  Ac- 
tually, however,  during  the  period  when  market  regulations  were  being 
perfected  most  markets  did  not  have  sufficiently  effective  enforcement  to 
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prevent  some  distributors,  often  of  the  fly-by-night  variety,  from  buying  their 
milk  below  the  regulation  prices  and  underselling  those  distributors  who  were 
abiding  strictly  by  the  regulations.  This  resulted  in  a  large  loss  of  business 
by  established  distributors,  according  to  information  available  to  these  re- 
viewers; therefore,  the  authors'  conclusion  may  well  be  doubted  until  sub- 
stantiating evidence  is  produced. 

The  authors  state  further  (p.  63)  that  "It  may  later  be  possible  that  regu- 
lation of  fluid  milk  markets  can  be  used  to  improve  greatly  the  efficiency 
of  operation  of  milk  markets."  This  statement  is  contained  in  the  authors' 
recapitulation  of  the  results  of  regulation,  and  may  be  somewhat  idealistic 
in  that  it  represents  not  the  results  of  actual  regulation,  but  what  theo- 
retically can  be  accomplished  through  regulation.  Just  what  the  authors 
mean  by  "improve  greatly  the  efficiency  of  operation"  is  not  described; 
therefore,  the  reader  is  left  in  doubt  as  to  what  theoretically  would  con- 
stitute ideal  marketing  conditions.  Actually  most  milk  control  laws  are 
designed  to  protect  the  producer  group,  and  most  certainly  it  was  not 
within  the  purview  of  these  laws  to  accomplish  an  ideal  marketing  situa- 
tion throughout  the  industry,  since  they  took  into  account  only  a  small 
portion  of  the  factors  entering  into  the  problem. 

In  stating  that  one  of  the  results  of  regulation  has  been  to  maintain  the 
position  of  established  distributors,  it  is  noted  by  the  writers  that  this  tend- 
ency "is  especially  true  where  resale  prices  have  been  fixed  and  differentials 
between  store  and  home  delivery  have  been  eliminated."  It  would  be  in- 
teresting to  see  the  evidence  accumulated  to  support  this  conclusion,  espe- 
cially in  view  of  the  fact  that  statistical  information  secured  by  many  dis- 
tributors uniformly  shows  that  the  differential  in  cost  between  store-delivered 
milk  and  home-delivered  milk  is  represented  almost  in  its  entirety  by  the 
differences  in  labor  costs.  If  the  writers'  statement  is  true,  it  would  seem 
that  the  tendency  to  maintain  the  position  of  established  distributors  has 
been  accomplished  at  the  cost  of  either  the  consumer  or  the  established  dis- 
tributors who  were  strong  enough  to  absorb  the  loss.  The  latter  is  more 
probable. 

By  way  of  introduction  to  Chapter  I  on  "Federal  Price  Fixing  in  Milk 
Markets"  (pp.  65-98),  the  authors  describe  the  present  Federal  program  of 
price  fixing  as  a  product  of  evolution  and  the  result  of  experiments  and 
trials  over  the  past  nine  years.  The  price-raising  features  of  the  Agricultural 
Adjustment  Act  have  occupied  a  dominant  position  in  the  minds  of  most 
of  those  called  upon  to  administer  it. 

The  writers  next  note  that  a  group  in  the  Administration,  from  the  begin- 
ning, saw  in  the  provisions  of  the  act  and  its  subsequent  amendment,  par- 
ticularly as  they  relate  to  milk  marketing  agreements,  licenses,  and  orders, 
an  opportunity  for  market  reforms.  Such  recognition  by  the  writers  of  the 
existence  of  a  minority  group  in  the  Administration  who  are  sworn  to 
administer  existing  law  according  to  the  declared  purpose  of  Congress,  but 
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who  attempt  to  read  into  such  a  law  an  opportunity  for  market  reforms, 
is  indicative  of  the  dangers  involved  in  approaching  so  complex  a  problem 
from  the  viewpoint  of  a  trained  specialist  in  a  particular  field.  Even  though 
market  reform  may  be  highly  desired  by  many  sections  of  the  dairy  indus- 
try it  is  perhaps  needless  to  point  out  the  fallacy  and  undesirability  of  hav- 
ing such  reforms  effected,  through  legislation  ill  designed  for  the  purpose, 
by  persons  whose  identity  is  unknown  and  whose  concepts  of  what  may 
be  desirable  in  the  way  of  reform  are  a  secret  hidden  from  public  gaze. 
There  is  little  question  that  the  prime  function  of  the  administrator  is  to 
carry  out  the  will  of  the  legislative  body  as  expressed  by  the  declared  law 
whether  it  be  good  or  bad.  It  is  not  for  the  administrator  to  determine  the 
relative  merits  or  demerits  of  legislation  and  to  distort  it. 

The  writers,  in  referring  to  Federal  price  fixing,  state  (p.  65)  that  "The 
program  is  thus  to  be  viewed  not  only  in  its  accomplishment  in  the  direct 
raising  or  establishment  of  prices  by  the  various  devices  employed,  but  also 
in  the  extent  to  which  it  appears  to  have  improved  the  operation  of  the 
various  markets."  Thus  they  apparently  endorse  and  approve  the  so-called 
market  reforms  effected  through  the  minority  administrative  group.  It  is 
with  little  fear  of  contradiction  that  the  reviewers  are  prompted  to  state  that 
endorsement  of  any  unauthorized  program  of  "market  reform"  instituted 
by  a  "considerable  group"  in  the  Administration  is  not  a  proper  under- 
taking for  a  serious  student  of  the  administration  of  laws  and  most  cer- 
tainly contravenes  the  democratic  approach  to  the  solution  of  problems  of 
national  importance. 

The  remainder  of  Chapter  I  may  be  summarized  by  paraphrasing  as 
follows : 

The  demands  for  the  use  of  the  provisions  of  the  Agricultural  Adjust- 
ment Act  of  1933  as  they  related  to  milk  marketing  were  both  immediate 
and  great.     The  act  was  signed  on  May  12;   the  first  M     V  t* 

agreement,  in  the  Chicago  market,  was  put  into  effect  .  , 

s    ^  -,        ,  r  Agreements 

on  August  1,  and  fourteen  more  agreements  were  put  f  loq*^ 

into  operation  before  the  end  of  the  year.     It  was  the 

avowed  policy  of  the  agreements  to  raise  the  prices  received  by  producers, 

recognizing  also  that  this  would  mean  higher  prices  to  consumers.    To  many 

the  increases  in  retail  prices  did  not  seem  disturbing.    The  business  recovery 

which  was  expected  to  follow  the  recovery  program  instituted  by  the  New 

Deal  would,  it  was  thought,  make  consumers  willing  to  pay  parity  prices  to 

farmers. 

The  agreements  in  the  fifteen  markets  specified  fixed  resale  prices  to  con- 
sumers. This  was  based  on  the  thought  that  if  the  agreements  were  to  be 
successful,  the  co-operation  of  the  milk  distributors  was  necessary.  The  resale 
prices  were  set,  in  general,  high  enough  to  yield  the  distributors  reasonable 
returns  for  their  eflforts.    Actually,  the  distributors'  margins  were  widened 
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or  maintained  in  nine  of  the  fifteen  markets,  and  were  decreased  in  the  re- 
maining six  markets. 

The  provisions  of  the  agreement  and  Hcense  called  for  a  large  degree  of 
local  control  in  the  markets,  with  the  Federal  Government  contributing  just 
enough  power  to  force  any  comparatively  small  minority  to  live  up  to  the 
will  of  the  majority.  The  co-operative  in  the  market  was  to  be  supported  so 
that,  if  the  Federal  Government  should  withdraw  from  the  market  for  any 
reason,  the  producer  would  still  have  a  sympathetic  agency  present  to  repre- 
sent his  interests,  particularly  as  to  prices  to  be  paid. 

All  producers  in  a  market  were  to  have  access  to  the  market  and,  in  most 
of  the  early  agreements,  all  were  to  receive  equal  prices  through  the  provi- 
sions of  an  equalization  fund.  The  same  price  was  to  be  charged  for  milk 
in  stores  as  for  wagon  delivery.  The  authors  state  (p.  69)  that  "large  dis- 
tributors, their  labor  force,  and  the  co-operative  were  generally  in  favor  of  no 
differential  (between  the  two  prices)  since  the  same  wagon-store  price  served 
to  maintain  their  status  in  the  market,  and  incidentally  to  give  stores  a  wider 
profit  margin.  There  has  been  an  extensive  growth  of  wagon-store  differen- 
tials throughout  the  country  during  the  depression  period." 

The  resale  price  provisions  of  the  licenses  suffered  the  greatest  number  of 
violations  right  from  the  beginning.  The  legal  section  of  the  A.AA.,  not 
too  sure  of  their  right  to  enforce  compliance  with  the  regulations  upon  those 
who  had  been  forced  in  against  their  wills  under  the  licenses,  refrained  from 
bringing  legal  action  in  fear  that  the  loss  of  such  cases  might  jeopardize 
the  whole  program.  Recognizing  these  many  difficulties,  the  AA.A.  ter- 
minated all  fifteen  of  the  agreements  on  February  1,  1934.  While  some  agi- 
tation followed  for  their  reinstatement,  it  was  unsuccessful. 

The  licenses  in  the  markets  under  agreement,  which  had  been  retained 

in  their  old  form,  were  changed  over  as  quickly  as  possible  to  a  new  form 

^       J  .  of  license  which  eliminated  resale  price  provisions.    By 

T,  the  end  of  1934  there  were  some  fifty  markets  operating 

Program  .  . 

jt^noA  under  this  new  form.    This  was  the  peak  in  the  num- 

ofl934  1         £         1  1^1 

ber  or  markets  ever  to  operate  under  the  government 

milk  program.  In  the  new  set-up,  no  resale  prices  were  fixed,  except  in  a 
few  markets  where  relatively  large  proportions  of  the  milk  were  sold  by 
producer-distributors.  The  viewpoint  of  the  Administration  seemed  to  have 
changed  relative  to  the  distributor.  Now  he  could  take  care  of  himself,  and, 
as  the  authors  state  (p.  72),  "a  price  war  or  intensified  dealer  competition 
would  be  beneficial,  provided  producer  prices  were  maintained." 

The  level  of  prices  arrived  at  under  the  new  licenses  was  distinctly  lower 
than  had  been  sought  under  the  agreements.  They  were  to  be  kept  in  line 
with  butter  and  cheese  prices,  and  all  were  to  approach  the  parity  level  to- 
gether through  the  operation  of  a  production  control  program.  While  this 
plan  was  at  first  closely  adhered  to,  the  production  control  program  failed 
to  develop,  and  as  a  result  pressure  from  producer  groups  forced  the  fixing 
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o£  the  fluid  milk  prices  somewhat  above  what  could  be  considered  as  the 
competitive  level.  Under  the  new  licenses,  a  market  administrator  was  put 
in  control  of  each  market,  operating  it  for  the  Secretary  of  Agriculture. 

With  the  expansion  in  the  number  of  markets  under  license,  the  number 
of  violators  became  more  numerous,  particularly  as  these  violations  related 
to  questions  of  an  interstate  character.  The  resulting  adverse  court  decisions 
caused  numerous  additional  enforcement  problems  to  arise  and  also  caused 
the  Legal  Section  and  the  Department  .of  Justice  to  proceed  with  ever 
increasing  caution. 

Amendments  to  the  Agricultural  Adjustment  Act  were  passed  August 
26,  1935,  in  an  attempt  to  secure  clarification  of  the  legal  status  of  the  pro- 
gram. They  called  for  the  issuance  of  orders  covering  "RponilatinTi 
the  markets  concerned  and  specifically  stated  the  way  ,  Orr1pr«i 
in  which  they  were  to  be  issued,  the  procedures  to  be 
followed,  and  precisely  the  elements  to  be  contained.  The  Secretary  was 
powerless  to  impose  an  order  on  a  market  unless  a  majority  of  the  pro- 
ducers were  in  favor  of  it.  After  preliminary  conferences  to  determine  the 
fundamental  parts  of  the  order,  public  hearings  were  to  be  held  and  briefs 
filed  by  parties  concerned.  The  Dairy  Section,  upon  review  of  the  facts, 
was  to  prepare  a  marketing  order  or  an  agreement,  as  the  case  might  be. 
After  approval  by  the  Secretary,  it  was  to  be  put  to  a  referendum  vote  of  the 
producers.  If  accepted,  the  Secretary  was  to  issue  the  final  order.  The 
acceptance  of  the  order  by  the  producers,  in  practically  all  cases,  was  a 
foregone  conclusion  since  it  consisted  in  voting  themselves  higher  prices. 

By  the  amendments  to  the  act  in  1937,  the  specific  limitations  that  had 
been  previously  placed  on  the  level  of  prices  by  the  earlier  act  and  amend- 
ments were  pretty  well  removed,  leaving  the  price  limit  depending  upon 
administrative  judgment  rather  than  definite  calculation.  The  position  of 
the  producers'  co-operatives  was  strengthened  by  permitting  them,  among 
other  things,  to  cast  the  entire  vote  of  their  membership  when  voting  upon 
the  approval  of  an  order.  This  gave  them  in  many  cases  practically  veto 
power  over  the  orders  in  their  respective  markets. 

The  revision  of  the  legal  procedure  from  licenses  to  orders  did  not  at 
once  clarify  the  situation  as  to  how  far  the  Administration  could  go  in 
expanding  its  milk  market  activities.  About  the  middle  of  1939,  however, 
several  favorable  decisions  by  the  Supreme  Court  strengthened  the  position 
of  the  government  in  the  markets  where  the  plans  were  already  in  opera- 
tion and  increased  producers'  interest  in  some  markets  not  then  under  a 
Federal  plan.  According  to  the  authors,  it  now  appears  that  the  activities 
of  the  Dairy  Section  may  show  a  tendency  to  expand,  acting  more  toward 
facilitating  the  adjustment  and  operation  of  markets  rather  than,  as  previ- 
ously thought,  attempting  to  apply  a  panacea  for  local  difficulties. 

In  the  past  several  years,  the  government  has  been  setting  up  plans  to 
get  milk  into  the  hands  of  persons  on  relief  at  low  cost.    This  had  a  two- 
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edged  purpose:  first  to  broaden  the  demand  for  fluid  milk,  and  second  to 
show  what  could  be  done  in  the  way  of  lowering  distribution  costs. 

The  authors  summarize  the  present  position  of  the  Federal  Government's 
fluid  milk  program  in  the  light  of  previously  traced  developments  (pp.  82- 
Pre«?eTit  Statn<?  ^'^^'  ^^^  definition  of  interstate  commerce  as  adopted 
of  Fpdpral  ^^  '"^^  courts  has  limited  the  extent  of  the  government's 

■p      1   . .  activities  along  this  line  more  than  was  anticipated  at 

the  start.  The  entrance  into  a  market  or  the  continu- 
ance in  a  market  is  dependent  upon  the  favor  of  a  local  co-operative  through 
its  veto  power  explained  above.  With  twenty  states  having  state  milk  con- 
trol boards,  differences  of  ideas  and  divided  responsibility  make  for  unsatis- 
factory co-operation  on  programs  and  negotiations.  The  chief  difficulties 
under  the  orders,  however,  center  around  ways  of  reducing  prices  when 
necessary,  since  producer  influence  tends  to  delay  or  prevent  such  action. 
This  weakness  in  governmental  regulation  of  milk  prices  becomes  more 
and  more  apparent  as  time  goes  on.  In  numerous  markets  where  milk 
prices  to  producers  were  already  too  high,  the  market  administrator  has 
striven  valiantly  to  keep  prices  within  bounds,  but  usually  the  best  he  could 
do  was  to  effect  a  compromise  between  the  existing  price  and  the  higher 
one  asked  by  producers.  The  latter,  quick  to  sense  this,  are  prone  to  ask 
for  a  higher  price  than  they  expect  anticipating  a  probable  compromise. 

Producer  prices  in  the  markets  under  Federal  control  have  risen  relative 
to  the  prices  in  other  markets  throughout  the  period  since  1933.  Dealers' 
margins  in  the  Federal  controlled  markets  have  remained  about  the  same 
as  those  in  the  non-controlled  markets.  Retail  prices,  which  in  1933  aver- 
aged less  in  the  markets  now  having  Federal  control,  have  advanced  more 
since  then. 

The  chapter  closes  with  a  section  on  the  position  of  various  groups  under 
the  Federal  program  (pp.  91-94).  The  producers  as  a  group  have  secured 
the  most  substantial  advantage  from  the  Federal  milk  program.  While 
the  producer  co-operative  as  shown  above  has  gained  in  its  power  to  domi- 
nate a  market,  it  has  also  in  some  instances  lost  membership  due  to  less 
need  upon  the  part  of  the  individual  producer  for  the  price  bargaining 
service  it  has  to  offer  its  members.  The  authors  state  that  the  position  of 
the  distributors  as  a  group  has  remained  unchanged  but  that  the  larger  dis- 
tributors have  gained  at  the  expense  of  the  smaller  distributors  because  the 
latter  can  no  longer,  under  prescribed  prices,  get  special  supplies  of  low- 
priced  milk. 

Some  statements  made  by  the  authors  in  the  chapter  just  paraphrased 
may  well  be  subject  to  question. 

For  instance,  they  state  that  "large  distributors,  their  labor  force,  and  the 
co-operatives  were  generally  in  favor  of  no  differential  since  the  same  wagon- 
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store  price  served  to  maintain  their  status  in  the  market  and  incidentally 
give  stores  a  wider  profit  margin.  There  has  been  an  extensive  growth 
of  wagon-store  differentials  throughout  the  country  during  the  depression 
period"  (p.  69).  The  authors  might  have  gone  on  to  say  that  this  was  the 
natural  outgrowth  of  decreased  purchasing  power  in  the  hands  of  consumers 
and  a  relatively  wide  differential  in  the  labor  cost  in  selling  milk  off  the 
wagon  and  out  of  the  store;  however,  they  give  no  recognition  to  these 
fairly  well-proven  facts. 

Again,  the  authors,  in  discussing  the  introduction  of  licenses,  point  out 
that  the  Administration  seems  to  have  changed  its  attitude  with  respect  to 
distributors  and  tended  to  encourage  dealer  competition  so  long  as  pro- 
ducers' prices  were  maintained.  In  doing  this  the  authors  failed  to  state, 
however,  that  the  resulting  price  wars  were  due  largely  to  the  lack  of  enforce- 
ment of  producer-price  regulations,  thereby  making  it  possible  for  law  vio- 
lators to  purchase  milk  at  lower  prices  than  that  paid  by  the  estabhshed 
dealers,  and  that  the  so-called  beneficial  results  of  the  competition  accrued 
to  the  lawbreakers  while  the  few  complying  dealers  saw  their  losses  mount 
and  their  sales  volume  decline. 

Two  other  remarks  of  the  authors  are  worthy  of  particular  note.  They 
state,  "It  is  a  weakness  of  the  Federal  program  that  no  general  attack  has 
been  made  upon  the  problem  of  milk  distribution,"  and  further,  that  "for 
a  general  public  program  including  the  interest  of  the  consumers  as  well 
as  the  producers  considerable  emphasis  upon  the  reduction  of  these  costs 
would  be  desirable"  (p.  93).  No  clue  is  given  by  the  authors  as  to  how 
costs  should  be  reduced.  This  brings  to  mind  a  noticeable  omission  in  the 
whole  study,  and  that  is  the  matter  of  labor  costs  which  play  so  important 
a  part  in  milk  prices.  Many  studies  of  competitive  conditions  have  demon- 
strated beyond  a  doubt  that  any  large  reduction  in  distribution  costs  suffi- 
cient to  make  a  noticeable  reduction  in  the  price  paid  by  consumers  must 
have  its  origin  in  reduced  labor  costs  of  delivery  service.  The  authors  ap- 
parently quote  data  on  producers'  prices,  retail  prices,  and  distributors'  gross 
margins  over  periods  of  many  years,  but  there  is  a  careful  avoidance  of  any 
wage  data  with  which  such  prices  should  be  compared.  The  influence  of 
labor  unions  in  the  milk  industry,  especially  as  now  aided  by  the  National 
Labor  Relations  Act  and  the  War  Labor  Board,  is  having  a  profound  effect 
on  the  interplay  of  economic  forces  in  the  industry.  Certainly  this  eco- 
nomic force  is  worthy  of  some  consideration  in  a  study  purporting  to  be 
an  economic  approach  to  the  problems  of  the  milk  industry. 

To  summarize  Chapter  VI  of  Part  II,  covering  New  York  State  efforts 
to  control  milk  prices,  it  is  perhaps  clearer  to  paraphrase  the  entire  chapter 
and   refrain   from   inserting   any   comments  of   the   re-  jja^  Vork 

viewers   until   after   the   summary    is   completed.     The  g+otp  fnntrnl 

summary  of  Chapter  VI  (pp.  195-225)  is  as  follows: 
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In  considering  the  matter  of  governmental  control  of  milk  prices  in  New 
York  State,  the  authors  relate  that  the  price  of  milk  is  an  important  factor 
in  the  prosperity  of  the  farmers.  Dairying  is  a  major  enterprise,  and  nor- 
mally accounts  for  approximately  one  half  of  the  farm  income.  In  1936, 
about  75  per  cent  of  the  milk  produced  was  utilized  as  fluid  milk  and  cream. 
The  main  market  for  milk  is  the  New  York  metropolitan  area.  The  milk 
production  area  for  this  market  includes  primarily  the  State  of  New  York 
and  parts  of  New  Jersey,  Pennsylvania,  and  Vermont.  The  interstate  char- 
acter of  this  market  has  had  an  important  bearing  on  state  milk  control. 

In  1916,  a  joint  legislative  committee,  headed  by  Senator  Charles  W. 
Wicks,  was  appointed  to  study  the  marketing  of  dairy  products,  poultry, 
Investiffations  ^^^^  livestock.  The  findings  of  this  study  became 
of  Milk  known  as  the   Wicks   report.     No  legislation   resulted 

MarkptiTi0-  from  this  report,  but  it  was  a  forerunner  of  the  devel- 

opment of  market  information. 

A  law  was  passed  about  this  same  time  which  required  the  purchasers 
of  milk  to  furnish  a  bond  to  the  state  to  assure  farmers  a  full  and  proper 
payment  for  milk.    This  measure  has  remained  on  the  statute  books. 

Another  legislative  committee  was  appointed  in  March  1932  to  investi- 
gate the  dairy  industry.  The  committee  analyzed  the  causes  of  low  prices 
of  milk  to  producers  and  made  recommendations  for  the  stabilization  of 
the  marketing  of  dairy  products.  The  findings  and  recommendations  of 
this  committee  became  known  as  the  Pitcher  report  and  were  the  forerunner 
of  present-day  milk  control  in  New  York  State. 

As  the  direct  outcome  of  the  Pitcher  report  and  efforts  of  the  joint  leg- 
islative committee,  the  first  legislation  for  the  control  of  milk  prices  in 
M'lk  P     t     1  New  York  State  was  enacted  in  April  1933.    It  set  up 

„  .  jy  a  milk  control  board  to  function  as  a  part  of  the  State 

Department  of  Agriculture  and  Markets.  The  board 
was  given  broad  powers  to  supervise  and  regulate  the  entire  milk  industry 
of  the  state. 

Among  the  more  important  powers  granted  was  the  right  to  fix  minimum 
and  maximum  prices.  It  was  given  power  to  make  a  classification  of  milk 
and  fix  the  minimum  buying  prices  to  dealers. 

The  retail  prices  of  unadvertised  brands  of  milk  were  established  at  one 
cent  per  quart  below  that  of  advertised  brands.  This  provision  caused  a 
large  amount  of  administrative  and  legal  difficulty  because  it  tended  to  re- 
duce the  sales  of  milk  under  advertised  brands. 

During  the  first  year  of  operation,  milk  control  met  serious  opposition. 
Because  of  a  drought  during  the  summer  of  1933,  a  group  of  producers 
withheld  their  milk  from  the  market  for  two  weeks.  In  the  New  York 
market,  certain  dealers  purchased  milk  from  other  states  at  lower  prices 
which  led  to  illegal  price-cutting.     Numerous  jurisdictional  disputes  arose 
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because  the  authority  of  the  board  had  not  been  tested  and  this  legal  fric- 
tion continued  until  the  summer  of  1939. 

Just  prior  to  the  termination  of  the  first  milk  control  law  a  revised  law 
was  adopted  and  made  effective  April  1,  1934.  The  price-regulating  features 
of  this  law  were  to  last  for  a  period  of  one  year,  but  they  were  extended 
in  1935  and  again  in  1936  with  only  minor  changes. 

The  1934  law  set  up  a  division  of  milk  control  within  the  State  Depart- 
ment of  Agriculture  and  Markets  to  replace  the  milk  control  board  of  the 
1933  law.  New  provisions  of  this  law  were  the  authorization  of  production 
quotas  to  individual  producers  or  groups  of  producers  and  a  market-wide 
pool;  but  neither  of  these  provisions  was  used. 

Many  difficulties  of  the  1933  law  were  continued  or  accentuated  in  the 
new  law.  Producer  groups  were  dissatisfied  because  of  differences  in  prices 
brought  about  by  unequal  utilization  of  milk  in  the  various  classes.  Some 
co-operatives  were  formed  to  evade  the  milk  orders  by  giving  rebates  to 
dealers.  Many  small  dealers  would  pay  less  than  the  classification  prices, 
which  enabled  them  to  sell  milk  at  prices  below  the  established  levels  in  an 
effort  to  obtain  a  larger  proportion  of  the  m.arket.  The  non-controlled  sales 
and  purchases  of  milk  outside  of  New  York  State  were  a  continuing 
problem. 

The  milk  price  control  features  of  the  state  laws  were  permitted  to  lapse 
on  April  1,  1937,  but  the  Rogers-Allen  law  became  effective  on  May  18  of 
that  year.    This  act  provided  for  the  establishment  of  New  Plan 

bargaining   agencies  of   producers   and   of   distributors  of  Market 

which  had  the  right  to  meet  and  negotiate  marketing  Control 

agreements,  which  the  Commissioner  of  Agriculture  and 
Markets,  if  he  approved,  was  given  authority  to  enforce  in  the  respective 
producing  area.    No  provision  was  made  in  this  law  for  the  fixing  of  resale 
prices  at  either  wholesale  or  retail. 

It  was  not  until  September  1,  1938,  that  an  order  was  issued  under  this 
act.  At  that  time  an  order  was  issued  for  the  regulation  of  prices  in  the 
New  York  metropolitan  area,  and  it  was  issued  concurrently  with  and  was 
complementary  to  a  similar  order  made  effective  by  the  Secretary  of  Agri- 
culture of  the  United  States.  The  Federak  and  state  orders  provided  for 
a  classified  price  plan  and  a  market-wide  pooling  plan.  Producers  received 
a  blended  price  for  all  milk  sold  irrespective  of  the  use  to  which  the  milk 
was  put.  These  prices  were  subject  to  differentials  depending  on  the  loca- 
tion of  the  plant,  on  the  butterfat  content  of  the  milk,  and  for  high-quality 
milk.  These  combined  orders  eliminated  some  of  the  problems  of  state 
control. 

On  February  1,  1939,  the  Federal  order  v/as  suspended,  pending  judicial 
decision  regarding  its  validity,  but  was  reinstated  on  July  1,  1939.  The 
state  order  continued  during  this  period,  but  no  attempt  was  made  to 
enforce  it. 
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The  Rogers-Allen  law  was  amended  in  the  spring  of  1939  by  the  Nunan- 
AUen  law.  This  broadened  the  provisions  of  equalization  of  market  pro- 
ceeds among  producers  and  authorized  payments  to  dealers  and  co-operative 
associations  for  services  during  periods  of  surplus  or  shortage. 

In  September  1939  governmental  control  was  confined  to  the  Buffalo 
area  and  the  New  York  metropolitan  area  within  the  State  of  New  York. 
The  Buffalo  market  was  under  state  control  only  and  Rochester  has  since 
been  put  under  similar  control.  A  market  administrator  has  been  appointed 
for  each  market.  These  orders  deal  only  with  the  purchase  of  milk  from 
producers  and  with  the  distribution  of  market  proceeds  among  the  pro- 
ducers, and  do  not  fix  resale  prices.  At  times  during  the  earlier  control 
laws  both  production  and  distribution  throughout  the  state  were  under 
control. 

The  administration  of  the  control  laws  in  New  York  State  has  been 
guided  by  broad  legislative  standards  (p.  204),  and  through  public  hearings 
at  which  any  interested  person  or  groups  may  present  evidence.  The  major 
consideration  has  been  given  to  the  welfare  of  producers  supplying  milk 
to  particular  markets.  Administrative  standards  and  control  devices  are 
fully  described  (pp.  205-212). 

The  authors  use  several  charts  and  tables  to  show  the  results  of  milk  con- 
trol in  New  York  State.  It  is  shown  that,  in  the  early  stages,  the  milk  con- 
P       •..      o  trol  program  was  instrumental  in  raising  prices,  but  it 

Milk  Control  ^^^  started  in  the  depths  of  the  depression  when  milk 

prices  were  at  a  very  low  level  and  some  increase  would 
have  been  expected  through  an  increase  in  general  business  and  changes 
in  other  conditions. 

The  difficulty  in  determining  the  effect  of  price  control  on  the  produc- 
tion of  milk  in  New  York  State  is  noted  by  the  authors.  They  show  that 
the  production  decreased  from  1931  to  1935,  but  this  was  roughly  in  pro- 
portion to  the  change  in  the  number  of  cows.  From  1934  to  1939,  the  pro- 
duction per  day  per  dairy  on  those  farms  supplying  milk  to  the  New  York 
metropolitan  area  increased  at  least  30  pounds,  or  about  15  per  cent. 

While  the  New  York  milk  control  program  was  probably  not  designed 
to  give  special  advantages  to  co-operatives,  it  did  not  harm  them  to  any  great 
extent.  Many  co-operatives  were  formed  to  evade  certain  provisions  of  the 
earlier  orders.  Under  the  orders  issued  in  1938  payments  were  made  to 
co-operatives  from  the  general  producer-settlement  fund. 

The  authors  state  that  the  spread  between  the  dealers'  and  buying  prices 
and  the  retail  delivery  price  for  milk  was  actually  less  during  the  period 
when  resale  prices  were  fixed  than  either  before  or  after  this  period. 

The  enforcement  of  milk  control  legislation  in  New  York  State  has  expe- 
rienced many  legal  difficulties.  More  cases  have  been  carried  through  state 
and  Federal  courts  than  in  any  other  state,  and  more  cases  have  gone  to 
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the  United  States  Supreme  Court  for  decision  than  from  all  other  states 
combined. 

In  considering  the  effect  of  New  York  State  efforts  on  dealers'  buying 

prices,  attention  should  be  called  to  the  fact  that  a  Supreme  Court  decision 

in  1934,  denying  the  right  of  a  state  to  fix  the  price  of        p  i  +•        f 

milk   purchased  in   another   state,   enabled   New   York  -kt       tt     i         ■, 

J    1           ui     J  I                              £             -11        u    L  New  York  and 

dealers  to  blend  low  prices  on  out-of-state  milk  with  the  ^  ^  • ,    t»  • 

r     1       ■         c   ■                    n            1  Outside  Prices 
hxed   prices   or    intrastate   milk,   so   that   net   prices   to 

farmers  were  but  little  higher  than  the  competitive  level. 

In  a  comparison  of  the  blended  price  to  producers  in  New  York  with 
average  prices  at  condenseries  in  the  United  States  from  1921  to  1939  it  was 
noted  that  from  1933  to  1937  there  was  less  seasonal  variation  and  a  general 
downward  trend  in  premiums  to  New  York  producers.  It  is  stated  that 
during  the  latter  part  of  1937  there  was  a  sharp  rise  in  this  premium,  and 
it  has  varied  widely  since  then.  The  authors  neglect,  however,  to  state  that 
the  premium  over  condensery  prices  jumped  from  25  cents  per  hundred- 
weight in  the  twelve  months  ending  with  March  1933  to  44  cents  during 
the  first  year  of  milk  control,  and  was  40  cents  during  the  second  year.  By 
the  fourth  and  last  year  of  price  control  under  the  Pitcher  law  the  premium 
over  Midwestern  condensery  prices  had  fallen  to  22  cents  per  hundredweight. 
For  the  months  September  1938  to  January  1939,  when  the  joint  state- 
Federal  price  control  program  was  in  effect,  the  premium  over  condensery 
prices  averaged  72  cents  per  hundredweight,  compared  with  46  cents  during 
the  corresponding  months  of  the  preceding  year,  when  prices  were  nego- 
tiated by  producer  and  distributor  bargaining  agencies.  Likewise,  during 
the  months  of  February  to  June,  1940,  the  premium  over  condensery  prices 
averaged  47  cents  per  hundredweight  as  against  13  cents  per  hundredweight 
in  the  corresponding  months  of  1938,  when  the  orders  were  in  suspense. 

The  monograph  authors  further  maintian  that  although  the  effect  of  price 
control  on  production  of  milk  in  New  York  is  difficult  to  determine,  rela- 
tively high  milk  prices  would  appear  to  have  encour-  t?  i  +•         f 
aged  some  increase  in  milk   production,  especially  in  r     +     i  + 
the  fall  and  winter  months  of  1939.     We  believe  that               v     A     f 
undoubtedly  much  of  the  increase  in  milk  production 
between  1933  and  1942  has  been  the  result  of  higher  prices  brought  about 
by  the  state  and  Federal  regulation.     It  is  desirable,  however,  to  consider 
also  the  effects  of  milk  price  control  on  milk  production  and  the  long-range 
outlook  for  milk  prices. 

The  monograph  authors  state  that  during  the  period  from  1934  to  1939 
production  per  day  per  dairy  on  farms  supplying  milk  to  the  New  York 
metropolitan  area  increased  about  15  per  cent.  If  they  were  looking  into 
this  situation  today  they  would  be  able  to  state  that  milk  production  in  this 
area  has  set  a  new  high  record  each  successive  year  since  1934.    In  all  proba- 
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bility  part  o£  this  increase  can  be  attributed  to  other  factors;  nevertheless 
the  upward  trend  in  fluid  milk  prices  under  state  control  has  been  an  im- 
portant factor  in  the  upward  trend  of  milk  production. 

The  reviewers  believe  that  the  level  of  milk  production  at  the  present  time 
is  obviously  far  higher  than  is  required  to  meet  the  demands  of  the  fluid 
milk  market,  and  the  quantity  of  surplus  milk  which  must  be  processed 
into  manufactured  products  is  now  seriously  taxing  the  facilities  of  available 
manufacturing  plants.  More  and  more  the  surplus  quantities  of  milk  are 
of  necessity  being  made  into  butter,  which  would  bring  the  lowest  return 
to  the  milk  producer  that  he  could  possibly  receive  in  a  controlled  market. 
Thus  it  would  seem  that  over  a  period  of  time  milk  control,  instead  of 
accomplishing  its  primary  objective  of  increasing  producer  income,  will  in 
efFect  operate  to  reduce  producer  income  in  the  aggregate,  for  the  reason 
that  many  statistical  studies  have  revealed  that  the  demands  for  fluid  milk 
are  relatively  constant.    (War  needs  may  modify  this  situation.) 

In  discussing  the  spread  between  buying  prices  and  the  retail  delivery 

prices  for  milk,  the  authors  indicate  that  the  spread  was  less  during  the 

„         /I  h  t  period  when  resale  prices  were  fixed  than  ever  before 

T,     J  ,       J       or  after  this  period.    This  is  contrary  to  general  opinion. 

jTroducGrs  d;ii(l  j       o  r 

P   .    'I  p  •  The  difference  is  in  all  probability  due  to  the  fact  that 

the  authors  use  the  established  buying  prices  and  home- 
delivered  retail  prices  for  the  period  between  1933  and  1937.  It  happened 
that  during  those  years,  as  they  do  not  mention,  the  wages  of  distributors' 
employees  were  relatively  low.  Therefore,  it  may  be  said  that  it  was  not  the 
fixing  of  resale  prices  that  caused  the  reduction  in  spread;  rather  it  was  the 
decreased  distribution  cost  represented  by  lower  wages,  particularly  the  wages 
of  retail  route  drivers. 

The  monograph  states  (p.  216)  that  distribution  of  market  proceeds  on  a 
dealer  basis  from  1933  to  1937  put  certain  co-operatives  that  carried  a  large 
p     .     ..         n  proportion  of  the  "surplus"  milk,  such  as   the   Dairy- 

^  ..  men's  League,  at  a  distinct  disadvantage.    The  interests 

U0-0PGr3ftlV6S 

of  co-operatives,  however,  are  said  to  be  favored  by  later 
regulations:  (1)  the  dealer-bonding  law,  as  broadened,  protects  producer 
co-operatives  as  well  as  individual  producers;  (2)  in  markets  under  price 
control  special  payments  are  made  for  co-operative  services;  (3)  the  distri- 
bution of  "co-operative  payments"  to  certain  types  of  producer  co-operative 
associations  operating  under  the  Federal-state  orders  is  distinctly  favorable 
to  "operating"  co-operatives;  (4)  in  fact,  these  co-operative  payments  may 
represent  price  discrimination  between  co-operative  and  proprietary  types  of 
handlers.  We  believe  that  this  discrimination  undoubtedly  exists  as  between 
single-plant  operating  co-operatives,  who  receive  a  payment  of  4  cents  per 
hundredweight,  and  proprietary  dealers,  who  receive  nothing  for  special 
services;  on  the  other  hand,  large  operating  co-operatives  that  carry  major 
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responsibility  for  surplus  disposal  have  been  compensated  for  only  a  portion 
of  the  cost  of  co-operative  services. 

We  commend  the  monograph  authors  for  making  available  to  the  Tem- 
porary National  Economic  Committee  the  collection  of  material  and  ideas 
on  many  problems  involved  in  government  control  of  milk  prices,  both 
Federal  and  state. 

It  is,  however,  unfortunate  that  in  attempting  to  give  a  general  back- 
ground of  these  many  problems  the  w^riters  did  not  give  the  proper  weight 
to  the  matter  of  labor  costs  which,  under  the  influence  ^.,       p     , 

of  the  National  Labor  Relations  Act  and  the  War  Labor  ,  _      „  tu,.,, 

.  lems  of  Milk 

Board,  will  undoubtedly  have  a  greater  bearmg  upon  ^      .     , 

the  industry  in  the  future. 

Likewise,  the  authors  fail  to  recognize  that  the  antitrust  laws  in  the 
various  states  and  the  Federal  Government  have  apparently  become  fix- 
tures and  have  been  an  integral  part  of  our  laws  for  the  last  forty  or  fifty 
years.  The  probability  of  the  repeal  of  these  laws  is  exceedingly  remote; 
therefore,  the  problems  involved  in  government  pricing  of  milk  and  the 
so-called  "market  reforms"  which  the  writers  believe  to  be  desirable  would 
seem  to  be  circumscribed  by  the  existing  antitrust  laws.  The  writers  have 
made  little  mention  of  these  laws. 

There  is  another  factor  entering  into  the  problems  of  the  milk  industry 
which  the  writers  recognize  but  did  not  dwell  upon  to  any  extent,  and 
that  is  the  seasonal  aspects  of  the  milk  industry,  especially  the  large  quan- 
tities of  surplus  milk  that  are  available  in  flush  periods.  The  writers  give 
little  recognition  to  the  demands  made  upon  milk  processors  and  dairy 
product  manufacturers  by  this  burden  of  surplus  milk.  This  situation 
raises  many  questions  of  plant  capacity,  merchandising  of  surplus  stocks, 
and  the  difficulties  of  handling  labor  employed  on  a  seasonal  basis.  Thus 
the  whole  treatment  of  the  subject  covered  by  the  monograph,  dealing 
primarily  with  the  favored  producers'  group,  pays  too  little  attention  to 
the  problems  confronting  the  dealers,  manufacturers,  processors,  and,  last 
but  not  least,  the  consumer. 

In  conclusion,  it  should  be  reiterated  that  the  monograph  does  not  pur- 
port to  offer  a  panacea  for  all  the  ills  in  government  milk  control,  but  is 
in  fact  just  what  the  Commissioner  of  Labor  Statistics  chooses  to  call  it, 
"merely  a  beginning  of  the  study.  .  .  ."  The  conclusions  in  the  study 
should  be  regarded  as  only  tentatively  true  in  the  absence  of  supporting 
facts  and  further  study. 

CONTROL  OF  BITUMINOUS  COAL  PRICES 

Part  III  (pp.  227-395)  of  Monograph  No.  32  considers  "Price  Fixing  in 
the  Bituminous  Coal  Industry."     Its  authors  are  Ellery  B.  Gordon  and 
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William  Y.  Webb,  former  stafE  members  o£  the  Bituminous  Coal  Com- 
mission. 

Introductory  Sufnmary 

The  over-all  survey  presented  on  pages  229-234,  as  a  summary,  provides 
a  background  for  the  topics  treated  more  elaborately  in  the  subsequent 
chapters.  It  is  worth  while  to  give  here  the  substance  of  it  with  some 
comment. 

Peacetime  public  control  of  bituminous  coal  prices  is  related  to  the  de- 
pression characterizing  this  industry  since  1923.  Prior  to  the  first  World 
War  the  bituminous  coal  industry  had  enjoyed  continuous  and  prosperous 
expansion  in  step  with  the  industrial  growth  of  the  country. 

During  the  period  1917-1920  the  Federal  Government  fixed  maximum 
prices  to  protect  itself  and  other  consumers  against  excessive  prices  arising 
Postwar  under  war  conditions.     Subsequently,  the  office  of  the 

Troubles  Federal   Fuel   Distributor   was   created   in   the   chaotic 

postwar  years,  because  of  falling  prices,  transportation 
difficulties,  labor  disputes  and  strikes.  The  Distributor  was  also  to  gather 
information  on  the  production  and  needs  of  the  industry  and  to  co-operate 
with  the  Interstate  Commerce  Commission  in  priority  control. 

Various  bills  were  proposed  in  Congress  providing  for  embargoes,  sea- 
sonal freight  rates,  government  storage,  government  purchase  and  sale, 
government  price  fixing,  and  government  operation  of  mines  in  an  emer- 
gency. 

Over-capacity,  increased  fuel  efficiency,  and  the  competition  of  oil  and 
gas  produced  a  severe  depression,  characterized  by  price  cutting  and  wage 
cutting,  to  such  an  extent  that  bills  to  protect  operators  and  labor  started 
to  appear  in  1928,  proposing  legislation  for  consolidation,  marketing  agen- 
cies, and  minimum  prices. 

The  general  depression  of  1929-1933  intensified  the  depression  in  the 
coal  industry;  government  control  was  more  strongly  urged. 

Next  came  the  NRA  code,  which  stipulated  minimum  wages  and  maxi- 
mum hours  as  determined  by  collective  bargaining,  and  provided  for  min- 

,.TT>  A       J  imum   prices   to  be   fixed   by   code   authorities   in   five 

NRA  and  .     y  ,•  .      u        j     •       c  u    •      u 

F*    t  f     1  A  t         producing  areas,  mto  which  all  producing  fields  in  the 

United  States  were  divided. 
After  NRA  was  declared  to  be  unconstitutional,  Congress  passed  the 
Bituminous  Coal  Act  of  1935.  This  act  provided  for  minimum  wages  and 
maximum  hours  to  be  binding  on  all  producers  in  a  district  when  approved 
by  producers  of  two  thirds  of  the  annual  tonnage  and  by  a  majority  of  the 
mine  workers.  Minimum  prices  were  to  be  fixed  by  district  boards  when 
approved  by  the  Coal  Commission.  The  Coal  Commission  was  also  em- 
powered to  fix  maximum  prices  if  they  were  needed  for  the  protection  of 
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consumers.    In  May  1936  this  act  was  declared  to  be  unconstitutional  because 

of  its  minimum  wage  and  maximum  hour  provisions. 

Thereupon   Congress  passed   the  Bituminous   Coal   Act   of   1937,  which 

contained  no  provisions  as  to  hours  or  wages.    This  is  rt     ^  a   *. 

^  r  T  Coal  Act 

the   regulatory   act   now    m    force.     Its   purposes    were  fioq? 

stated   by   Congress   as   follows,   as   quoted   on   p.  230: 

"That  regulation  of  the  sale  and  distribution  in  interstate  commerce  of 
bituminous  coal  is  imperative  for  the  protection  of  such  commerce;  that  there 
exist  practices  and  methods  of  distribution  and  marketing  of  such  coal  that 
waste  the  coal  resources  of  the  Nation  and  disorganize,  burden,  and  obstruct  inter- 
state commerce  in  bituminous  coal,  with  the  result  that  regulation  of  the  prices 
thereof  and  of  unfair  methods  of  competition  therein  is  necessary  to  promote 
interstate  commerce  in  bituminous  coal  and  to  remove  burdens  and  obstructions 
therefrom." 

The  unstated  primary  purpose  was  to  insure  ability  to  pay  negotiated 
wages;  other  purposes  were  to  diminish  losses  and  to  prevent  unfair  com- 
petition. Consumers'  interests  were  recognized  by  the  creation  of  the  office 
of  the  Consumers'  Counsel  to  represent  them. 

This  act  provided  two  bases  for  the  establishment  of  minimum  prices: 
first,  a  cost  standard  which  is  quite  definite,  and  second,  a  set  of  standards 
expressed  in  general  terms.  (See  Appendix  E,  p.  336,  for  exact  stipulations 
as  set  forth  in  the  1937  act.)  The  general  standards  will  be  developed  and 
made  evident  to  the  public  only  through  administration  by  the  regulatory 
agency  and  interpretation  by  the  courts. 

There  is  also  provision  for  maximum  prices;  but  effective  regulation  is 
impossible  under  the  prescribed  wording,  which  is  as  follows: 

"When,  in  the  public  interest,  the  Commission  deems  it  necessary  to 
establish  maximum  prices  for  coal  in  order  to  protect  the  consumer  of  coal 
against  unreasonably  high  prices  therefor,  the  Commission  shall  have  the 
power  to  establish  maximum  prices  free  on  board  transportation  facilities 
for  coal  in  any  district.  Such  maximum  prices  shall  be  established  at  a 
uniform  increase  above  the  minimum  prices  in  effect  within  the  district 
at  the  time,  so  that  in  the  aggregate  the  maximum  prices  shall  yield  a  rea- 
sonable return  above  the  weighted  average  total  cost  of  the  district:  Pro- 
vided,  That  no  maximum  price  shall  be  established  for  any  mine  which 
shall  not  yield  a  fair  return  on  the  fair  value  of  the  property." 

The  above-quoted  section  is  discussed  and  rediscussed  in  later  chapters 
and  is  accordingly  given  here  with  only  the  preceding  comment  of  the 
authors  of  this  part  of  the  monograph,  who  quoted  the  section  in  part.  (The 
1937  act  is  printed  in  full,  however,  in  Appendix  E.) 

It  is  stated  that  in  the  winter  of  1937-1938  the  Coal  Commission  first 
established  minimum  prices  under  the  1937  act,  without  conducting  public 
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hearings,  but  that  on  account  of  legal  difficulties  the  Commission  withdrew 
the  prices  within  a  few  weeks. 

Actually  the  Commission  conducted  a  number  of  public  hearings  relat- 
ing to  various  preliminary  phases  of  price  estabhshment  but  did  not  hold 
a  final  hearing  on  co-ordinated  prices  prior  to  making  them  eflective. 
Prices  were  revoked  by  the  Commission  February  25,  1938. 

The  authors  note  that  hearings  (on  various  phases  of  price  estabhsh- 
ment) were  reopened  in  the  spring  of  1938  and  ran  intermittently  until 
January  1940,  and  that  recommended  minimum  prices  were  announced 
again  in  the  spring  of  1940.  These  prices  were  open  to  oral  arguments 
and  to  approval  or  modification  by  the  Director  (who  had  succeeded  the 
Coal  Commission);  they  eventually  became  effective  October  1,  1940. 

The  monograph's  resume  of  the  price-fixing  process  and  procedure  under 
the  Bituminous  Coal  Act  of  1937  is  substantially  accurate  and  may  be 
accepted  without  further  comment. 

In  common  with  other  surveys  on  governmental  price  control  in  this 
monograph,  "this  section  on  coal  is  addressed  to  the  nature  of  the  economic 
Scone  of  standards  for  price  fixing  in  their  relation  to  three  prob- 

Retjort  lems:  (1)  The  general  level  of  prices  in  the  industry;  (2) 

the  pattern  or  structure  of  relative  prices  in  the  industry; 
(3)  the  relation  between  prices  in  this  industry  and  the  level  of  use  of  re- 
sources in  the  economic  system"  (p.  232). 

It  treats  the  following  five  topics,  as  briefly  sketched  in  the  introductory 
summary: 

1.  A  short  history  of  the  industry,  including  economic  problems  and  gov- 
ernment control  prior  to  1937. 

2.  A  description  of  the  provisions  of  the  1937  act,  with  special  reference 
to  economic  standards  and  procedures  for  price  fixing. 

3.  A  discussion  and  appraisal  of  the  cost  standard  with  some  possible 
results  of  its  application. 

The  authors  state  that  the  cost  standard  is  sufficiently  definite  so  that 
some  appraisal  is  possible,  but  that  in  other  provisions  everything  seems 
to  depend  on  interpretations  by  the  regulatory  agency  and  the  courts.  We 
agree  with  this  appraisal.  We  cannot  fully  accept  their  following  state- 
ment that  the  Coal  Division  has  endeavored,  as  far  as  is  feasible,  to  raise 
prices  on  those  particular  coals  and  in  those  particular  markets  where  sub- 
stitution of  competing  fuels  will  be  held  to  a  minimum.  This  is  a  state- 
ment equally  hard  to  prove  or  disprove  and  largely  a  matter  of  opinion. 

The  following  generalizations  appear  in  connection  with  the  statement 
of  this  topic  at  this  point: 

(a)  "Price  fixing  .  .  .  should  have  a  tendency  to  minimize  ruinous  price 
and  wage  cutting  for  a  time  at  least"  (p.  232). 

This  would  appear  too  self-evident  to  merit  comment.  It  is  the  basic 
purpose  of  the  act. 
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(b)  "It  is  likely  that  prohibition  of  price  competition  will  lead  to  in- 
creased competitive  expenditures  on  marketing  and  various  services"  {ibid.). 

This  is  not  necessarily  true;  open  competition  required  the  utilization 
of  every  possible  sales  medium  to  get  and  retain  business. 

(c)  "An  increase  in  mechanization  may  occur  as  a  result  of  the  greater 
opportunity  for  profits  afforded  by  this  standard"  {ibid.). 

Perhaps  the  authors  mean  to  imply  that  with  lower  prices  under  open 
competition  many  mines  had  no  funds  available  for  mechanization.  Cer- 
tainly, if  mechanization  is  assumed  to  result  in  lower  production  costs, 
the  incentive  to  mechanize  was  present  to  an  even  greater  degree  under 
open  competition. 

(d)  "Average  costs  usually  increase  as  demand  and  production  decline, 
and,  at  a  time  when  other  prices  are  likely  to  be  falling,  minimum  coal 
prices,  under  this  act,  would  probably  have  to  be  adjusted  upward.  ...  It 
is  quite  possible  that  application  of  the  rigid  cost  standard  set  by  this  act 
through  depression  and  recovery  may  result  in  a  tendency  for  coal  prices 
to  rise  in  depression  and  fall  in  recovery,  with  a  consequent  loss  of  markets 
(not  always  to  be  regained)  in  depression  periods.  Moreover,  owing  to 
the  length  of  time  required  to  demonstrate  cost  changes  under  this  act, 
readjustment  in  the  level  of  minimum  prices  will  follow  changes  in  cost 
only  after  a  considerable  lag"  (p.  233). 

We  agree  with  the  above  statements  but  must  point  out  that  the  lag  in 
readjustment  of  minimum  prices  referred  to  in  the  last  sentence  above  is  an 
offsetting  factor,  minimizing  the  counter-movement  of  price  levels  in  de- 
pression or  recovery  except  over  an  extended  period  of  time. 

4.  An  explanation  of  other  considerations  in  the  fixing  of  minimum 
prices,  including  economic  and  administrative  difficulties. 

5.  Sketches  of  some  other  proposals  for  government  control  of  bituminous 
coal,  which  in  the  judgment  of  the  authors  would  produce  better  results 
for  all  concerned;  it  is  their  conclusion  that  price  fixing  should  be  more 
flexible  and  responsive  and  that  the  powers  of  the  regulatory  agency  be 
extended  to  include  production  control.  These  recommendations  are  de- 
tailed later  in  this  report  and  will  be  discussed  at  that  point. 

The  authors  emphasize  the  fact  that  this  report  does  not  represent  a 
full  appraisal  of  the  probable  results  of  the  act  of  1937,  because  general 
provisions  of  the  act  have  not  yet  been  interpreted.  The  final  finding  of 
the  Bituminous  Coal  Division  had  not  been  promulgated  when  their  report 
was  completed  (additions  and  revisions  were  made  after  the  examiners' 
findings  were  issued) ;  and  no  prices  had  been  established.  They  add 
(p.  234): 

It  will  be  readily  understood  that  this  report  does  not  attempt  to  constitute 
a  complete  guide  to  public  policy  with  respect  to  control  of  the  bituminous  coal 
industry.  ...  A  comprehensive  study  of  all  the  facets  of  public  regulation  of 
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bituminous  coal  prices  would  require  not  only  the  experience  which  only  the 
lapse  of  several  years  can  provide,  but  also  more  time  for  study  than  was  avail- 
able for  the  preparation  of  this  report. 

It  seems  needless  to  discuss  further,  at  this  time,  points  which  will  be 
elaborated  and  criticized  in  the  following  sections.  The  authors  have  ad- 
mitted that  they  regard  their  report  as  incomplete  and  therefore  inconclu- 
sive from  a  practical  standpoint.     There  are  no  limitations  on  theorizing. 

Economics  of  the  Bituminous  Coal  Industry  in  Review 

After  this  somewhat  detailed  survey  of  the  authors'  introductory  summary, 
we  will  review  more  briefly,  in  relation  to  the  amount  of  text,  the  first  three 
chapters  themselves,  on  which  the  authors  base  their  conclusions  and  recom- 
mendations in  a  final  chapter. 

Chapter  I  (pp.  235-254),  under  the  above  heading,  is  largely  a  factual 
resume,  predicated  on  governmental  statistics,  which  may  be  accepted  as 
the  best  available  information,  although  not  necessarily  entirely  correct  or 
complete. 

Therefore  our  discussion  of  this  section  relates  primarily  to  interspersed 
comments  of  the  authors  and  to  the  correction  of  certain  inaccuracies. 

Referring  to  United  States  coal  reserves,  the  authors  state  (p.  235) : 

.  .  .  The  present  problem  is  largely  due  to  the  efforts  of  private  owners  to  turn 
into  current  assets  investments  made  burdensome  by  taxes  and  carrying  charges 
on  investments  in  the  coal  lands.  The  result  has  been  the  development  of  excess 
capacity  for  production,  bitter  intersectional  competition,  degradation  of  labor, 
large  annual  losses,  and  many  other  uneconomic  practices. 

We  must  generally  admit  that  "the  result"  has  been  as  stated,  but  charg- 
ing all  consequences  to  taxes  on  unused  coal  lands  seems  curiously  inade- 
quate. The  production  and  sale  of  bituminous  coal  has  always  been  an 
individualistic  enterprise.  The  keenest  competition  exists,  not  between 
sections  but  between  neighboring  mines  in  the  same  field.  Overproduc- 
tion results  from  a  composite  of  increased  efficiency  in  use,  competition  of 
other  fields,  variances  in  total  demand,  size  demand,  demand  for  quality 
or  kind,  changes  in  transportation  rates,  storage  and  distribution  problems, 
prohibitions  of  antitrust  laws,  and  many  other  causes,  all  of  which,  at  least 
in  theory,  might  be  termed  "uneconomic  practices"  and  would  be  factors 
in  "annual  losses." 

"Degradation  of  labor"  is  an  unfair  generalization  implying  a  concerted 
eflort  by  mine  owners  to  deprive  labor  of  a  fair  wage  or  a  decent  standard 
of  living.  Wages  constitute  almost  two  thirds  of  total  coal  production 
costs  and  had  to  be  related  to  realization  if  operators  were  to  continue  in 
business.  Degradation,  if  we  must  use  that  word,  occurred  only  where 
mines  could  not  operate  with  any  regularity,  or  in  disproportionately  pub- 
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licized  individual  cases.  Present  wage  agreements  in  the  coal  industry 
would  indicate  that  "degradation  of  labor"  to  the  extent  that  it  ever  existed 
is  a  past  and  not  a  present  problem. 

On  pages  239-240  is  shown  a  table  giving  production  by  months  and 
districts  for  the  year  1937,  as  compiled  by  the  National  Bituminous  Coal 
Commission. 

There  is  an  obvious  typographical  error  in  the  October  production  for 
district  number  seven;  the  figure  should  be  5,047  instead  of  9,047  as  shown. 

It  should  be  further  noted  that  monthly  production  peaks  in  1937  were 
distorted  by  the  imminence  of  fixed  minimum  prices  and  particularly  for 
the  month  of  March  by  impending  wage  negotiations. 

On  page  244,  the  authors  compare  average  daily  wages  of  mine  labor 
of  $6.74  in  1923  with  a  daily  wage  average  of  $5.34  in  1929  (a  reduction  in 
daily  wages  of  $1.40),  stating  that  705,000  employees  worked  179  days  in 
1923  and  503,000  employees  worked  219  days  in  1929,  average  annual  wages 
being  $1,200  in  1923  and  $1,168  in  1929. 

They  fail  to  note  specifically  that  the  reduction  of  202,000  in  men  em- 
ployed indicates  a  corresponding  reduction  of  over-capacity  and  limited 
the  reduction  in  total  earnings  to  $32.00  per  man  per  year,  this  being  en- 
tirely in  a  period  of  open  competition  and  self-regulation.  The  number 
of  commercial  mines  in  operation  (see  Appendix  A,  p.  332)  was  reduced 
from  9,331  to  6,057,  which  would  appear  to  be  desirable  from  the  economic 
viewpoint  of  conserving  national  resources  and  of  retiring  high-cost  pro- 
ducers. 

According  to  the  data  cited  in  Appendixes  A  and  C  (pp.  332,  334)  it 
may  be  of  interest  to  note  that  the  ratio  of  production  to  capacity  increased 
from  58.25  per  cent  in  1923  to  71.14  per  cent  in  1929  and  that  labor  re- 
ceived 61.8  per  cent  of  the  average  realization  of  $1.78  in  1929,  compared 
with  56.3  per  cent  of  the  1923  realization  of  $2.68.  While  the  average  labor 
cost  per  ton  decreased  from  $1.51  in  1923  to  $1.10  in  1929,  the  proportion 
to  total  production  cost  and  to  realization  increased. 

The  fact  that  earnings  of  all  labor  increased  during  this  same  period 
(1923-1929)  provides  no  applicable  direct  basis  of  comparison. 

The  monograph  states  (p.  253) : 

During  this  period  industry  losses  were  severe.  Except  for  the  years  1924 
and  1926,  when  aggregate  net  income  data  were  not  available,  the  industry 
showed  an  uninterrupted  chain  of  annual  net  losses  beginning  in  1925  and 
continuing  through  the  year  1933.  In  each  of  the  years  1931,  1932,  and  1933, 
losses  amounted  to  approximately  $50,000,000. 

During  this  period  prices  steadily  fell  until  the  average  in  1932  was  only 
$1.31  per  ton,  the  lowest  since  1915.  Table  6  [p.  254]  gives  production  and 
average  price  data  for  the  depression  years. 
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This  was  a  period  of  economic  readjustment  within  the  bituminous  coal 
industry.  The  fact  that  it  occurred  during  a  time  of  general  economic  pros- 
perity is  a  phenomenon  of  interest  but  not  necessarily  a  convincing  argu- 
ment for  establishing  government  control. 

Legislative  History  of  Bituminous  Coal 

Briefly  mentioned  or  reviewed  in  Chapter  II  (pp.  255-264)  are:  the  Fre- 
linghuysen  report,  the  United  States  Bituminous  Coal  Commission,  the 
Kenyon  report,  the  United  States  Coal  Commission,  the  Davis-Kelly  bill, 
and  the  Lewis-Hayden  bill,  which  cover  the  period  from  1920  to  1932.  The 
Coal  Code  adopted  by  the  industry  under  the  NRA  in  1933  is  then  re- 
viewed. Under  NRA  in  1934  the  coal  industry  reported  direct  production 
cost  of  $1.79  and  realization  of  $1.84.  The  net  loss  after  capital  charges 
is  given  as  $7,500,000.  A  discussion  of  the  Gufley-Snyder  Bituminous 
Coal  Conservation  Act  of  1935  and  subsequent  legislative  history  leading 
up  to  the  Bituminous  Coal  Act  of  1937  conclude  this  short  chapter. 

All  of  the  above  were  reported  only  to  present  a  background  for  the  Bi- 
tuminous Coal  Act  of  1937.  Comment  of  the  authors  as  to  legislative  aims 
and  content  may  be  accepted  as  an  adequate  preHminary  to  their  discussion 
of  present  legislation. 

Regulation  of  Bituminous  Coal  under  the  1937  Act 

Chapter  III  (pp.  265-310)  is  devoted  mainly  to  the  objectives  and  opera- 
tion of  the  1937  act. 

On  pages  265  and  266,  Messrs.  Gordon  and  Webb  have  summarized  con- 
ditions in  the  bituminous  coal  industry  in   1936;   that  is,  in  the  period 

„..      ..  immediately  prior  to  the  effective  date  of  the  1937  act. 

Situation  _,    .  ■'  ^ .       .  ,.        ,         T^  r  TkT- 

•    ino/»  -tnctrj  Their   summation  is   predicated  on   Bureau  or  Mines 

m  lyob-iyo7  ^         .    .  ,  .       , 

and  other  government   statistics,  which,   as   previously 

stated,   represent   the  best   available   information.     The   inclusion   of   1929 

methods  of  distribution  from  the  1929  Census  of  Mines  and  Quarries  seems 

unnecessary,  for,  as  the  authors  themselves  remark,  the  proportions  have 

probably  changed. 

There  is  a  technical  error  on  page  267  where  it  is  stated: 

The  independent  sales  agent  performs  functions  similar  to  those  of  the  whole- 
saler, but  does  not  necessarily  take  title  to  the  coal. 

It  is  generally  accepted  as  one  criterion  of  a  sales  agent  that  he  does  not 
take  title  to  the  coal  which  he  sells.  He  would  cease  to  be  an  agent  if 
title  passed  to  him. 

In  discussing  the  relation  of  freight  rate  differentials  to  f.o.b.  mine 
prices,  the  authors  remark  that  absorption  of  the  freight  rate  (differential) 
has  become  a  fixture  in  the  coal  industry. 

This  is  true  as  regards  coals  of  equal  quality  having  different  freight 
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rates  to  a  common  market,  but  is  not  correct  as  to  special-purpose  coals  or 
those  of  outstanding  quality  for  either  industrial  or  domestic  use. 

The  next  several  pages  (270-279)  are  devoted  to  a  resume  of  the  objec- 
tives of  the  1937  act,  to  the  administrative  machinery  of  this  act,  and  to 
the  general  procedure  and  standards  provided  for  price  establishment. 

We  feel  that  the  authors  have  made  an  acceptable  presentation  of  the 
program  preceding  the  inception  of  minimum  prices.  They  are  not  quite 
exact  in  stating  (p.  276)  that  the  first  prices  for  all  districts  under  the  1937 
act  became  effective  December  16,  1937.     The  actual  dates  were: 

December    16,    1937 For  districts  1-13 

December   27,    1937 For  district  14 

January  3,  1938 For  districts  15-21  and  23  "^ 

But  this  variance  is  immaterial  from  a  practical  point  of  view. 

After  these  first  prices  were  revoked,  the  Commission  and  its  successor, 

the  Bituminous  Coal  Division,  proceeded  towards  the  redetermination  of 

minimum    prices.     This    redetermination   procedure   is  /%         i-         j? 

Ill        1  •       1  11  A   r  Operation  of 

recounted  in  detail  and  is  substantially  correct.    A  tew  „      .     , 

,  II  1  Control 

minor  errors  and  questionable  comments  deserve  noting.  iqqq  iqah 

On  page  280,  the  authors  refer  to  the  provision  that 
proposed  minimum  prices  must  "preserve  as  nearly  as  may  be  existing  fair 
competitive  opportunities,"  and  explain  it  as  meaning  that  coals  reaching 
a  "common  consuming  market"  must  be  priced  on  a  "fair"  basis,  which 
implies  consideration  of  freight  charges. 

The  objective  sought  is  correctly  stated  but  is  to  be  attained  at  a  later 
period — that  of  co-ordination.  Relative  transportation  charges  are  not  in- 
cluded in  consideration  of  the  original  prices  proposed  by  the  various  dis- 
tricts. 

In  the  summary  of  price  proceedings  on  page  298  we  find  this  statement 
referring  to  districts  16,  17,  and  18: 

.  .  .  The  Commission  found  that  prices  proposed  did  not  take  into  consideration 
the  cost  of  transportation,  and  therefore  accepted  the  market  areas  and  prices, 
as  modified,  as  a  basis  for  co-ordination.     [Italics  supplied.] 

Also  on  page  280: 

.  .  .  Should  the  prices  promise  a  return  per  ton  in  minimum  price  area  1, 
within  five,  six,  or  seven  cents  of  the  weighted  average  cost,  on  the  basis  of 
past  distribution,  such  return  might  be  considered  an  approximation  of  cost  .  .  . 

This  is  a  matter  of  personal  opinion,  not  substantiated  by  the  Bituminous 
Coal  Division  or  by  any  court,  and  is  quoted  as  the  only  estimate  of  the 
relation  of  return  to  cost  in  this  report. 
Referring  to  selling  costs  on  page  286,  the  authors  say: 

2^  District  22  omitted  since  all  coal  there  was  determined  to  be  lignite  not  subject  to  this  act. 
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.  .  .  Entertainment  is  another  item  in  the  same  category  [as  donations,  previ- 
ously commented  upon] — perhaps  a  necessity  arising  out  of  competition,  but 
in  the  opinion  of  the  authors  not  a  reasonable  expense  of  selling. 

Within  reason,  entertainment  would   seem  comparable  to   advertising  or 
other  methods  of  sales  promotion,  and  as  such,  to  be  a  proper  selling  cost. 
Also  on  page  286,  we  find  the  following: 

Affiliations  between  producers  and  their  selling  companies  are  common.  In 
many  instances,  the  selling  company  is  a  child  of  the  producer's  membership 
in  a  "marketing  agency,"  which  requires  the  subagent  to  do  the  actual  selling. 

This  is  a  curious  statement;  its  implications  and  intent  are  unknown.  We 
have  no  knowledge  of  any  marketing  agency  requiring  any  producer  to 
utiHze  the  services  of  any  particular  sales  agency,  or  promoting  the  services 
of  any  one  sales  agent  as  a  subagent  of  the  marketing  agency.  Nor  do  we 
see  anything  improper  in  an  affiliation  between  the  producer  and  his  selling 
company. 

Discussing  economic  methods  on  page  287,  there  is  the  following  state- 
ment: 

Maintenance  of  separate  sales  offices  and  salesmen  by  several  competitors  in 
the  same  limited  market,  offering  substantially  the  same  purpose  coals  from 
the  same  producing  fields,  is  uneconomic  in  the  opinion  of  the  authors.  Dis- 
tribution on  the  basis  of  getting  all  the  tonnage  possible,  over  as  wide  a  terri- 
tory as  possible,  irrespective  of  cross-hauls,  is  uneconomic. 

Both  of  these  statements  show  an  absolute  ignorance  or  disregard  of  the 
practical  necessities  of  selling  and  of  demand.  They  are  unsound  on  these 
grounds:  (1)  They  suggest  that  producers  are  subject  to  criticism  because 
they  did  not  flagrantly  violate  the  antitrust  laws;  (2)  they  ignore  the  facts 
that  every  producer  of  any  consequence  must  seek  all  possible  outlets  for 
his  products  to  insure  economic  operation,  and  that  each  consumer  must 
choose  that  coal  best  suited  and  most  economical  for  his  particular  needs; 
(3)  they  skip  over  the  fact  that  not  all  kinds  or  qualities  of  coal  are  pro- 
duced in  any  one  district;  (4)  they  fail  to  recognize  that  coke  plants,  steel 
mills,  gas  plants,  and  domestic  consumers,  among  others,  must  select  those 
coals  most  appropriate  for  their  use  within  the  limitations  of  delivered  cost, 
regardless  of  their  point  of  origin. 

The  authors  then  {ibid.)  cite  the  1938  annual  report  of  the  Consumers' 
Counsel  of  the  Commission  as  declaring: 

"The  office  has  opposed  that  conclusion  [that  actual  cost  of  selling  is  the  best 
evidence  of  the  reasonable  cost  of  selling]  and  will  continue  to  oppose  it.  The 
office  has  submitted  testimony  to  show  that  the  'cost  of  selling'  as  reported  by 
many  producers  exceeded  the  cost  reported  by  and  recommended  by  most 
efficient  producers.  Also  the  office  has  recommended  to  the  Commission  that 
distributors   affiliated   with   producers   shall   be   required   to   make   a   report   in 
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greater  detail  to  the  Commission  so  that  if  there  is  any  hidden  'profit'  included 
in  the  'cost'  it  will  be  exposed.  Further  study  will  be  necessary  before  a  de- 
cision can  be  made  as  to  how  the  problem  can  be  attacked  most  successfully." 

It  might  as  well  be  argued  that  production  costs  should  be  predicated 
on  those  of  the  lowest-cost  producers.  Obviously  some  coals  will  cost  more 
to  sell  than  others  in  the  same  market  and  some  markets  will  require  a 
greater  sales  expense  than  others.  An  average  of  sales  costs  would  seem 
as  fair  and  as  reasonable  as  an  average  of  production  costs. 

The  term,  "distributors,"  as  used  above,  is  evidently  intended  to  include 
sales  agents.  We  see  no  reason  why  a  reasonable  profit  should  be  prohib- 
ited to  an  "affiliated"  sales  agent  or  distributor  any  more  than  to  an  inde- 
pendent or  unaffiliated  one,  who  certainly  would  not  long  continue  to  serve 
unless  there  were  some  expectation  of  profits. 

This  may  be  good  theory  from  the  standpoint  of  the  Consumers'  Coun- 
sel, but  it  is  contrary  to  practical  procedure  or  ordinary  logic. 

The  next  several  pages  (288-290)  contain  a  further  exposition  of  ques- 
tionable cost  items  which  may  be  accepted  without  comment. 

On  pages  291-292  there  is  a  further  discussion  of  the  term  "relative  mar- 
ket value,"  with  the  conclusion  that  "relative  market  values  of  different 
kinds  of  qualities  of  coal  of  the  same  size  would  be- the       ,<p  ,   .. 
same   for   all   consuming   market   areas   served   by   the       --     i_  *  tt  1      " 
district." 

Again,  this  is  a  conclusion  perhaps  true  in  theory,  but  not  in  practice. 
The  total  delivered  price  must  be  considered,  also  transportation  methods, 
customer  preference,  and  types  of  burning  equipment.  For  example,  smoke 
ordinances  may  be  a  factor  in  one  market  but  not  in  another.  Two  coals 
may  be  properly  related  for  use  in  stokers,  but  not  for  use  as  powdered 
fuel.  Or  proper  relationships  for  an  all-rail  market  may  need  to  be  modified 
for  another  where  one  coal  moves  via  water  with  increased  handling  and 
size  degradation.  Or  two  or  more  coals  may  be  properly  priced  for  domestic 
sale  but  improperly  related  for  industrial  use,  where  the  same  value  factors 
do  not  exist. 

We  concur  with  the  opinion  of  the  authors  as  expressed  on  page  292, 
that  "relative  market  value"  cannot  be  predicated  on  past  market  relation- 
ships. Under  open  price  competition,  the  price  on  any  particular  sale  was 
predicated  on  the  immediate  need  to  sell  any  particular  size  or  kind  of 
coal,  on  momentary  demand;  on  supposed  or  actual  competition;  on  neces- 
sity for  keeping  the  mine  running;  or  on  many  other  factors. 

Referring  to  classification,  the  authors  cite  the  following  extract  from  the 
proposal  of  district  board  No.  1  (p.  294) : 

"Establishment  of  price  classifications  in  district  No.  1  has  been  an  almost 
continuous  process  since  late  in  September  1933,  when  what  was  then  the 
eastern  sub-district  or  what  is  now  district  No.  1,  was  called  upon  to  prqpose 
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price  classifications  and  prices  under  the  National  Industrial  Recovery  Act.  .  .  . 
At  that  time  they  had  no  analytical  data,  or  records  of  shipments  available,  and 
had  to  be  guided  entirely  by  their  judgment  and  knowledge  of  the  markets  and 
the  various  competitive  coals.  With  the  passage  of  the  1935  act,  .  .  .  district 
No.  1,  in  common  with  all  other  districts,  began  the  assembling  and  considera- 
tion of  data  and  information  as  to  their  coals  which  has  been  continued  all  the 
way  through  to  the  present  time." 

The  above  is  quoted  as  indicative  of  the  effort,  time,  and  money  ex- 
pended by  the  industry  in  co-operating  with  and  developing  governmental 
price  regulation  over  the  past  eight  years.  Moreover,  starting  with  the 
"Gufley"  Act  in  1935,  the  bituminous  coal  industry  not  only  has  been  reg- 
ulated or  in  the  process  of  being  regulated  but  has  paid  for  its  regulation — 
a  feature  which  is  not  emphasized  anywhere  in  this  report,  and  which  is 
virtually  unique  in  governmental  control. 

It  may  be  well  to  note  that,  under  minimum  prices  as  established,  sea- 
sonal discounts  (discussed  on  page  296)  for  districts  7  and  8  apply  to  all 
market  areas  except  98  and  99  (Great  Lakes),  tidewater  and  bunkers.  The 
authors'  report  (compiled  prior  to  the  inception  of  minimum  prices)  states 
that  these  discounts  do  not  apply  in  market  areas  1-2-3. 

The  balance  of  this  chapter  is  devoted  to  a  discussion  of  special  classi- 
fications by  use,  to  a  summary  of  price  proceedings,  to  basic  considerations 
in  determination  of  common  consuming  market  areas,  to  considerations 
and  procedure  in  co-ordinating  prices,  and  to  determination  of  maximum 
prices  (pp.  296-310).  The  writers  have  accurately  reported  the  processes 
involved,  and  in  a  self-explanatory  manner.  It  seems  unnecessary  to  quote 
or  enlarge  on  their  reports  of  these  phases  of  regulation. 

In  reviewing  this  chapter  it  may  be  noted  that  most  of  our  remarks  have 
been  critical.  This  is  not  intended  to  imply  disagreement  with  statements 
not  otherwise  discussed;  on  the  contrary,  we  accept  and  agree  with  many 
of  the  comments  and  remarks  not  specifically  contradicted  and  commend 
the  general  accuracy  of  the  authors  in  the  presentation  of  this  chapter  sum- 
marizing the  regulation  of  bituminous  coal  under  the  1937  act. 

Conclusions  and  Recommendations — A  Preliminary  View 

In  their  final  chapter  (Chapter  IV,  pp.  311-331),  the  authors  first  sum- 
marize the  principal  events  in  the  recent  history  of  Federal  price  regulation 
„  of  bituminous  coal.     They  briefly  review  the   passage 

„  T.         *  of  the  1935  act,  following  the  invalidation  of  NRA.    In 

of  Recent  j    i    ^j  ■     •      i        at      io 

P        ,   ..  turn,  this  act  was  declared  unconstitutional  on  May  18, 

1936.  It  was  succeeded  by  the  1937  act,  which  was  sub- 
stantially the  same  as  that  of  1935  except  for  the  elimination  of  wage  and 
hour  provisions. 

Proceeding  under  this  act,  the  National  Bituminous  Coal  Commission 
promulgated  the  "code"  June  21,  1937,  determined  standards  of  classifica- 
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tion,  adopted  marketing  rules  and  regulations,  adopted  the  proposed  class- 
ifications and  unco-ordinated  minimum  prices  of  the  variq,us  districts,  and 
determined  1936  costs  as  adjusted  for  1937. 

The  authors  mention  that  several  districts  failed  to  submit  such  proposed 
prices.  Actually  all  districts  proposed  prices  but  in  many  instances  were 
unable  to  complete  co-ordination  in  these  proposed  prices. 

The  monograph  states  that  the  Commission  completed  price  co-ordina- 
tion and  established  minimum  prices  effective  December  16,  1937,  without 
holding  public  hearings  on  these  prices.  As  previously  pointed  out,  prices 
for  only  districts  1-13  became  effective  December  27,  1937.  December  27, 
1937,  was  the  effective  date  for  district  14,  and  January  3,  1938,  for  the  re- 
maining districts. 

The  monograph  then  declares  (p.  311)  that  several  court  injunctions 
granted  because  of  the  failure  to  hold  public  hearings  so  hampered  the 
application  of  minimum  prices  that  the  Commission  revoked  all  prices  on 
February  25,  1938.  They  state  that  the  Utah  Fuel  case,  decided  January  29, 
1939,  by  the  Supreme  Court,  upheld  the  constitutionality  of  this  law  on  a 
number  of  points.  Starting  in  the  spring  of  1938,  the  Commission  pro- 
ceeded towards  the  redetermination  of  minimum  prices,  holding  lengthy 
public  hearings  for  each  procedural  step,  followed  by  finding  of  fact.  The 
Bituminous  Coal  Division  of  the  Department  of  the  Interior,  which  suc- 
ceeded the  Commission  July  1,  1939,  followed  similar  procedure.  Prices 
were  re-established  October  1,  1940.    The  authors  state  (p.  313) : 

.  .  .  The  assembled  data  in  connection  with  the  operations  of  the  bituminous 
coal  industry  during  the  past  4  years  are  the  most  complete  and  most  reliable 
ever  collected. 

One  point  not  mentioned  by  the  authors  is  that  the  district  boards  again 
were  not  able  to  agree  on  co-ordination  of  prices  and  that  co-ordination  was 
completed  by  the  Bituminous  Coal  Division. 

As  the  authors  have  previously  explained,  their  report  was  completed 
pi'ior  to  the  effective  date  of  minimum  prices,  so  there  was  no  evidence 
of   actual   effects    upon   the   industry.     However,   they  —«.     .      „ 

anticipated  certain  effects.  Minhnum 

It  IS   assumed   by   the   monograph   writers   that   pro-  p  . 

ducers  and  consumers  generally  will  accept  the  prices; 
that  there  will  be  adequate  enforcement;  that  there  must  be  a  large  degree 
of  voluntary  compliance;  that,  unless  demand  materially  increases,  minimum 
prices  will  tend  to  become  market  prices;  that  profits  should  be  realized  by 
the  industry  as  a  whole,  even  after  capital  charges,  based  on  production 
equal  to  or  exceeding  1936  and  1937,  and  on  the  allowance  of  certain  profit 
elements  to  be  included  in  "cost." 

Further   assumptions   are   that   continued   mechanization   and   increased 
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efficiency  will  continue  to  reduce  costs  and  that  this  movement  will  be 
enhanced  by  the  possibility  of  earning  a  profit;  and  that  the  incentive  to 
reduce  costs  will  be  stronger  under  price  regulation  than  under  free  com- 
petition where  the  effort  was  to  minimize  losses. 

This  last  assumption  has  been  previously  discussed  [supra,  p.  557].  We 
still  consider  it  illogical. 

Additional  monograph  conjectures  are  that  selling  costs  will  increase; 
that  the  percentage  of  sales  through  agents  and  distributors  will  increase; 
that  aggregate  upward  influences  including  prices  and  wages  will  out- 
weigh downward  ones  for  the  next  year  or  two;  that  high-cost  mines  may 
be  forced' to  close,  and  favorably  located  idle  mines  may  reopen;  that  there 
will  be  future  demands  for  higher  wages  and  a  decrease  in  the  number 
of  men  employed  unless  demand  increases. 

Although  the  increased  demands  for  coal  in  the  present  national  emer- 
gency have  greatly  altered  conditions  on  which  the  above  assumptions  were 
predicated,  it  seems  proper  that  they  be  mentioned  briefly  as  being  indica- 
tive of  the  authors'  opinions. 

The  authors  conclude  (p.  316)  that  if  the  act  is  so  administered  as  to 
maintain  a  reasonably  stable  price  level  and  to  avoid  labor  disputes  and 
other  stoppages  in  supply,  it  will  bring  sufficient  improvement  in  the  gen- 
eral economics  of  the  industry  to  be  worth  the  apparent  cost  to  the  con- 
sumer. 

Since  this  was  written  we  have  found  that  the  act  is  not  an  antidote 
for  labor  troubles.  Nor  can  present  improved  conditions  be  attributed  to 
the  functioning  of  this  act.  Primarily,  recent  improvement  is  the  result 
of  increased  demand  rather  than  of  price  control. 

In  discussing  maximum  prices,  the  writers  again  (ibid.)  give  their  opin- 
ion that  maximum  prices,  under  the  provision  as  written,  are  difficult  to 
apply  and  that  the  law  needs  to  be  amended.  They  offer  the  hope  that 
there  would  be  a  general  willingness  in  a  grave  emergency  to  accept  con- 
trols which  might  be  technically  deficient. 

The  monograph  next  discusses  (pp.  316-319)  certain  deficiencies  in  the 
present  act.  The  authors  consider  the  most  serious  defect  to  be  the  "unre- 
DefiriPTiHp<?  sponsive  lag  between  changes  in  market  conditions  and 

•     .,  adjustment  of  prices  to  meet  them,  which  se^ms  to  be 

Prp^PTit  Apt  imposed   by   the  cumbersome  procedural   requirements 

of  the  act."  This  lag,  they  say,  may  affect  the  industry 
adversely  during  a  slump,  and  the  consumer  in  times  of  definite  increase 
in  production  levels.  They  add  that  this  lag  might  cost  consumers  several 
million  dollars  before  new  cost  levels  could  be  determined  and  a  lower 
price  schedule  adopted.  Likewise,  during  a  slump,  the  industry  could  not 
cut  prices  to  hold  business. 

The  authors  still  appear  to  hold  to  the  idea  that  minimum  prices  and 
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market  prices  are  the  same.  During  any  period  of  strong  demand,  it  would 
seem  logical  and  proper  for  current  market  prices  to  be  above  minimum 
prices,  and  therefore  to  be  little  aflected  by  a  reduction  in  minimum  price 
levels  when  eventually  established.  Since  minimum  prices  are  based  on 
costs,  the  industry  as  a  whole  must  get  and  is  entitled  to  prices  above  mini- 
mum to  return  a  profit. 

As  we  have  already  indicated,  in  the  case  of  a  slump,  the  procedural  lag 
is  of  value  in  postponing  the  application  of  a  higher  cost  standard  and  the 
resulting  higher  prices  to  the  consumer  with  possible  loss  of  markets.  At 
such  a  time,  also,  the  unchanged  basing  of  costs  on  some  previous  period 
(perhaps  the  preceding  year)  of  larger  production  and  lower  costs  tends 
to  hold  down  the  level  of  minimum  prices.  Of  necessity,  these  conclusions 
are  predicated  on  uniformity  of  cost  for  wages,  supplies,  etc. 

The  authors  again  point  out  (p.  318)  that  the  price  provisions  of  the  1937 
act  tend  to  force  prices  against  general  price  trends  and  therefore  do  not 
attain  the  declared  objectives  of  "promoting  interstate  commerce  in  bitu- 
minous coal"  or  "promoting  the  use  of  coal  and  its  derivatives." 

We  agree  with  this  statement. 

In  discussing  the  deficiencies  of  that  section  of  the  act  relating  to  maxi- 
mum prices,  the  writers  state  that  a  "cost  plus"  basis  would  be  more  work- 
able; and  that  the  requirement  of  a  uniform  increase  is  contradictory  to 
the  requirement  of  "a  fair  return  on  the  fair  value  of  the  property." 

The  authors  recommend  (p.  319)  giving  the  agency  authority  to  change 
minimum  prices  under  a  less  cumbersome  procedure  to  give  more  prompt 
and  practical  response  to  market  changes.  That  is,  the  agency  should  have 
authority  to  "act  upon  its  judgment."  It  is  suggested  that  perhaps  changes 
could  be  tentative  and  "subject  to  the  full  proper  procedure  and  final  find- 
ings." 

The  authors'  proposals  in  this  regard  seem  practical  except  the  last  sug- 
gestion. To  make  changes  subject  to  later  findings  either  would  prejudice 
such  findings  or  would  create  a  state  of  constant  confusion  and  retroactive 
adjustments. 

Introducing  the  question  of  alternative  methods  of  regulation,  the  authors 
mention  (p.  319)  that  special  public  interest  attaches  to  natural  resource 
industries.    They  say: 

In  the  public  interest,  there  should  be  provision  for  a  reasonable  degree  of 
controlled  development;  a  minimum  of  avoidable  waste  in  production;  decent 
and    dependable   conditions    of   employment    and    earnings  Altprnativp 

for  labor;  stable  financial  status  and  opportunity  for  reason-  MpthnHt;  nf 

able  profits  from  operation;  a  fair  competitive  opportunity  Pprrnlntinn 

among  producers  and  with  other  fuels;  an  economical  dis- 
tribution  system;   and   a   stable  price  structure   which  can   command   consumer 
support. 
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This  is  a  concise  and  excellent  statement  of  industry  objectives.     Even 
an  approximation  of  attainment  would  be  most  desirable  and  praiseworthy. 
Continuing,  the  authors  review  various  alternatives: 

1.  Free  Competition.  They  say  that  this  system  has  been  far  from  satis- 
factory; capacity  considerably  exceeds  production;  supply  has  been  fre- 
quently interrupted;  there  have  been  wide  price  fluctuations;  the  number 
of  men  employed  and  of  days  worked  has  declined  since  1923;  the  industrv 
has  lost  money  each  year  since  1928;  the  industry  has  failed  to  reach  any 
reasonable  approach  to  a  balanced  economy;  field  associations  have  been 
ineffectual;  marketing  agencies  are  weak  without  governmental  support 
and  enforced  membership;  prior  to  the  Appalachian  Coals  case,  co-opera- 
tive action  was  thought  to  be  prohibited  by  antitrust  laws.  They  conclude 
that  governmental  assistance  in  some  form  is  essential. 

Under  such  a  sweeping  indictment,  one  wonders  how  the  coal  industry 
has  ever  survived,  or  how  many  producers  have  managed  to  achieve  rela- 
tive stability  of  operation  and  even  occasionally  some  profit.  Yet  we  know 
that  the  coal  industry  has  contributed  heavily  to  the  general  economic  ad- 
vancement of  this  country. 

Conditions  beyond  the  control  of  the  industry  have  contributed  greatly 
to  its  difficulties. 

2.  Marketing  Agencies.  It  is  said  that  proof  of  the  effectiveness  of  these 
agencies  has  been  hampered  by  NRA,  the  1935  act,  and  the  1937  act.  They 
have  not  had  a  decisive  practical  test;  but  the  authors  question  whether 
agencies  could  do  more  than  to  substitute  interagency  for  individual  com- 
petition. Another  weakness  is  said  (p.  323)  to  be  the  substantial  tonnages 
remaining  outside  of  the  agencies,  which  offset  the  stabilizing  tendencies 
of  the  agencies. 

The  chief  competitors  of  any  producer  are  his  own  neighbors,  not  pro- 
ducers in  some  other  field.  There  may  be  shifts  in  demand  as  to  size  or 
kind  of  coal,  but  primary  competition  is  between  adjacent  mines  seeking 
the  same  markets  and  the  same  customers.  Marketing  agencies  serve  to 
guide  and  limit,  not  eliminate,  this  fraternal  competition  and  to  improve 
the  direction  of  sales  efforts. 

The  monograph  states  (assuming  industry  regulation  by  marketing  agen- 
cies) that  there  are  also  the  questions  of  enforcement  of  their  rules  on  non- 
members;  of  ability  of  agencies  to  co-ordinate  prices,  if  district  boards 
could  not  do  so;  of  supervision  of  prices  and  practices  to  protect  consumers; 
of  collection  and  dissemination  of  data  and  statistics.  (These  last  two 
would  require  a  Federal  agency.)  The  authors  conclude  that  prices  for 
the  benefit  of  labor,  operators,  and  consumers  can  be  better  adjusted  by  a 
Federal  agency. 

In  view  of  the  authors'  statement  that  marketing  agencies  have  never 
had  a  decisive  test,  the  conclusion  of  the  authors  that  a  Federal  agency 
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could  better  fix  prices  would  seem  to  be  preconceived.     There  is  a  wide 
difference  between  Federal  supervision  and  Federal  regulation. 

3.  Interstate  Compacts.  No  interstate  compacts  have  ever  been  ratified; 
production  control  within  individual  states  has  been  ineffective.  Such  com- 
pacts would  depend  on  agreement  as  to  quotas,  prices,  and  other  matters. 
Again,  such  agreement  would  require  Federal  supervision. 

The  authors  make  no  recommendations,  and  no  comments,  on  this  alter- 
native method  of  regulation.  Such  a  method  is  obviously  inadequate  for 
the  situation. 

4.  Public  Ownership  or  Control.  In  the  first  World  War,  the  United 
States  Fuel  Administration  assigned  production  quotas,  established  market- 
ing zones,  and  fixed  minimum  prices;  it  exercised  control  without  own- 
ership. 

A  "National  Natural  Resources  Corporation"  was  proposed  in  a  bill 
introduced  in  1939  (H.R.  3121)  to  buy  and  operate  coal  mines,  oil  wells, 
water  power  plants,  and  natural  gas  fields;  also  plants  for  the  manufac- 
ture or  distribution  of  the  products  thereof;  also  plants  for  manufacture 
of  equipment  and  appliances  for  their  use.  This  is  one  of  several  similar 
proposals  that  have  been  unsuccessfully  made  from  time  to  time.  The 
United  Mine  Workers  offered  such  a  plan  for  the  coal  industry  in  1919. 

A  government  corporation  for  the  ownership  and  operation  of  mines 
might  assure  continuous  supply  and  afford  higher  income  to  miners;  it 
would  be  subject  to  pressure  of  employees,  consumers,  and  taxpayers;  and 
it  might  be  subject  to  the  competition  of  other  fuels  not  under  like  control. 

The  authors  conclude  that  "such  a  task  may  be  beyond  the  present  ability 
of  the  Government."    We  see  no  reason  to  dispute  this  conclusion. 

According  to  the  authors,  perfection  in  control  would  involve  (a)  pro- 
duction from  the  most  economical  sources;  (b)  adjustment  of  prices  to 
minimize  cross-hauls;  (c)  balance  between  capacity,  output,  and  demand; 
(d)  proper  provision  for  hours  and  wages  of  labor;  and  (e),  with  consid- 
eration for  economic  efficiency  in  the  whole  economy  as  well  as  regard 
for  human  values,  the  rehabilitation  of  unemployable  labor. 

Such  a  procedure  would  require  absolute  control  by  one  or  more  agencies 
of  (a)  the  number  and  location  of  mines;  (b)  capacity  and  investment; 
(c)  production;  (d)  allocation  of  output  and  markets;  (e)  prices;  (f)  sal- 
aries and  selling  expenses;  and  (g)  rehabilitation  and  retraining  of  labor. 

The  points  and  practices  listed  above  are  a  restatement  of  economic  ob- 
jectives previously  outlined  by  the  authors. 

The  writers  conclude  that  there  are  four  alternative  methods  of  control, 
namely : 

1.  Complete   government    control    and    ownership,    attended    by   serious 
political,  economic,  and  constitutional  difficulties. 
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2.  Extensive  and  strict  government  control  or  operation  with  private 
ownership,  equivalent  to  nationalization. 

3.  Self-regulation  under  government  supervision,  as  through  marketing 
agencies,  voluntary  or  compulsory. 

4.  Limited  regulation,  leaving  substantial  elements  of  free  enterprise  and 
private  initiative;  regulation  similar  to  that  of  the  1937  act,  subject  to 
certain  additional  modifications  and  controls. 

This  brings  us  to  the  essence  of  all  foregoing  remarks,  to  the  final  deter- 
minations and  recommendations  of  the  authors  of  this  part  of  Monograph 
P  No.  32.    We  admire  their  ingenuity  of  presentation,  but 

,   ..  regret  their  attempts  to  combine  theory  and  practicality 

and  their  evident  lack  of  experience  in  the  day-to-day 
necessities  of  the  production  and  sales  of  bituminous  coal. 

Under  their  recommendations  on  Federal  regulation  of  prices  and  pro- 
duction in  the  coal  industry  they  say,  in  substance,  that  the  aim  of  the  in- 
dustry and  of  government  is  (p.  327) : 

(1)  to  establish  stability  of  prices  and  markets; 

(2)  to  eliminate  waste  and  conserve  resources; 

(3)  to  diminish  waste  in  distribution  by  minimizing  cross-hauls  and 
other  uneconomic  distribution  costs; 

(4)  to  minimize  waste  in  consumption  by  applying  the  most  appropriate 
coals; 

(5)  to  overcome  waste  of  human  resources  through  recognition  and  pro- 
tection of  wage  scales  commensurate  with  standards  of  respectable 
living;  and 

(6)  to  do  all  these  things,  and  at  the  same  time  to  preserve  as  much  free 
enterprise  as  possible,  as  well  as  a  degree  of  participation  by  the  in- 
dustry in  the  scheme  of  regulation. 

It  is  the  opinion  {ibid.)  of  the  authors  that  "the  least  objectionable  scheme 
is  one  which  puts  a  floor  under  prices  .  .  ,"  and  provides  "for  the  emer- 
gency establishment  of  maximum  prices  to  protect  the  consumers."  (Italics 
supplied.)  They  further  recommend  some  restrictions  on  the  movement 
of  wages  either  up  or  down,  but  admit  that — 

...  In  view  of  the  present  exceedingly  difficult  situation  in  the  industry,  it  is 
impossible  to  conclude  definitely  that  price  regulation,  either  in  its  present  form 
or  in  any  similar  form,  will  be  permanently  effective  and  successful  from  the 
start. 

The  writers  supplement  these  comments  by  stating: 

In  its  present  form  the  act  of  1937  is  implemented  with  hopelessly  lengthy 
procedural   requirements  and  contains  inconsistencies  tending  to  defeat  its  ob- 
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jectives,  yet  in  our  opinion  it  has  some  great  merits.    With  certain  modifications 
and  additions  this  scheme  of  regulation  should  be  satisfactory. 

They  then  propose  an  outline  for  regulation  (p.  328),  embodying  "com- 
promises consistent  with  the  desired  ends"  and  patterned  on  the  main  pro- 
visions of  the  present  act.  Some  of  the  twelve  points  of  the  outline  are 
slightly  abridged  as  reproduced  here: 

1.  Create  a  small  and  impartial  commission,  with  no  representation  for 
labor  or  operators. 

2.  Give  the  commission  a  voice  in   bituminous  coal   freight-rate   regulation. 

3.  Set  up  a  simple  production  control,  vesting  wide  latitude  in  the  commis- 
sion. Require  every  new  mine  to  obtain  a  certificate  of  convenience  and 
necessity  before  development. 

4.  Provide  for  the  prompt  adoption  of  a  standard  classification  of  cost  ac- 
counts. 

5.  Provide  a  system  of  minimum  price  regulation — possibly  basing  prices 
on  out-of-pocket  costs,  without  depreciation  or  depletion.  Provide  also 
for  fixing  maximum  prices  with  a  proviso  of  a  sort  that  does  not  emascu- 
late the  process  of  price  fixing  to  preserve  the  legal  and  constitutional 
rights  of  operators. 

6.  Provide,  under  commission  supervision,  compulsory  marketing  organiza- 
tions of  producers,  either  by  districts  or  by  producing  fields,  with  the 
intent  of  their  acting  as  gigantic  sales  agencies  and  minimizing  duplication 
of  selling  effort  and  selling  expense. 

7.  Regulate  fees  and  charges  of  all  selling  companies. 

8.  Empower  the  commission  to  issue  temporary  orders,  pending  proceedings, 
for  general  increases  or  decleases  in  minimum  prices,  to  increase  market 
responsiveness. 

9.  Limit  the  height  of  wage  rates;  possibly  have  them  fluctuate  with  sales 
realization. 

10.  Create  an  impartial  body  to  handle  unemployment,  rehabilitation,  realloca- 
tion, and  resettlement  of  permanently  unemployable  labor. 

11.  Authorize  the  governing  body  to  conduct  research  seeking  new  uses  for 
coal  and  further  economy  in  use,  and  to  encourage  co-ordination  of  gov- 
ernmental, industrial,  and  institutional  research. 

12.  Provide  for  collateral  regulation  of  oil  and  natural  gas. 

The  composite  effect  of  all  the  above  recommendations  would  be  to 
constitute  the  regulating  commission  or  agency  as  a  Federal  monopoly, 
without  ownership,  for  the  bituminous  coal  industry.  The  "wide  lati- 
tude" to  be  vested  in  the  commission  is  a  phrase  which  cannot  be  inter- 
preted. Basing  prices  on  out-of-pocket  costs  only  seems  unfair  and  un- 
reasonable. 

The  authors  recommend  fixing  maximum  prices  at  the  expense  of  the 
local  and  constitutional  rights  of  operators,  if  need  be,  rather  than  to  "emas- 
culate" the  process  of  fixing  such  schedules.  We  hope  what  they  meant 
was  to  provide  some  scheme  more  workable  than  the  present  method,  as 
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they  have  previously  recommended;  but  we  fear  the  disregard  of  "rights" 
they  advocate  indicates  a  feeHng  that  individual  rights  or  privileges  are 
of  little  importance  and  may  be  lightly  disregarded. 

"Compulsory"  marketing  agencies  are  advocated,  to  act  as  "gigantic" 
sales  agencies  under  commission  supervision.  This  may  be  good  economic 
theory,  but  it  is  a  far  departure  from  the  American  way  of  doing  business. 
Actually  the  Federal  agency  would  constitute  a  single  marketing  agency 
directing  its  subagents  in  the  various  districts  or  fields  through  whom  the 
producer  must  sell  his  products,  as  membership  is  to  be  compulsory.  This 
plan  is  presumed  to  minimize  selling  expense  and  duplication  of  effort;  we 
are  afraid  theoretical  savings  would  be  lost  in  the  red  tape,  lack  of  incen- 
tive, and  bureaucratic  inefficiencies  of  such  a  method. 

The  collateral  regulation  of  oil  and  gas  as  recommended  would  be  essen- 
tial to  the  protection  of  bituminous  coal  under  these  circumstances.  Pre- 
sumably, such  regulation  would  be  as  extensive  as  that  recommended  for 
coal. 

And  the  final  result  would  be  complete  Federal  control  of  all  fuels — 
socialism  for  coal,  for  oil,  for  gas.  We  cannot  accept  the  authors'  basic 
recommendations  as  either  proper,  practical,  necessary,  or  desirable. 

The  writers  summarize  (p.  331)  their  conclusions,  substantially,  as  fol- 
lows: Federal  regulation  of  both  price  and  production  is  needed.  The 
present  act  is  a  halfway  measure,  too  cumbersome  in  procedure,  and  with 
insufficient  latitude  for  the  controlling  agency;  it  needs  to  be  amended.  Its 
economic  standards,  tied  to  cost,  do  not  operate  properly,  its  maximum 
provisions  are  unworkable. 

Finally,  they  say  {ibid.)  : 

There  is  no  clear  way  to  satisfy  these  conflicting  interests,  but  it  is  plain  that 
Federal  price  fixing  is  an  exceedingly  complex  and  difficult  procedure,  which, 
in  itself,  by  no  means  provides  a  solution  to  the  many  problems  of  the  de- 
pressed bituminous  coal  industry.  If  price  fixing  is  to  contribute  to  the  satis- 
factory solution  of  these  problems  it  must  be  made  more  flexible,  and  it  needs 
to  be  supplemented  by  other  measures  including  output  control,  and  perhaps 
control  to  force  retirement  of  capacity  as  well  as  control  of  new  capacity,  and 
provisions  for  the  rehabilitation  of  labor. 

We  have  quoted  the  milder  phraseology  of  this  concluding  paragraph 
to  contrast  it  with  the  stringent  control  recommended  by  the  authors  and 
already  discussed. 

We  agree  with  the  authors  that  the  present  act  could  be  improved  in 
many  respects.  If  we  are  to  have  continuing  Federal  regulation  of  bitumi- 
nous coal,  changes  should  be  made,  but  certainly  not  to  the  extent  recom- 
mended. Federal  ownership  and  operation  would  be  preferable  to  com- 
plete government  domination  under  private  ownership. 

We  commend  the  authors  for  their  presentation  of  the  factual  portions 
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of  this  section,  but  we  cannot  equally  admire  their  socialistic  proposal  for 
future  regulation. 

MONOGRAPH  EDITOR'S  REVIEW  OF  COAL  PRICE  CONTROL 

Dr.  Wallace  in  Part  IV  (pp.  397-510)  not  only  discusses  (as  previously 
reviewed)  general  aspects  of  governmental  price  control  but  incorporates 
(Chapter  VI,  pp.  461-473)  a  discussion  of  "The  Level  of  Prices  and  In- 
comes under  the  Bituminous  Coal  Act  of  1937" — which  is  itself,  at  least  to 
some  extent,  a  review  of  the  analysis  by  Messrs.  Gordon  and  Webb. 

Dr.  Wallace  gives  the  unstated  but  primary  purpose  of  the  1937  act  as  the 
insuring  of  sufficient  income  to  enable  payment  of  higher  wages;  along  with 
reduction  of  losses  and  prevention  of  practices  intensi-  -,«.     .     „ 

fying  depression  as  other  purposes.    He  says  (p.  462) :  p     i  A  t 

"In  reality  the  standards  of  the  law  have  to  do  with  the  _,  •  ^ 

Jrl'lCGS  RIlU. 

mechanics  of  successfully  preserving,  through  price  fix-  - 

or  IIICOIII6S 

ing,  the  wage  levels  resulting  from  collective  bargain- 
ing, without  severely  disrupting  established  competitive  relationships  .  .  ." 
Thus  the  actual  standard  (cost)  is,  to  an  important  extent,  determined  in  the 
process  of  collective  bargaining.  He  adds  that  operators  and  labor  leaders 
will  doubtless  agree  on  wage  scales  not  resulting  in  unduly  high  prices  to 
consumers,  because  of  the  large  number  of  unemployed  miners  and  the  reali- 
ties of  competition  with  other  fuels.  He  also  points  out  that  government 
support  of  wages  by  price  fixing  may  lead  to  establishing  maximum  wages 
to  "preserve  a  satisfactory  degree  of  efficiency  in  the  economy  in  terms  of  the 
utilization  of  equipment  and  labor"  (p.  463). 

The  marked  similarity  to  the  parallel  discussion  by  Gordon  and  Webb  will 
doubtless  be  noted.  This  duplication  is  unavoidable  as  Dr.  Wallace  is  re- 
viewing their  survey  and  likewise  giving  his  own  opinions.  He  agrees  in 
general  with  their  conclusions,  as,  for  example,  to  the  possibility  of  wage 
limitations,  but  he  appears  unduly  optimistic  as  to  wage  levels  to  be  estab- 
lished by  collective  bargaining. 

Dr.  Wallace  asks  whether  the  standard  for  the  general  level  of  prices  will 
achieve  the  objectives  of  the  law  and  conduce  to  maximum  economic  con- 
sumption. He  feels  that  the  phrase  "preservation  of  existing  competitive 
relationships  is  too  vague";  that  price  fixing  tends  to  allocate  business,  profits, 
wages,  and  employment.  He  thinks  it  "possible  that  standards  of  fairness 
might  be  developed  in  terms  of  relative  efficiency  as  indicated  by  some 
measure  of  costs,"  although  he'  interprets  the  "preservation  of  fair  competi- 
tive opportunities"  to  be  a  general  mandate  to  be  fair  to  existing  interests. 

We  must  disagree  with  Dr.  Wallace's  opinion  that  relative  efficiency  in 
the  production  of  coal  is  indicated  by  costs.  This  would  be  true  as  between 
two  or  more  mines  operating  under  substantially  similar  conditions,  but  is 
not  a  proper  criterion  as  between  different  fields  or  under  varying  natural 
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conditions  in  the  same  field.  Nor  can  one  accurately  compare  mines  using 
different  methods  of  producing  coal. 

He  infers  that  the  law  will  be  interpreted  to  mean  preservation  of  past 
price  relationships  between  mines  and  districts,  unrelated  to  efficiency,  since 
this  would  make  it  easier  to  approximate  cost  to  returns  and  enable  a  closer 
approach  to  maximum  economic  consumption.  We  see  little  difference  be- 
tween "existing"  and  "past"  relationships;  either  one  is  "past"  by  the  time 
a  determination  of  prices  or  costs  has  been  made.  We  agree  with  Dr.  Wal- 
lace's next  statement  that  relationships  have  not  been  fixed  in  the  past,  and 
will  not  be  in  the  future. 

He  points  out  (p.  465)  that  in  a  dynamic  changing  situation  standards  are 
goals  which  we  endeavor  to  approach  and  approximate.  This  requires,  he 
says,  consideration  of  the  future  as  well  as  of  the  past,  and  means  that  price 
changes  should  be  made  quickly  to  meet  changes  in  industrial  activity,  sub- 
stitute competition,  fuel  economy,  wages,  and  other  costs.  Instead,  under  the 
Coal  Act  (1937)  prices  are  predicated  on  past  costs  and  fail  to  recognize  de- 
veloping trends  or  future  conditions. 

The  accuracy  of  these  criticisms  of  the  present  act  is  self-evident.  Dr.  Wal- 
lace appears  to  have  a  facility  of  expression  and  exactness  of  phrasing  which 
make  extensive  comment  or  explanation  on  our  part  superfluous. 

Dr.  Wallace  discusses  in  considerable  detail  the  matter  of  the  movement  of 
price  levels  against  general  economic  trends,  under  strict  application  of  the 
cost  standards  of  the  act.  This  question  was  adequately  reviewed  by  Gordon 
and  Webb. 

However,  Dr.  Wallace  points  out  that  unit  costs  may  increase  even  in  a 
period  of  increasing  production  due  to  changes  in  wage  scales,  supply  cost, 
taxes,  or  other  factors;  also,  that  in  a  period  of  reduced  demand  higher 
(adjusted)  minimum  prices  might  conceivably  yield  a  greater  gross  revenue 
to  the  industry  but  endanger  its  competitive  position. 

Aside  from  these  two  additional  possibilities,  his  conclusions  agree  with 
those  of  Gordon  and  Webb;  i.e.,  that  coal  prices  under  the  requirements  of 
this  act  would  tend  to  rise  in  depressions  and  shrink  in  periods  of  good 
demand. 

Dr.  Wallace  thinks  the  technique  in  price  fixing  should  be  to  keep  condi- 
tions moving  towards  maximum  economic  consumption.  The  directing 
Techniaue  agency  should,  in  his  opinion  (p.  469),  be  required  to 

nf  Prirp  consider  the  effect  of  prices  on  consumption  "and  to 

•p.   .  adjust  minimum  prices  so  as  to  bring  as  soon  as  possible 

in  the  future  an  approximation  of  average  price  to 
average  cost"  (italics  supplied).  That  is,  standards  should  be  "in  terms  of 
probable  future  costs  rather  than  past  recorded  costs." 

On  first  reading,  this  recommendation  would  seem  to  properly  fix  price 
levels  with  regard  to  general  economic  conditions,  but  it  is  only  a  partial 
cure.    Under  these  stipulations  prices  could  be  fixed  below  cost  during  a 
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depression  period  to  encourage  increased  consumption  and  better  meet  com- 
petition, but  past  losses  would  then  have  to  be  considered  in  setting  price 
levels  during  periods  of  increased  production  and  strong  demand.  The 
approximation  of  cost  might  have  to  be  averaged  over  an  extensive  period, 
and  would  tend  to  preclude  profits  except  for  low-cost  producers  of  coals 
above  average  quality. 

Dr.  Wallace  notes  several  other  miscellaneous  influences  on  the  trend 
of  costs,  prices,  and  consumption,  including  the  re-entry  of  idle  mines, 
increased  sales  expense,  and  elements  of  return  on  capital  hidden  in  cost. 
He  says  a  number  of  substantial  companies  in  a  district  desiring  higher 
prices  might  have  an  incentive  to  report  higher  costs  including  profit  items, 
or  marketing  agencies  could  conceivably  influence  cost  reporting.  Purchase 
or  leasing  of  mines  by  consumers  would,  he  says  (p.  470),  have  little  effect 
on  "costs,"  so  long  as  "captive  mine"  costs  are  included  in  averages.  "Sta- 
bility of  prices  and  wages  .  .  .  may  encourage  increased  mechanization." 
Again  (p,  471),  "few,  if  any,  changes  in  the  fixed  level  of  minimum  prices 
will  be  made  at  intervals  of  less  than  a  year," 

We  question  whether  cost  reports  could  be  deliberately  padded,  to  any 
appreciable  extent,  by  a  substantial  group  of  mines  in  a  district,  or  through 
the  influence  of  a  marketing  agency,  if  any  agency  should  be  so  foolhardy 
as  to  attempt  it. 

Much  of  the  foregoing  can  be  summarized  by  saying  that  minimum  price 
fixing  in  the  coal  industry  can  promote  the  objectives  of  decent  wages  and 
maximum  economic  consumption  if  the  economic  standards  used  in  price  fixing 
result  in  enough  reduction  in  the  number  of  working  mines  so  that  all  of 
those  remaining  in  operation  receive  in  most  years  revenues  at  least  sufficient 
to  recoup  the  variable  operating  expenses,  if  the  regulatory  agency  exhibits  a 
high  order  of  judgment  and  of  skill  in  applying  the  standards,  and  if  the  in- 
dustry co-operates  satisfactorily.  It  is  to  be  doubted  that  the  cost  standard  of  the 
present  act,  the  undefined  considerations  for  designing  intermine  and  inter- 
district  price  relationships,  and  the  lack  of  criteria  and  of  machinery  for  short- 
time  price  variations  will  enable  attainment  of  these  objectives.     {Ibid.) 

Dr.  Wallace  reaches  the  same  general  conclusions  previously  expressed  by 
Gordon  and  Webb.  He  does  not  indicate,  at  this  point,  whether  he  con- 
siders Federal  control  essential,  but  he  does  consider  the  present  law  inade- 
quate. 

Regarding  maximum  prices.  Dr.  Wallace  points  out  (pp.  472-473)  that 
the  mine  is  the  unit,  whereas  the  district  is  the  unit  for  minimum  prices, 
and  that  legal  maxima  might  be  much  higher  than  mines  would  ever  charge 
in  practice.  He  reiterates  the  difficulties  voiced  by  Gordon  and  Webb,  as 
to  determination  of  fair  value  and  fair  return.  He  sees  no  need  for  maxi- 
mum prices  except  during  a  period  of  rapid  and  great  increases  in  dernand, 
or  of  strong  monopoly  control,  adding  it  is  conceivable  that  the  growth 
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of  marketing  agencies  and  of  agreements  between  them  might  create  a 
monopolistic  situation  in  some  markets.  He  recognizes  that  marketing 
agencies  are  subject  to  official  control  and  approval,  and  that  the  phrase 
"fair  and  reasonable  prices"  as  applied  to  agency  prices  might  be  interpreted 
to  mean  something  different  from  the  standard  and  proviso  for  maximum 
prices,  when  used  as  a  condition  of  approval  for  agency  operation. 

We  assume  that  where  Dr.  Wallace  refers  to  "districts"  in  establishing 
minimum  prices  he  means  all  districts  forming  a  minimum  price  area. 

It  may  be  well  to  supplement  Dr.  Wallace's  comment  as  to  interagency 
agreements,  by  pointing  out  that  Section  12  of  the  1937  act  specifically  re- 
quires Commission  approval  of  any  such  agreement;  this  being  in  addition 
to  similar  approval  of  any  individual  agency.  Thus  monopolistic  control 
of  any  market  becomes  as  remote  in  theory  as  in  practice. 

We  assume  Dr.  Wallace's  argument  as  to  the  application  of  "fair  and 
reasonable"  to  marketing  agency  prices  is  predicated  on  a  further  condition 
of  agency  approval  (also  in  Section  12)  requiring  any  agency  to  conduct 
its  business  and  operations  "in  conformity  with  reasonable  regulations  for 
the  protection  of  the  public  interest." 

Even  if  we  admit  that  such  a  theory  is  legally  plausible  or  economically 
desirable,  its  application  could  result  only  in  destroying  marketing  agencies. 
Producers  would  not  join  agencies,  or  would  abandon  existing  agencies,  if 
membership  resulted  in  adverse  price  discrimination  as  compared  with  non- 
members.    There  is  little  value  in  a  cure  that  kills  the  patient. 

It  may  be  of  interest  to  note  that  in  recent  months  the  present  Coal  Divi- 
sion has  proposed  orders  and  conducted  hearings  (from  which  no  findings 
of  fact  have  been  made)  on  revised  rules  and  regulations  for  continued  ap- 
proval of  existing  marketing  agencies,  which  proposals  contain  maximum 
price  provisions  seemingly  predicated  on  this  or  on  a  substantially  similar 
theory. 

Dr.  Wallace  discusses  the  structure  of  bituminous  coal  prices  in  pages 
487-491.  This  structure  is,  he  declares,  necessarily  complex,  with  or  with- 
«.       x  f  out  government  control. 

p     ,  p  .  It  is  stated  that  price  differences  are  explainable  by 

the  fixed  or  semi-fixed  proportions  in  which  various 
kinds,  qualities,  and  sizes  of  coal  are  produced,  and  by  differences  in  the 
strength  of  demand,  and  that  price  differentials  based  on  these  factors  are 
required  for  maximum  economic  consumption. 

Prices  are  said  (p.  488)  to  be  affected  by  freight  relationships;  the  f.o.b. 
mine  prices  for  coals  of  the  same  quality  and  size  moving  into  a  common 
market  will  vary  according  to  freight  rate  relationships,  as  will  the  mine 
price  of  a  single  mine  for  various  markets. 

Dr.  Wallace  follows  with  a  review  of  the  various  price  standards  of  this 
act,  including  the  two  general  criteria  of  preserving  relative  market  values 


STANDARDS  OF  GOVERNMENT  PRICE  CONTROL      577 

and  of  fairness  to  producers  and  consumers;  he  says  relative  market  values 
may  be  a  test  of  fairness  or  fairness  a  test  of  relative  market  values.  He 
believes  (p.  490)  that  at  the  start  the  best  method  would  seem  to  be  the 
preservation  of  existing  relationships.  The  act  does  not  {ibid.)  require  a 
pattern  that  will  give  maximum  economic  consumption,  which  would  mean 
higher  prices  for  coals  less  sensitive  to  price  and  lower  prices  where  con- 
sumption depends  on  price;  it  would  also  involve  pricing  in  accordance 
with  proportions  of  production  and  demand.  Such  a  pattern  might  not  be 
held  to  conform  to  the  law  {ibid.). 

Dr.  Wallace  comments  that  the  regulating  authority  seems  to  have  put 
price  increases  where  substitution  will  be  minimized;  nor  is  consideration 
of  the  effects  of  price  changes  on  consumption  required  except  as  a  matter 
of  co-ordination. 

The  required  standards  for  price  establishment  have  already  been  reviewed 
several  times.  It  must  be  remembered  that  the  original  price  proposals  of 
the  district  boards  are  distinct  and  separate  from  the  final  co-ordinated  prices 
as  between  districts,  and  that  the  district  boards,  as  a  whole,  under  the  1937 
act  have  twice  failed  to  complete  co-ordination  of  prices  (see  Appendix  G, 
pp.  368,  378).  Original  proposed  district  prices  are  concerned  with  intra- 
district  co-ordination  on  an  f.o.b.  mine  basis.  Interdistrict  co-ordination  is 
on  a  delivered  basis  in  any  market  common  to  more  than  one  district  and 
involves  many  compromises. 

Dr.  Wallace  regards  the  standard  of  "values  as  to  use"  as  a  "device  to 
increase  revenue."  He  does  not  think  this  standard  promotes  maximum 
economic  consumption  because  a  customer  charged  more  will  use  less.  Total 
costs  for  a  given  size  can  be  covered  by  a  uniform  price  for  any  market,  or 
(footnote,  p.  491)  : 

More  precisely  this  means  a  uniform  price  that  covers  the  special  expenses 
of  this  variety  of  coal  and  the  proper  contribution  above  that  to  the  joint  ex- 
pense of  producing  and  selling  this  variety  and  other  varieties  that  are  produced 
with-  it  in  fixed  proportions — the  proper  contribution  being  determined  accord- 
ing to  the  principle  that  the  total  joint  expense  is  to  be  recovered  in  such  pro- 
portions as  will  give  the  largest  possible  production  and  consumption. 

"Use"  values  are  a  difficult,  complex,  and  perplexing  subject.  In  Appendix 
G,  pp.  388-389,  railroad  fuel  and  by-product  uses  are  discussed  by  the  Di- 
rector of  the  Coal  Division,  with  the  statement  that  market  value,  in  terms 
of  both  utility  and  of  market  history,  depends  upon  the  uses  to  which  coal 
is  put.  Other  "uses"  specially  priced  in  one  or  more  schedules  are  bunker 
fuel,  double-screened  industrial  coal,  coal  for  kiln  burning  purposes,  and 
smithing  coal.  Special  summer  discount  prices  also  might  be  considered  a 
use  classification,  particularly  where  the  same  schedule  includes  "industrial" 
prices,  not  allowed  the  same  discount.    All  of  the  above  does  not  necessarily 


578     FACT  AND  FANCY  IN  THE  T.N.E.C.  MONOGRAPHS 

prove  Dr.  Wallace  incorrect,  but  the  weight  of  evidence  is  against  his  con- 
tention. 

Dr.  Wallace  finally  (Chapter  XI,  pp.  505-510)  discusses  price  control 
under  the  Bituminous  Coal  Act  of  1937  in  relation  to  depression  and  re- 
P  .   ..         „  covery.    Neither  the  statement  of  purpose  nor  the  pro- 

T,  .      «     .     1  visions  of  the  1937  act  indicate  this  law  to  be  an  instru- 

Price  Control  ,  ,      .  ,   ,  t^    ^tt  i 

.    T»  ment  tor  combattuig  a  general  depression,  says  Dr.  W al- 

to Recovery  ,  ^  .^  .  ^  r    i  i  •    i 

lace.     Its  purpose  is  improvement  or  the  coal  industry, 

unrelated  to  the  general  performance  of  the  whole  economy.  There  are  no 
provisions  for  price  variation  reflecting  cyclical  influences.  In  fact,  applica- 
tion of  the  standards  of  the  act  would  eventually  create  a  higher  price 
average  during  a  depression;  consumers  would  have  less  to  spend  on  other 
commodities,  or  would  shift  to  other  fuels;  there  would  be  permanent  loss 
of  markets  and  greater  unemployment  of  miners,  enhancing  unemployment 
of  men  and  machines  in  the  whole  economy. 

This  reverse  movement  of  minimum  prices  has  already  been  discussed  at 
some  length.  Dr.  Wallace  discusses  this  question  more  in  relation  to  the 
general  economy. 

Dr.  Wallace  recommends  curtailment  of  the  use  of  oil  or  gas  where  the 
use  of  coal  is  almost  as  satisfactory.  To  produce  an  increase  in  the  total  use 
of  economic  resources,  he  suggests  price  reductions  for  coal,  oil,  and  gas  so 
that  consumers  may  have  more  to  spend  on  other  things.  He  also  favors 
inauguration  of  a  price  differential  for  coal  under  oil  and  gas  to  increase  the 
proportion  of  coal  used,  to  increase  capital  expenditures  for  coal-burning 
equipment,  and  to  relieve  unemployment.  Such  a  plan  might  put  coal  prices 
below  cost  and  require  a  government  subsidy  or  nationalization,  but  would 
conserve  the  comparatively  small  reserves  of  oil  and  gas  as  compared  with 
coal. 

He  does  not,  however,  recommend  either  nationalization  or  government 
subsidy.  They  are  mentioned  merely  as  possible  steps  in  the  conservation 
of  natural  resources. 

In  his  opinion,  it  is  doubtful  whether  price  fixing  for  coal  can  aid  much 
in  conservation,  since  prices  high  enough  to  permit  high  extraction  would 
be  above  the  level  of  maximum  economic  consumption  and  would  increase 
competition  from  competing  fuels.  In  general,  he  declares,  the  lower  the 
level  of  prices,  the  more  coal  is  left  in  the  mines  because  prices  fail  to  cover 
the  out-of-pocket  cost  of  getting  it  out;  conservation  can  be  made  compatible 
with  other  objectives  by  some  particular  kind  of  subsidy  or  allocation  of  out- 
put among  mines. 

We  should  consider  this  concluding  chapter  (Chapter  XI)  as  a  general  eco- 
nomic discussion  of  the  position  of  the  coal  industry  in  the  general  economy. 
Dr.  Wallace  makes  no  specific  recommendations  comparable  with  those  pro- 
pounded by  Messrs.  Gordon  and  Webb. 
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SUMMARY  OF  BITUMINOUS  COAL  SECTIONS 

There  is  little  need  to  review  the  history  of  the  bituminous  coal  industry 
prior  to  1937.  Messrs.  Gordon  and  Webb  subdivided  past  years  into:  (1)  the 
period  prior  to  1918,  when  the  coal  industry  advanced  in  step  with  general 
economic  progress;  (2)  the  war  and  postwar  years  (1917-1923)  with  the  dis- 
turbing factors  of  that  period;  (3)  the  declining  cycle  of  1924-1933,  intensi- 
fied during  1930-1933  by  our  general  depression;  (4)  1933-1936  with  regu- 
lation under  NRA  and  the  Coal  Act  of  1935;  (5)  the  period  of  regulation 
under  the  Bituminous  Coal  Act  of  1937,  extending  to  the  present  time.  A 
sixth  period  might  be  added  for  consideration  of  the  future  of  the  industry 
in  the  light  of  their  recommendations. 

We  are  more  concerned  naturally  with  present  and  future  price  control 
than  with  past  history. 

In  his  letter  of  transmittal,  Mr.  Lubin  says  effective  regulation  involves  the 
assumption  of  a  large  measure  of  responsibility  for  all  phases  of  the  life  of 
that  industry;  he  thinks  it  should  be  possible  to  fix  prices  with  due  consid- 
eration for  the  economic  well-being  of  the  industry,  its  customers,  and  the 
economy  as  a  whole,  rather  than  in  accordance  with  an  arbitrary  cost  for- 
mula; he  concludes  his  letter  by  counseling  caution  in  extending  regulation 
during  normal  times  until  we  have  better  mastered  the  technique  of  regu- 
lation. None  of  these  statements  specifically  refers  to  coal;  they  were  ad- 
vanced as  general  regulatory  principles. 

In  contrast,  Messrs.  Gordon  and  Webb  advocate  complete  regimentation 
of  the  industry,  removing  all  vestiges  of  individual  freedom  or  initiative,  but 
leaving  a  mockery  of  private  ownership,  with  "collateral"  regulation  of  oil 
and  gas. 

Dr.  Wallace  makes  no  specific  recommendations  except  that  standards 
should  be  in  terms  of  future  costs,  but  suggests  curtailment  of  the  use  of 
oil  and  gas  to  conserve  our  more  limited  resources  of  those  fuels.  He  be- 
lieves that  conservation  can  be  made  compatible  with  other  objectives  by  spe- 
cial subsidy  or  allocation  of  output. 

It  might  be  argued  that  the  proposal  of  Messrs.  Gordon  and  Webb  coin- 
cides with  the  statement  of  Mr.  Lubin  that  effective  regulation  involves  a 
large  measure  of  responsibility  for  all  phases  of  the  life  of  that  industry,  but 
Mr.  Lubin's  reluctance  to  extend  regulation  would  seem  to  refute  that  idea. 

Unfortunately,  actual  regulatory  experience  under  the  1937  act  has  been 
too  limited  to  afford  a  sound  basis  of  experience.  While  this  act  has  been 
on  the  statutes  almost  five  years,  minimum  prices  have  been  in  effect  only 
during  the  period  from  the  end  of  1937  to  February  25,  1938,  and  from  Oc- 
tober 1,  1940,  to  date.  The  few  weeks  during  which  prices  were  first  effec- 
tive proved  nothing;  the  fifteen  months  under  minimum  price  control  since 
October  1,  1940,  have  been  distorted  by  existing  emergency  demands,  and 
by  strikes  and  wage  disputes  during  1941.    We  do  not  yet  know  how  well 
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this  act  will  function  under  normal  conditions  or  whether  it  is  even  work- 
able. 
Following  are  some  of  the  criticisms  which  have  been  made: 

1.  The  general  standards  for  pricing  in  the  act  must  be  interpreted  by  the 
regulatory  agency  and  by  the  courts. 

2.  Prices  are  predicated  on  past  costs  without  regard  for  present  conditions 
or  future  possibilities. 

3.  Costs  are  out  of  date  by  the  time  they  are  determined. 

4.  The  cost  basis  of  pricing  operates  oppositely  to  the  natural  movement 
of  prices  in  depression  or  recovery. 

5.  There  is  a  lengthy  procedural  lag  in  adjusting  prices  to  changes  in 
costs. 

6.  The  maximum  price  provision  is  contradictory  and  unworkable. 

7.  The  act  does  not  attain  its  expressed  objectives  of  "promoting  interstate 
commerce  in  bituminous  coal"  or  "promoting  the  use  of  coal  and  its  deriva- 
tives." 

8.  Too  little  latitude  is  given  the  controlling  agency. 

9.  Price  fixing  alone  does  not  provide  a  solution;  the  present  act  is  a 
halfway  measure. 

Among  control  types  and  devices  mentioned  we  find: 

1.  Production  control 

2.  Retirement  of  marginal  mines 

3.  Government  subsidy 

4.  Government  ownership  and  operation 

5.  Federally  supervised  marketing  agencies 

6.  Prices  predicated  on  future  costs,  tending  to  produce  maximum  eco- 
nomic consumption 

7.  Requiring  certificates  of  necessity  for  the  development  of  new  mines 

8.  Regulation  of  competing  fuels 

9.  Maximum  wage  provisions 

Mr.  Lubin  and  Dr.  Wallace  have  stated  that  all  government  regulation 
has  been  directed  to  the  aid  or  control  of  an  industry  without  regard  to  the 
effect  on  the  general  economy,  and  with  little  or  no  consideration  of  long- 
range  problems. 

In  Section  14  of  the  1937  act  the  Commission  (now  the  Bituminous  Coal 
Division)  is  directed  to  study  and  investigate  increase  of  the  uses  of  coal; 
the  conservation  of  coal  resources;  the  safe  operation  of  mines;  the  problem 
of  marketing,  to  lower  distributing  costs;  the  necessity  for  the  control  of 
production  and  methods  of  such  control,  including  allotment  of  tonnage  to 
districts  and  producers, — and  to  hold  hearings  on  these  matters. 

So  far  as  we  know,  the  Division  has  not  yet  had  an  opportunity  to  proceed 
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in  accordance  with  this  section,  having  been  fully  occupied  with  the  other 
requirements  of  the  act.  We  have  cited  this  section  because  it  was  not  dis- 
cussed in  any  part  of  Monograph  No.  32,  and  because  it  indicates  an  intent 
to  investigate  problems  not  directly  related  to  price  fixing. 

There  is  another  subsection  (Section  4,  Il-d)  which  was  not  discussed  but 
is  probably  invoked  more  than  any  other  section  of  the  act.  This  is  the  sec- 
tion under  which  code  members  or  district  boards  request  changes  in  prices 
or  rules.  Each  such  change  requires  a  hearing  by  the  Division  and  findings 
of  fact.  The  Division  is  empowered,  upon  a  reasonable  showing  of  necessity, 
to  make  temporary  changes,  pending  final  disposition.  When  we  consider 
the  hundreds  of  thousands  of  price  items  in  the  price  schedules  of  several 
thousands  of  mines,  it  is  apparent  that  the  Division  may  easily  be  over- 
whelmed with  requests  for  price  revisions.  Any  basic  change  would  affect 
innumerable  other  prices  as  previously  co-ordinated.  The  magnitude  of  the 
continuing  problem  under  this  section  has  been  minimized  for  the  past  fif- 
teen months  by  a  relatively  strong  demand  for  coal,  giving  opportunities  for 
many  producers  to  charge  more  than  minimum  prices,  and  lessening  con- 
sumer opposition  to  real  or  supposed  inequities  in  pricing  or  classification. 
But,  whenever  demand  diminishes  and  orders  become  scarce,  we  shall  find 
those  producers  whose  running  time  is  most  curtailed  tending  to  blame  their 
situation  on  improper  pricing  of  their  coals  and  seeking  adjustments  that 
will  enable  them  to  get  a  larger  share  of  the  available  business. 

The  question  of  fixing  maximum  prices,  when  and  if  necessary  in  order 
to  protect  the  interests  of  the  consumer,  has  been  discussed  at  some  length 
by  Messrs.  Gordon  and  Webb  and  by  Dr.  Wallace,  with  the  previously 
stated  conclusion  that  the  present  provision  is  unworkable.  However,  there 
is  little  prospect  of  a  runaway  market  at  the  present  time.  The  available 
supply  of  coal  is  so  abundant  that  excessive  price  increases  can  arise  only 
from  a  breakdown  in  transportation,  from  strikes  which  materially  reduce 
present  output,  or  from  a  sudden  and  strong  demand  from  some  outside 
market,  as  was  the  case  for  a  short  time  during  the  British  Coal  Strike  in 
1926.'  It  should  be  noted  also  that  a  large  proportion  of  coal  for  industrial 
use  is  sold  under  yearly  contracts  at  fixed  prices,  which  are  not  affected  by 
increases  in  spot  quotations,  unless  such  increases  are  the  result  of  additional 
costs  due  to  changes  in  wages,  taxes,  and  other  items  commonly  included  in 
the  "wage"  clause  of  contracts. 

We  should  like  to  requote  the  statement  of  Dr.  Wallace  (p.  471)  : 

Much  of  the  foregoing  can  be  summarized  by  saying  that  minimum  price 
fixing  in  the  coal  industry  can  promote  the  objectives  of  decent  wages  and 
maximum  economic  consumption  if  the  economic  standards  used  in  price  fixing 
result  in  enough  reduction  in  the  number  of  working  mines  so  that  all  of  those 
remaining  in  operation  receive  in  most  years  revenues  at  least  sufficient  to 
recoup  the  variable  operating  expenses,  if  the  regulatory  agency  exhibits  a  high 
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order  of  judgment  and  of  skill  in  applying  the  standards,  and  if  the  industry 
co-operates  satisfactorily.  It  is  to  be  doubted  that  the  cost  standard  of  the  present 
act,  the  undefined  considerations  for  designing  intermine  and  interdistrict  price 
relationships,  and  the  lack  of  criteria  and  of  machinery  for  short-time  price 
variations  will  enable  attainment  of  these  objectives. 

Dr.  Wallace  does  not  indicate  whether  he  considers  governmental  price 
fixing  essential  or  thinks  the  objectives  of  decent  wages  and  maximum  eco- 
nomic consumption  might  not  be  attained  as  well  or  better  by  other  means. 

We  are,  therefore,  left  with  the  negative  conclusion  of  the  several  authors 
that  the  present  act  is  inadequate,  cumbersome,  and  economically  unsound 
in  relation  to  the  general  economy,  with  the  compensating  factor  of  a  sup- 
porting floor  under  prices  which  eliminates  destructive  price  cutting  and 
supports  wages,  whatever  its  other  effects  on  individual  producers  or  the 
long-time  welfare  of  the  industry  may  be. 

In  concluding,  we  requote  a  statement  of  Messrs.  Gordon  and  Webb 
(p.  234): 

...  A  comprehensive  study  of  all  the  facets  of  public  regulation  of  bituminous 
coal  prices  would  require  not  only  the  experience  which  only  the  lapse  of  several 
years  can  provide,  but  also  more  time  for  study  than  was  available  for  the  prep- 
aration of  this  report. 
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Year 

1937    

Average  monthly  use 
157.5 

1938    

164.9 

1939    

169.9 

1940    

174.9 
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APPENDIX  2 

SATURATION  OF  DOMESTIC  SERVICE  AND  APPLIANCES 

IN  ONTARIO 

The  following  figures  abstracted  from  the  "Bulletin"  of  the  Hydro- 
Electric  Power  Commission  of  Ontario  suggest  a  saturation  point  for  resi- 
dential electric  service  for  the  Province  as  a  whole,  at  approximately  the 
same  level  as  the  TV  A,  or  about  2,100  kwhr  per  year. 

Domestic  Service  in   Ontario 
Year  Average  monthly  use 

1929    122.5 

1932    136.4 

1935    146.2 

1936    152.3 

Source:  Bulletin  of  the  HEPC  for  June  1941,  p.  173;  July  1940,  p.  216,  and  Sept.  1939,  p.  268. 

The  trends  of  domestic  electric  use  closely  parallel  those  of  electric  ranges 
and  water  heaters.  In  Ontario,  where  the  price  of  competitive  fuel  is  rela- 
tively high,  the  proportion  of  ranges  and  water  heaters  is  larger  than  in 
the  United  States,  where  gas  competition  for  these  appliances  is  keen,  and 
in  consequence  of  this  the  average  electrical  use  per  customer  is  consider- 
ably greater  in  Canada  than  in  this  country.  Because  of  climatic  conditions, 
relatively  fewer  refrigerators  are  found  in  Ontario,  and  general  labor-saving 
appliances,  such  as  vacuum  cleaners  and  ironing  machines,  are  in  greater 
use  in  the  United  States  than  they  are  on  the  Ontario  "Hydro." 

Saturation  *   of  Electric  Appliances  in    Ontario-December  31    "Hydro"   Urban    Customers   Only 

"Hydro"  Total 

Appliance                                     1927  1935  1937  1939  1940  Rural '40  U.S.A. '40 

Flatirons    93  94  92  92  92  77  100 

Radios   ?  69  71  78  81  74  100 

Refrigerators     ,        3  13  15  20  21  16  64 

Washing   machines    24  40  46  49  49  52  48 

Vacuum  cleaners    23  29  28  33  34  17  59 

Ironing  machines   1  2  2  3  3  2  6 

Oil  burners  _?  _4  _4  _6  _6  J^  _8 

Electric  ranges   21  27  27  31  31  15  10 

Electric  water  heaters   8         [6  19  22  23  6  3_ 

Kwhr  per  customer  per  year.  .1,375  1,750  1,890  2,040  2,100  1,400**  952 

*  Ratio  of  the  number  of  appliances  to  the  total  number  of  residential  and  farm  customers. 
**  Approximate:    1939   Annual   Report  of  the  Hvdro-Electric  Power  Commission  of  Ontario 
showed  1,288  for  the  year  1938  (pp.  45-46). 

Source:  For  Ontario:   "The  Use  of  Electrical   Appliances  in   Ontario";   Hydro   "Bulletin,"  June 
1941,  p.  192,  for  1940  and  similar  studies  from  same  source  in  previous  years. 
For  United  States:  As  computed  bv  the  EEI  and  tabulated  in  the  "Data  of  Interest," 
March  1,  1941. 
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Geographic  Differentials  in  'Prices  of  Building 

Materials 

THE  report  known  as  Monograph  No.  33,  dealing  with  the  Geographical 
Differentials  in  Prices  of  Building  Materials,  was  written  by  Walter  G. 
Keim,  assisted  by  Grace  V.  Grosvenor,  Joseph  W.  Lethco,  and  Philip  H. 
Blaisdell,  all  of  the  Bureau  of  Labor  Statistics.  It  is  a  highly  interesting  and 
valuable  study  that  throws  a  great  deal  of  light  on  the  actual  behavior  of 
certain  sets  of  prices  in  the  period  1935  to  1939.  The  authors  assembled  a 
great  mass  of  valuable  statistics  and  reached  a  limited  set  of  conclusions — 
some  of  which,  however,  do  not  solidly  rest  on  sufficient  evidence.  The 
study  throws  light  on  how  prices  behaved  in  the  period  covered  but  gives 
us  little  additional  information  as  to  why  they  behaved  as  they  did. 

True,  the  latter  was  not  the  primary  purpose  of  the  study,  which  is  de- 
fined in  the  monograph  as  follows  (p.  9) : 

The  primary  purpose  of  the  study  is  to  show  how  delivered  prices  varied 
throughout  the  country  in  wholesale  and  retail  markets.  Another  important 
phase  of  the  study  is  to  present  the  trends  of  prices  for  the  period  1935  to 
September  1939  for  each  item.  The  variations  in  trends  of  wholesale  and  retail 
prices  reflect  the  retailers'  spread. 

Because  of  lack  of  space,  we  can  cover  only  a  few  of  the  high  points 
brought  out  by  the  study  and  perhaps  throw  a  little  light  on  why  prices 
acted  as  they  did,  as  well  as  comment  on  the  important  matter  of  retailers' 
spreads. 

The  monograph  opens  by  calling  attention  to  the  massive  size  of  the  con- 
struction industry  and  says  (p.  1) :  "It  is  the  largest  single  employer  of  labor 
in    the    United    States" — a    statement    which    must,    of  «.        « 

course,  be  qualified  today  as  war  has  made  the  Fed-  Construction 

eral  Government  the  greatest  employer.    "Between  1919  Industry 

and  1935,"  says  the  monograph,  "fifteen  per  cent  of  the 
products  that  were  manufactured  in  the  United  States  were  consumed  by 
the  construction  industry."  It  may  be  added  that  construction  is  in  any 
good  year  at  the  very  least  a  10-billion  dollar  industry,  and  if  certain  classes 
of  repair,  maintenance,  and  remodeling  work  are  included,  it  comes  close 
to  spending  12  billions  or  so  in  a  prosperous  year. 

The  monograph  continues: 

According  to  Social  Security  Board  estimates,  approximately  97,000  con- 
tractors employed  about  826,000  men  in  1938.    In  1935  the  Census  of  Business 
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reported  73,186  lumber,  building  material,  and  hardware  dealers  with  aggregate 
sales  of  1.9  billion  dollars. 

The  authors  do  not,  however,  draw  from  these  figures  a  certain  set  of 
inevitable  conclusions  of  great  significance  which  help  materially  to  explain 
why  building  costs  and  prices  are  as  high  as  they  are.  The  figures  quoted 
indicate  that  the  average  contractor  in  1938  employed  only  8.5  men  and  the 
average  lumber,  building  material,  and  hardware  dealer  did  only  $25,960 
worth  of  business  in  1935.  That  is,  both  the  contractor  and  dealer  are  on 
the  average  very  small  business  units.  They  are  unable,  in  the  very  nature 
of  things,  to  get  the  benefit  of  mass  production  or  mass  consumption.  They 
are  compelled  to  charge  rather  high  "fixed"  costs  over  a  volume  so  small 
that  costs  and  prices  must  inevitably  be  high,  if  the  personnel  of  the  con- 
tractor and  dealer  establishments  is  to  maintain  what  is  usually  called  "the 
American  standard  of  living,"  This  is  the  important  conclusion  that  should 
be  drawn  from  the  monograph's  figures  quoted  above.  The  figures  in  fact 
clearly  point  to  the  "atomization"  of  the  construction  industry,  a  more  or 
less  inevitable  consequence  of  its  essentially  local  nature,  which  will  be  dis- 
cussed further  by  this  reviewer. 

Almost  at  the  outset,  in  its  introductory  chapter,  the  monograph  says 
(p.  2): 

The  housing  industry  has  apparently  failed  to  produce  homes  within  pur- 
chasing reach  of  its  largest  potential  market.  Forty-eight  per  cent  of  the  homes 
built  in  1938  were  valued  at  $6,000  or  more,  whereas  only  15  per  cent  of  Amer- 
ican families  can  afford  so  large  a  housing  investment.  Only  48  per  cent  of 
American  families  can  afford  to  buy  or  rent  homes  selling  for  $4,000  or  less, 
whereas  only  20  per  cent  of  the  homes  built  fall  in  that  class.  It  has  been 
said  that  the  prerequisite  to  sound  recovery  in  building  is  the  reduction  of  costs 
to  the  points  where  homes  can  be  sold  for  $3,000  or  less. 

It  is  not  our  intention  to  try  to  disprove  the  statement  that  home  building 
costs  are  too  high.     On  the  contrary,  we  agree  fully  with  that  statement. 

n  „*    t-a  ^  But  we  do  take  issue  with  the  overstatement  of  the  case 

Cost  of  Home  •      ,       ,  j     ■  i     i      •      r  r   i 

■RnilfliTiD-  ^'"'         above  quotation  and  with  the  signihcance  or  the 

figures  quoted  on  the  next  page  of  the  study.  The 
latter  figures  are  the  usual  statistics  so  often  seen  in  print,  taken  from  the 
monthly  surveys  of  the  Federal  Home  Loan  Bank  Board.  It  established  a 
"standard  house"  in  1936  and  arrives  at  current  building  costs  by  estimating 
monthly  and  quarterly  what  it  would  cost  to  build  identically  the  same 
house  in  the  current  period  in  various  cities.  Thus,  it  is  pointed  out  that 
the  cost  of  construction  of  the  Board's  standard  house  in  June  1937  varied 
from  $4,886  in  Columbia,  S.  C,  and  $5,248  in  Richmond,  Va.,  to  $7,260  in 
Chicago,  III.,  and  $7,134  in  Great  Falls,  Mont. 

The  above  figures  are  very  useful  in  bringing  out  the  immense  geo- 
graphical variation  in  the  cost  of  producing  houses,  due  very  largely  to  the 
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local  nature  of  the  construction  industry  and  the  bulkiness  of  products  that 
must  often  be  moved  over  great  distances.  These  figures  and  this  method 
of  recording  building  costs  serve  a  valuable  purpose  when  we  are  dealing 
in  the  dimension  of  geographical  space;  that  is,  when  the  object  is  to  show 
how  building  costs  vary  in  different  parts  of  the  country.  But  there  is  a 
second  dimension,  that  of  time,  and  the  figures  can  be  highly  deceptive  if 
the  intention  is  to  show  that  home-building  costs  in  the  same  city  have  in- 
creased, let  us  say  25  per  cent,  from  1936  to  1941  because  it  now  costs  25 
per  cent  more  to  build  identically  the  same  house  that  the  Federal  Home 
Loan  Bank  Board  estabhshed  as  its  standard  in  1936. 

The  point  is  that  identically  the  same  house  is  not  being  built  year  after 
year.  Home  building  is  no  more  a  static  industry  than  the  production  of 
automobiles.  It  is  as  misleading  to  arrive  at  the  1941  cost  of  home  building 
by  repricing  at  1941  costs  and  prices  the  material  and  labor  of  a  home 
erected  in  1936  as  it  would  be  to  determine  the  cost  of  producing  a  1941 
automobile  by  repricing  all  the  cost  ingredients  of  a  1936  car  at  1941  prices. 
A  1941  car  is  a  different  object  from  a  1936  car  and  has  barely  a  resemblance 
to  cars  of  the  types  produced  back  in  1925  or  1915.  Entirely  different  ma- 
terials are  used,  performance  is  immeasurably  better,  comfort  and  style  are 
far  more  satisfactory,  and  the  volume  in  which  the  article  is  produced  varies 
enormously  in  different  years.  All  these  things  apply  equally  to  housing. 
It  is  a  fundamental  feature  of  American  business  progress  that  quality  and 
performance  of  products  are  constantly  being  improved  and  the  price  alone 
does  not  fully  reflect  what  the  consumer  is  getting. 

It  is  therefore  a  point  of  cardinal  importance  that  can  well  bear  repeti- 
tion— and  it  nullifies  the  value  of  the  Federal  Home  Loan  Board's  figures 
if  used  (or  rather  misused)  for  certain  purposes — that  identically  the  same 
house  is  not  being  built  from  year  to  year.  The  American  family  is  steadily 
becoming  smaller  and  therefore  no  longer  needs  the  type  of  home  erected 
in  the  early  twenties,  much  less  the  huge  homes  of  a  generation  ago.  It 
demands  an  entirely  new  kind  of  home,  very  much  smaller  than  formerly, 
and  especially  designed  for  easy  and  economical  operation.  It  is  now  being 
recognized  that  a  home  is  the  housewife's  factory  and  must  be  designed  as 
efficiently  as  a  factory  is  designed.  Useless  steps  and  space  are  a  disadvan- 
tage in  operation  and  involve  a  useless  first  cost.  In  answer  to  this  funda- 
mental change  in  demand,  the  construction  industry  has  been  steadily  pro- 
ducing smaller  but  more  efficiently  designed  homes  ever  since  the  upturn 
in  home  building  began  in  1934,  and  these  smaller  homes  have  proved  their 
consumer-acceptability  by  ready  sale  in  all  parts  of  the  country. 

We  have  in  our  possession  confidential  figures,  taken  from  a  vast  mass 
of  contracts  actually  awarded  for  home  building  and  covering  by  far  the 
greatest  building  areas  in  the  United  States,  that  indicate  that  the  fol- 
lowing has  happened  between  1938  and  the  fall  of  1941.    The  average  build- 
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ing  cost  per  square  foot  of  homes  built  for  sale  or  rent  has  increased  3  per 
cent.  (The  increase  would,  of  course,  have  been  greater  but  for  the  sub- 
stitution of  new  products,  some  of  which  are  actually  superior  in  appear- 
ance and  durability  to  those  used  in  earlier  years.)  But  the  average  floor 
space  per  house  has  decreased  fully  20  per  cent.  As  a  consequence,  the 
building  cost  of  the  average  house  actually  erected  has  declined  almost  19 
per  cent  and  the  contract  cost  of  the  average  house  is  now  in  the  fall  of 
1941  around  $4,300. 

Thus  the  building  industry  was  able  this  year,  in  spite  of  the  rise  in  the 
price  of  materials  and  labor,  to  put  on  the  market  a  house  that  costs  on  the 
average  only  $4,300  at  contract  price  as  compared  with  around  $5,300  in 
1938  and  $5,800  in  1934.  This  represents  a  very  considerable  degree  of  prog- 
ress in  bringing  the  building  cost  of  homes  down  to  the  pocketbook  level 
of  lower-income  families  and  this  progress  is  not  and  cannot  be  expressed 
by  using  the  Federal  Home  Loan  Bank  Board's  figures  which  merely  reprice 
a  standard  house  of  a  past  year  at  1941  prices.  This  progress  toward  lower 
building  costs  has  been  achieved  by  building  a  very  different  kind  of  home 
from  the  standard  house  of  1936. 

Nevertheless,  we  are  entirely  ready  to  grant  that  even  $4,300  is  much  too 
high  a  cost  for  a  large  part  of  American  families  to  pay  for  a  new  home. 
The  monograph  says  (p.  2) : 

It  has  been  said  that  the  prerequisite  to  sound  recovery  in  building  is  the 
reduction  of  costs  to  the  point  where  homes  can  be  sold  for  $3,000  and  less. 

But  with  this  statement,  also,  issue  can  be  taken.  The  National  Resources 
Board  has  pointed  out  that  59  per  cent  of  all  American  consumer  units  had 
minus  savings  in  1935-36;  that  is,  they  spent  more  than  they  received  and 
went  into  debt.  Therefore,  even  if  the  cost  of  homes  were  reduced  to  $3,000, 
it  is  not  easy  to  see  how  many  of  these  families  could  manage  to  accumu- 
late a  10  per  cent  downpayment,  or  for  that  matter  any  sort  of  down- 
payment,  unless  they  drastically  reduced  their  expenditures  in  other  direc- 
tions or  increased  their  incomes.  As  a  matter  of  practical  fact,  there  must 
continue  to  be  for  many  years  a  very  large  volume  of  home  building  for 
rent  as  well  as  for  sale,  and  the  day  when  every  family  can  hope  to  have 
a  new  home  regardless  of  income  is  certainly  not  yet  in  sight  in  this  country. 
It  is  by  no  means  easy  to  ascribe  the  blame  for  high  building  costs  to  any 
particular  element  in  the  construction  industry  and  it  is  not  a  particularly 
-J,     .  „  profitable  endeavor  in  any  case.    The  monograph  does 

-,.,,.       ^     .  not  really  attempt  to  do  so  and  in  fact  deals  almost  ex- 

Building  Cost  ,-,i^       -1  V      1 

clusively  with  material  prices.  Yet  the  opinion  is  per- 
sistent and  widespread  among  all  classes  of  observers  that  high  labor  costs 
must  bear  their  share  of  blame  for  high  building  costs.  But  the  most  basic 
cause  of  high  building  costs,  apart  from  the  fact  that  the  method  of  home 
erection  has  changed  so  little  from  the  technique  of  the  past  as  compared 
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with  factory  production  methods,  is  that  all  elements — the  building-material 
manufacturer,  building  labor,  the  wholesaler,  contractor,  and  retail  dealer — 
are  all  compelled  to  charge  into  the  final  cost  of  the  product  a  very  large 
amount  of  idleness.  Partly  because  of  tradition  and  partly  because  of  sea- 
sonal factors,  we  build  actively  only  about  half  the  year  in  most  parts  of 
the  United  States.  Moreover,  the  building  cycle  is  far  more  violent  than  the 
ordinary  business  cycle.  We  build  most  of  our  houses  in  a  few  boom  years, 
and  in  many  subsequent  years  the  entire  construction  industry  operates  at 
a  fraction  of  capacity.  But  building  material  manufacturers,  labor,  con- 
tractors, dealers,  must  all  eat  and  live  and  try  to  stay  in  business  365  days 
of  the  year,  year  in  and  year  out.  These  basic  facts  are  all  ultimately  re- 
flected in  building  costs.  No  doubt  there  are  possible  remedies,  such  as  a 
national  army  of  builders  guaranteed  an  annual  wage  as  is  now  being  tried 
out  in  England,  together  with  a  long-range  building  program;  but  lack  of 
space  prevents  discussion  here. 

Another  most  basic  cause  of  high  building  costs  is  the  "atomization"  of 
the  industry,  on  which  we  have  already  touched — a  natural  consequence 
of  the  essentially  local  character  of  building.  As  we  have  seen,  the  average 
contractor  employed  only  8.5  men  in  1938  and  is  therefore  much  too  small 
to  obtain  the  benefits  of  large-scale  production.  But  there  is  even  greater 
atomization  in  the  distribution  end  of  building  materials.  The  1939  Census 
of  Business,  analyzing  25,067  lumberyard  and  building  material  dealer 
establishments,  reports  115,832  full-time  employees  and  14,002  active  pro- 
prietors, which  works  out  at  only  4.6  employees  per  retail  outlet  of  this  class. 
These  25,067  outlets  averaged  only  $58,980  of  sales  per  outlet  in  the  rather 
exceptionally  good  year  1939  and  it  is  obviously  no  easy  matter  to  support 
4.6  employees  and  an  active  proprietor  at  the  American  standard  of  living 
on  so  small  a  volume  of  business.  This  small  volume  necessitates  a  rather 
high  gross  profit  margin  per  unit  of  sales  and  makes  for  rather  high  spreads 
between  the  manufacturer's  price  and  the  cost  of  the  product  to  the  ulti- 
mate user.  Too  manv  outlets  today  handle  too  restricted  a  line  of  building 
materials.  A  wider  line,  including  equipment  needed  for  homes,  would 
enable  the  more  efficient  retailer  to  distribute  his  cost  of  doing  business  over 
a  greater  volume,  thus  reducing  his  gross  profit  margin  and  increasing  his 
aggregate  profit  at  one  and  the  same  time. 

The  spread  between  wholesale  and  retail  building-material  prices  as  re- 
ported in  the  monograph  is  among  the  most  important  data  revealed  by  the 
report.  It  is  shown  below  for  21  materials  as  of  September  1939.  By 
"wholesale  price"  is  meant  the  amount  paid  by  the  distributor  to  the  manu- 
facturer for  materials  delivered  to  the  freight  yards  of  the  distributor's  city. 
By  "retail  price"  is  meant  the  amount  paid  by  the  contractor  to  the  dis- 
tributor for  materials  delivered  to  the  job  site.  The  table  is  taken  from 
page  28: 
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Average  of  typical 

prices  Difference 

Item                                                    Unit              Wholesale  Retail  Amount  Per  cent 

Insulation  board M  square  feet         $33.00  $46.35  $13.35  40.5 

Plaster Ton                           13.58  17.57  3.99  29.4 

Roofing Square                        4.58  5.83  1.25  27.3 

Cement,  Portland Barrel                         2.01  2.67  .66  32.8 

Lime,  hydrated Ton 12.28 19.64 7.36  60.0 

White  lead   Pound                           .0925  .1125  .0200  21.6 

Linseed  oil   Gallon                           .7644  .9821  .2177  28.5 

Turpentine   Gallon                           .3238  .6058  .2820  87.1 

Douglas  fir  dimension M  board  feet             35.91  44.50  8.59  23.9 

Oak  flooring M  board  feet            68.12 87.20 19.08  28.0 

Yellow  pine  boards M  board  feet            28.41  36.76  8.35  29.4 

Ponderosa  pine  boards M  board  feet             33.48  44.12  10.64  31.8 

Douglas  fir  doors Each                            1.90  3.43  1.53  80.5 

Windows,  glazed Each                            1.53  2.29  .76  49.7 

Boilers,  heating   . Each 88.67  120.58 31.91  36.0 

Radiation    Square  feet                   .3020  .3440  .0420  13.9 

Boilers,  range Each                            4.68  6.38  1.70  36.3 

Closets     Each                          16.48  20.60  "  4.12  25.0 

Lavatories  Each                          11.62  14.53  2.91  25.0 

Sinks  Each                         15.04  18.80  3.76  25.0 

Bathtubs    Each                          41.28  51.60  10.32  25.0 

Some  of  the  spreads  shown  above  are  very  considerable;  for  instance,  for 
turpentine,  Douglas-fir  doors,  and  hydrated  Hme.  But  by  and  large  these 
spreads  are  no  greater  than  in  most  other  lines  of  business.  In  fact,  the 
rather  high  retail  gross  profit  margin  per  unit  of  product  in  distribution 
of  building  materials  is  merely  one  phase  of  the  general  problem  of  distri- 
bution in  this  country,  which  is,  that  retail  selling  is  an  "atomized"  industry 
in  which  1,770,000  small  establishments,  manned  by  about  6,200,000  owners 
and  employees,  are  required  to  distribute  at  retail  to  the  approximately 
33,000,000  families  in  the  United  States.  We  have  a  situation,  therefore,  in 
which  every  5.3  American  families  have  to  support  one  person  in  the  job 
of  selling  at  retail. 

A  situation  such  as  this  is  bound  to  be  charged  into  prices,  and  accounts, 
more  than  any  other  single  factor,  for  our  relatively  high  retail  prices.  No 
_  „  doubt  we  have  too  many  people  in  distribution,  service, 

o       .  and  other  forms  of  so-called  "national  overhead"  and 

too  rew  m  primary  production.  At  least,  that  is  the 
impression  one  received  by  comparing  the  number  of  gainfully  employed 
in  these  two  great  divisions  in  1939  with  similar  figures  a  generation  earlier, 
in  1909.  During  this  30-year  period  "primary"  workers — that  is,  those 
engaged  in  agriculture,  mining,  forestry,  fishing,  and  manufacturing— in- 
creased only  4  per  cent,  whereas  the  so-called  "national  overhead"  (an  ad- 
mittedly unsatisfactory  label)  consisting  of  workers  in  distribution,  service, 
finance,  and  government,  increased  71  per  cent.  As  a  result  of  this  striking 
change  in  employment,  the  immense  increase  in  manufacturing  efficiency 
of  the  last  30  years,  with  its  consequent  reductions  in  production  costs,  has 
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been  to  a  considerable  extent  neutralized  by  the  necessity  of  supporting  an 
ever-growing  army  of  people  engaged  in  distributing,  serving,  and  govern- 
ing. No  doubt  much  of  this  is  an  entirely  natural  development  and  reflects 
the  increasing  demand  for  services  as  well  as  for  goods  as  the  standard  of 
living  rises.  In  fact,  the  fundamental  reason  for  the  atomization  of  the  dis- 
tribution industry,  with  its  vast  duplications  and  expensive  services,  is  the 
exactions  of  the  public  used  to  a  high  standard  of  service.  It  has  been 
trained  to  get  what  it  wants  where  and  when  it  wants  it,  which  of  course 
is  very  fine  but  costs  money.  It  requires  a  vast  number  of  outlets  manned 
by  a  personnel  that  must  inevitably  be  idle  a  considerable  portion  of  the 
time.  Here,  too,  as  in  the  construction  of  homes,  the  cost  of  idleness  must 
ultimately  be  absorbed  into  the  product.  It  is  not  easy  to  see  how  distri- 
bution in  this  country  can  be  very  materially  deflated  in  personnel  unless 
the  buying  public  becomes  much  more  modest  in  its  demands. 

There  is,  of  course,  a  great  geographical  variation  in  the  spread  between 
wholesale  and  retail  prices  in  the  building  industry,  a  subject  on  which  the 
monograph  presents  interesting  data.    For  instance,  in-  Local 

sulation  board  is  shown  as  selling  at  wholesale  in  car-  Variations 

lots,  f.o.b.  destination,  at  the  uniform  price  of  $33.00  per 
1,000  square  feet  in  all  parts  of  the  United  States.  But  this  uniformity  of 
the  wholesale  price  is  by  no  means  paralleled  by  a  similar  uniformity  of 
retail  prices,  although  the  manufacturer  pays  the  freight  to  the  point  of  dis- 
tribution. As  of  September  1939,  retail  prices  of  insulation  board  were  as 
low  as  $38.70  in  Omaha,  Nebraska,  and  as  high  as  $52.50  in  Austin,  Texas. 
There  are  obviously  many  reasons  why  such  large  geographical  variations 
exist,  but  no  doubt  the  most  fundamental  are  supply  and  demand  and  the 
severity  of  competition.  The  retailer,  like  any  other  businessman,  sells  for 
what  he  can  get.  Building  being  an  exceedingly  local  industry,  it  is  entirely 
possible  for  the  demand  for  building  materials  to  be  very  great  in  one  city 
and  almost  nonexistent,  except  for  maintenance  purposes,  in  a  city  a  few 
hundred  miles  away.  In  this  particular  case,  building  was  as  a  whole  much 
more  active  in  Texas  than  in  Nebraska  in  1939,  and  such  a  variation  in 
demand  is  bound  to  express  itself  in  retail  prices. 

In  the  case  of  insulation  board  in  1935,  the  manufacturer's  price  to  whole- 
sale outlets  dropped  sharply,  as  is  indicated  by  the  V  notch  on  the  charts 
presented  in  the  monograph  on  page  33.  This  reduction  in  wholesale  prices 
was  made  throughout  the  entire  country.  Yet  in  none  of  the  ten  geo- 
graphical areas  covered  by  the  monograph  was  the  wholesale  price  reduc- 
tion followed,  or  accompanied  by,  any  reduction  in  the  retail  price.  The 
manufacturer's  price  cut  was  not  passed  along  by  the  retailer  to  the  con- 
sumer. There  are,  of  course,  many  reasons  why  this  cannot  be  done  easily, 
but  probably  the  most  important  one  again  centers  around  the  small  volume 
handled  by  the  average  retailer.    He  draws  from  a  small  area,  and  if  he 
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reduces  his  price  he  has  Httle  chance  of  recouping  himself  by  materially 
increased  volume,  whereas  the  manufacturer  with  often  the  entire  nation 
as  a  market  can  hope  to  do  so.  But  this  very  inability  of  the  manufacturer 
to  get  his  price  cuts  passed  along,  in  so  many  cases,  to  the  final  consumer, 
frequently  acts  as  a  strong  deterrent  to  repeating  the  experiment  in  the 
future. 

The  monograph  presents  some  very  interesting  figures  on  page  13  indi- 
cating the  extent  to  which  output  of  various  building  materials  is  in  the 

n „^4.„„4.: hands  of  a  few  leading  concerns.     The   figures  show 

Concentration         ,       •     m^T  r       i     j-  r 

of  Manufacture  ^"  leadmg  manutacturmg  companies  ac- 

counted for  85  per  cent  of  the  total  national  output  of 
plaster,  82  per  cent  of  insulation  board,  and  91  per  cent  of  white  lead,  but 
only  for  29  per  cent  of  cement,  23  per  cent  of  Douglas  fir,  and  7  per  cent 
of  common  brick. 

Nevertheless  there  is  no  conclusive  evidence  that  wholesale  prices  varied 
in  volatility  in  harmony  with  the  above  figures  or  that  the  manufacturers 
who  controlled  a  large  part  of  a  product's  output  raised  their  prices  much 
further  or  faster  in  the  period  1935  to  1939  than  manufacturers  with  much 
less  control  over  national  output.  For  instance,  plaster,  although  85  per  cent 
of  the  output  was  controlled  by  4  firms,  actually  declined  slightly  in  whole- 
sale price  in  1936  and  1937  as  compared  to  1935.  Yet  the  wholesale  price 
of  varnishes,  of  which  the  four  leading  producers  controlled  only  29  per  cent 
of  national  production,  rose  very  sharply  in  1937.  Insulation  board,  83  per 
cent  controlled  by  four  firms,  rose  in  wholesale  price  in  1936,  but  only  be- 
cause the  price  had  been  sharply  reduced  in  1935;  and  the  1936  price  increase 
was  no  more  than  a  restoration  to  the  old  1935  level.  Ponderosa  pine,  on 
the  other  hand,  although  only  16  per  cent  of  the  output  is  controlled  by  four 
firms,  climbed  very  sharply  in  1937. 

The  statistics  and  charts  presented  by  the  monograph,  in  fact,  bear  rather 
emphatic  testimony  to  the  basic  reality  that  supply  and  demand  continue 
Sutinlv  and  ^°  P^^^  ^^  immensely  important  part  no  matter  how 

Demand  the  much  prices  are  "controlled"  or  "administered."     It  is 

Maior  Fartor  rather  significant  that  the  retail  prices  of  many  building 

materials  rose  earliest  and  sharpest  in  some  areas  where 
building  was  extremely  active  in  the  period  covered — for  instance,  on  the 
Pacific  Coast — and  remained  relatively  depressed  in  other  areas  where  build- 
ing was  much  less  active  on  a  per  capita  basis — for  instance,  in  the  West 
North  Central  States.  True,  there  are  many  variations  from  this  picture,  and 
it  is  also  entirely  true  that  in  some  cases  the  retailer  is  financially  very  closely 
associated  with  the  jobber  or  manufacturer  and  not  an  entirely  free  agent  in 
setting  prices.  In  such  cases,  a  rise  in  retail  prices  may  reflect  merely  the 
manufacturer's  price  policy  rather  than  the  actual  supply  and  demand  situa- 
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don  in  the  retail  area.  Nevertheless,  the  evidence  as  a  whole  points  to  build- 
ing activity  or  the  lack  of  it  as  a  highly  important  factor  in  determining 
retail  prices,  no  matter  how  much  prices  are  said  to  have  been  "controlled" 
or  "administered"  further  up  the  line. 

Even  if  the  output  of  a  product  were  100  per  cent  controlled  by  one  manu- 
facturer, it  still  does  not  follow  that  he  is  immune  from  competition  and  can 
lay  down  and  maintain  a  rigid  price  to  the  trade.  His  competition  from 
substitutes  outside  the  industry  may  be  very  severe.  He  can,  at  first,  set  or 
"administer"  his  price  as  he  sees  fit,  but  that  price  must  be  taken  out  into 
the  field  and  satisfactory  volume  obtained  by  his  salesmen.  The  latter,  in 
effect,  frequently  function  as  the  customer's  representatives  as  much  as  his 
own.  If  the  price  is  too  high  to  achieve  adequate  volume,  his  salesmen  will 
not  be  in  the  least  backward  in  letting  the  salesmanager  know  that  a  lower 
price  will  bring  out  a  great  deal  more  volume.  Thus  does  market  demand 
make  itself  felt  through  even  the  most  rigidly  administered  price  structure. 

The  greater  volatility  of  wholesale  prices  as  compared  to  those  in  the  re- 
tail field  is  clearly  brought  out  by  the  various  charts  in  the  monograph.  This 
is  another  way  of  saying  that  the  manufacturer  is  more  wVinlpcinl 

alert  or  more  able  to  take  advantage  of  what  seems  to  Rptail  Prires 

him  an  opportunity  of  getting  higher  prices,  and  like- 
wise more  alert  in  sensing  the  need  for  price  reductions  in  order  to  maintain 
volume.  The  fact  that  the  manufacturer  may  at  times  be  mistaken  in  his 
estimates  of  the  situation  does  not  alter  the  above  conclusion.  The  most 
striking  feature  of  the  price  curves  shown  in  the  monograph  is  the  infla- 
tionary rise  in  the  latter  part  of  1936  and  early  part  of  1937,  followed  by  the 
severe  recession  later  in  the  same  year  and  in  1938.  The  large  manufacturer 
is  in  the  nature  of  things  closer  to  world  events  than  a  small  retailer  and 
studies  economic  developments  much  more  broadly.  In  1936,  the  manufac- 
turer saw  the  general  world-wide  rise  in  raw-material  prices,  was  the  first 
to  feel  the  impact  in  his  own  production  costs,  experienced  earlier  and  much 
more  intensely  than  the  retailer  the  demands  of  labor  for  higher  wages,  and 
through  his  study  of  the  national  economic  and  financial  scene  became  con- 
vinced that  a  period  of  inflated  prices  was  ahead.  An  atmosphere  was 
created  in  which  manufacturers,  not  only  in  the  building  materials  field  but 
in  every  line  of  production,  advanced  their  prices,  partly  because  they  had 
to  and  partly  because  they  felt  the  time  had  come  when  higher  prices  could 
be  fairly  easily  obtained.  They  recognized  their  mistake  in  the  fall  of  1937 
and  1938,  and  wholesale  prices  were  reduced  just  about  as  fast  as  they  had 
been  raised  on  the  upside  of  the  inflationary  cycle.  The  retailer,  on  the  other 
hand,  feeling  the  impact  of  events  much  later  and  to  a  lesser  extent,  did  not 
raise  his  prices  to  the  same  degree;  he  was  furthermore  deterred  by  the  fact 
that  he  is  closest  to  actual  market  demand,  being  the  last  Hnk  in  the  chain  of 
distribution. 
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The  general  picture  portrayed  by  the  monograph  is  that  of  prices  rising 
and  falHng  in  a  very  abnormal  period,  not  so  much  because  there  was  any 
particular  desire  by  any  element  to  take  unreasonable  advantage  of  the  ab- 
normal situation  on  the  upside  of  the  cycle,  but  because  every  group  reacted 
quite  naturally  to  the  stimuli  of  events,  just  about  as  could  be  expected  in  a 
private-enterprise  economy  that  was  being  subjected  to  abnormal  stresses  and 
strains. 


REVIEW   OF    T.N. E.G.    MONOGRAPH    NO.    34 

Control  of  Unfair  Contpetitive  Practices  through 

Trade-Practice  Conference  Procedure  of 

the  Federal  Trade  Commission 

MONOGRAPH  34  is  a  study  by  the  Federal  Trade  Commission  of  its  own 
trade-practice  conference  procedure.  It  differs  from  many  of  the 
monographs  in  that  it  is  a  fair  and  informative  examination  of  one  of  its 
own  methods  with  only  here  and  there  a  very  natural  inclination  to  some- 
what overpraise  its  own  contribution. 

Outline  of  Content 

It  states  the  general  purpose  of  the  trade  practice  conference  procedure  to 
be  "a  co-operative  method  for  preventing  unfair  methods  of  competition, 
monopolistic  restraints,  and  other  business  practices  that  are  contrary  to  the 
laws  which  the  Commission  is  directed  to  enforce."  The  legal  objective  of 
the  "conference"  is  said  to  be  "to  elTectuate  observance  of  these  laws  [refer- 
ring to  the  Federal  Trade  Commission  Act  and  the  Clayton  Act  and  its 
amendments]  by  industry-wide  co-operative  action  under  rules." 

The  actual  operation  of  the  conference  procedure  extends  through  some 
twenty  years,  beginning  in  1918  and  1919.  Since  these  beginnings  there  has 
been  a  steadily  increasing  application  of  the  plan,  not  only  in  the  number 
of  industries  covered,  but  in  the  scope  of  subject  matter  treated;  and  appli- 
cations from  industries  are  being  received  by  the  Commission  in  sustained 
volume. 

The  rules  of  procedure  provide  that  the  trade  conference  can  be  initiated 
on. an  application  from  the  particular  industry  or  on  the  application  of  any 
interested  party  or  any  group  in  the  industry,  or,  finally,  p          , 

by  the  Commission  on  its  own  motion.  The  proceed- 
ings are  usually  initiated  on  application  from  the  industry  as  such.  The 
interest  of  the  public  is  of  primary  concern,  and  the  conferences  are  not 
authorized  unless  it  appears  that  they  would  substantially  serve  such  in- 
terest. That  interest  extends  to  the  welfare  of  both  seller  and  purchaser, 
and  consumer  protection  is  a  matter  of  major  concern. 

Public  notice  is  given  when  a  trade  practice  conference  of  all  the  mem- 
bers of  an  industry  is  called  and  all  members  are  invited  to  attend.  Pre- 
liminary meetings  and  discussions  by  members  of  the  Commission's  staff 
can  be  had  in  respect  to  the  preparation  of  applications  and  drafts  of  pro- 
posed rules  and  in  the  solution  of  the  competitive  problems  which  will  be 

595 
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under  discussion.  A  record  is  kept  of  the  conference,  and  the  proposals 
there  developed  are  then  examined  and  studied  by  the  Commission's  staff. 
When  the  draft  of  the  rules  proposed  by  the  conference  is  ready,  a  notice 
is  given  by  the  Commission  that  at  a  public  hearing  consideration  will  be 
given  to  the  proposals;  and  all  parties  concerned,  whether  members  of  the 
industry  or  not,  are  invited  to  collaborate  with  the  Commission  in  the  fram- 
ing of  the  rules.  After  due  consideration,  the  Commission  proceeds  to  final 
action  in  respect  to  the  approval  of  the  rules  there  promulgated  and  put 
into  eflfect  as  the  rules  of  the  industry. 

The  test  of  approval  and  acceptance  by  the  Commission  is  the  "test  of 
law."  The  rules  must  not  sanction  practices  which  are  contrary  to  law 
"Rules  of  ^"*^  ^^^^y  ^^^^  ^^  ^^^^^  calculated  to  elevate  the  stand- 

the  Industry"  ^^^^  ^^^  competitive  practices  in  the  industry  and  pro- 
mote law  observance. 

The  rules  are  divided  into  two  classes,  known  as  Group  I  and  Group  II 
(p.  4).  Rules  in  Group  I  are  mandatory.  They  cover  types  of  competi- 
tive conduct  which  have  been  defined  as  unfair  trade  practices  and  have 
been  determined  to  fall  within  the  prohibitions  of  the  Acts  of  Congress 
under  which  the  Commission  operated.  Once  a  rule  in  Group  I  is  adopted, 
a  violator  makes  himself  liable  to  be  dealt  with  under  the  various  statutes 
enforced  by  the  Commission.  Group  I  rules  may  include  any  type  of  prac- 
tice which  comes  within  the  field  of  "unfair  methods  of  competition"  or  of 
"unfair  or  deceptive  acts  or  practices  in  commerce."  These  Group  I  rules 
comprise  generally  about  90  per  cent  of  the  entire  set  for  a  given  industry. 
Voluntary  adherence  to  these  rules  has  been  general,  and  resort  to  compul- 
sory process  has  been  necessary  in  comparatively  few  cases.  Members  of 
the  industry,  through  their  trade  association,  assist  the  Commission  in  seeing 
that  these  rules  are  observed,  though  the  Trade  Practice  Committee  of  the 
industry  does  not  exercise  any  governmental  powers. 

Group  II  rules  are  not  mandatory,  but  advisory  only.  Compliance  with 
rules  of  this  group  is  to  be  encouraged  and  promoted  individually  through 
voluntary  co-operation,  but  nonobservance  does  not  constitute  violation  of 
law.  However,  where  the  practice  of  not  complying  with  any  such  Group 
II  rules  is  followed  in  such  a  manner  as  to  result  in  unfair  methods  of  com- 
petition or  unfair  or  deceptive  acts  or  practices,  corrective  proceedings  may 
be  instituted  by  the  Commission. 

The  monograph  continues  with  illustrations  of  the  effective  treatment  of 
industrial  problems  through  these  conferences,  calling  attention  to  the  expe- 
niusitrfltiftn'?  rience  in  the  textile  industry,  rubber  tire  industry,  baby 

nf  Prartirp  chick  industry,  paint  and  varnish  industry,  putty  indus- 

try, and  radio  receiving-set  industry  (pp.  10-14). 

It  then  sets  forth  (pp.  14-18)  the  advantages  which  are  claimed  for  the 
conference  procedure  as  follows:  voluntary  correction  of  wrongful  business 
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practices   en   masse;  facilitation  of  compulsory  process  .  ,        . 

against  persistent  violators;  certainly  as  to  the  applica- 
tion of  the  law;  the  fact  that  the  conference  furnishes  a  rallying  point  for 
constructive  forces  in  industry;  salutary  eflfect  of  governmental  definition 
of  the  practices  which  are  to  be  avoided;  establishment  of  minimum  stand- 
ards of  product;  flexibility  of  the  rules  to  keep  abreast  of  changing  condi- 
tions; "supervised  self-regulation"  and  self -discipline  on  the  part  of  busi- 
ness; consideration  of  the  interest  of  the  consuming  public;  simplicity  and 
economy  of  operation. 

The  monograph  then  makes  a  brief  general  statement  as  to  the  powers 
of  the  Federal  Trade  Commission  (p.  18).  This  is  followed  by  several 
pages  of  testimonial  statements  from  individual  members  and  representa- 
tives of  industry  and  quotations  from  various  other  sources  approving  the 
trade  practice  conference  procedure. 

In  an  Appendix  (pp.  27-62),  rules  of  the  procedure  pertaining  to  the  con- 
ference are  printed.  These  rules  prescribe  the  information  which  should 
be  contained  in  an  application  for  a  conference.  There  are  added  four 
examples  of  trade  practice  rules — those  for  the  baby  chick  industry,  the  radio 
receiving-set  industry,  the  rubber  tire  industry,  and  the  silk  industry. 

CRITICISMS  AND  SUGGESTIONS 

Monograph  34  is  designed  to  demonstrate  the  efficacy  and  practicability 
of  the  trade  practice  conferences.  It  is  not  in  any  sense  critical  of  their  pro- 
cedures. Doubtless  this  approach  was  satisfactory  from  the  standpoint  of 
the  Temporary  National  Economic  Committee;  but  the  value  of  the  mono- 
graph to  industry  would  certainly  have  been  increased  if  it  had  developed 
any  criticism  that  had  arisen  in  respect  to  the  conferences  out  of  the  ex- 
perience of  the  Commission  or  of  industry,  and  if  it  had  dealt  more  spe- 
cifically with  the  limitations  of  the  conferences  and  with  the  practical 
results  that  have  been  accomplished,  not  only  in  the  framing  of  the  rules, 
but  also  in  their  operation. 

The  value  of  the  conferences  could  be  better  appraised  also  if  there  were 
more  detailed  knowledge  available  as  to  the  origin  of  the  conferences  which 
have  been  held,  so  that  it  could  be  known  whether  in  many  instances  the 
industry,  through  its  own  organization,  sought  the  opportunity,  or  the 
conference  was  pressed  upon  the  industry  by  the  Commission  on  its  own 
motion,  or  the  Commission's  action  in  calling  conferences  developed  out 
of  the  complaints  of  individual  members  of  the  industry. 

But  the  principal  criticism  of  the  monograph  is  that  it  unduly  empha- 
sizes the  protection  which  the  rules  framed  at  the  trade  practice  conference 
would  afford  to  industry.    It  says  (p.  15) : 

Governmental  sanction  brings  to  the  businessman  reliable  assurance  of  the 
propriety  of  the  provisions  of  the  rules  under  the  law.     In  other  words,  through 
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,      „.    .  official  approval  of  the  rules  the  businessman  is  assured  that 

„  _     ^     ^.  his  observance  of  the   practices  specified  in  the   rules  and 

of  Protection  ,.  .,    ,•  .^       •     •      -i        u  \a- 

his  co-operation  with  his  competitors  in  jointly  upholding 

their  provisions  are  proper  under  the  law;  that  he  may  engage  therein  without 

fear  of  becoming  a  possible  or  unwitting  transgressor  of  the  law. 

It  is  to  be  remembered  that  the  business  world  was  led  to  believe  from 
the  message  of  President  Wilson  to  Congress  that  the  proposed  Trade  Com- 
mission Act  or  "Interstate  Trade  Commission  Act,"  as  he  termed  it,  was 
to  give  practical  direction  and  guidance  to  commerce  and  industry  as  a 
practical  interpreter  of  the  antitrust  acts.  In  his  original  message  on  this 
subject,  January  20,  1914,  the  President  said  he  thought  that  businessmen 
desired  "the  advice,  the  definite  guidance  and  information"  which  pro- 
posed legislation  would  supply.  The  President  believed  the  opinion  of 
the  country  demanded  it  "as  an  indispensable  instrument  of  information 
and  publicity,  as  a  clearing  house  for  the  facts  by  which  both  the  public 
mind  and  the  managers  of  great  business  undertakings  should  be  guided, 
and  as  an  instrumentality  for  doing  justice  to  business  where  the  processes 
of  the  courts  or  the  natural  forces  of  correction  outside  the  courts  are  inade- 
quate to  adjust  the  remedy  to  the  wrong  in  a  way  that  will  meet  all  the 
equities  and  circumstances  of  the  case." 

The  Commission's  statement  in  the  monograph  can  hardly  be  sustained 
if  the  words  "governmental  sanction"  mean  sanction  evidenced  by  the 
Commission's  approval  of  the  rules.  A  brief  review  of  the  history  of  the 
conferences  and  of  their  status  in  relation  to  the  law  will  make  this  clear. 

Trade  practice  conferences  are  an  outgrowth  of  trade  practice  "submit- 
tals." In  1918,  the  Federal  Trade  Commission  held  a  conference  with  the 
^   .  .  ,  „  ,»  manufacturers  of  gold-plated  finger  rings.     The  ques- 

„        ,  ^  tion  that  industry  desired  to  settle  was  how  much  gold 

Reffulatory  ,      ,  ,  ,     .         ■      -r  ■  i        i  i       u     i  i    i      j » 

_,         ,  should  be  m  a  rmg  it  it  were  to  be  sold  as    gold-plated. 

i  roc6Ci'iii'e  o       i 

Out  of  that  conference  came  a  formula  which  was  sub- 
mitted to  the  Commission  and  approved  by  it.  The  theory  of  the  Com- 
mission was  that  deviation  from  this  trade  standard  would  be  unfair  com- 
petition and  that  the  formula  produced  by  the  conference  agreement  could 
be  enforced  by  the  Commission,  being  used  as  evidence  of  the  unfairness 
of  any  variant  competition.  The  agreement,  however,  was  solely  on  the 
part  of  the  industry.  The  word  "submittal"  was  used  by  the  Commission 
to  indicate  that  the  Commission  had  not  made  the  agreement.  The  pro- 
cedure was  undoubtedly  developed  by  the  Commission  in  order  to  obtain 
from  industry  opinions  of  trade  standards  out  of  which  the  Commission 
could  develop  definitions  of  unfair  methods  of  competition.  This  indirect 
method  of  regulation  through  joint  action  by  the  industry  and  the  Com- 
mission was  accepted  by  industry  with  some  enthusiasm.  The  Commis- 
sion saw  in  this  new  practice  an  increase  of  its  jurisdiction,  and  the  busi- 
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nessman  apparently  believed  that  by  these  conferences  industry  could  largely 
frame  its  own  rules  of  business  conduct. 

However,  in  1920,  the  Supreme  Court  handed  down  the  opinion  in  the 
Gratz  case,  holding  that  the  words  "unfair  method  of  competition"  are 
not  defined  by  the  statute  and  that  it  is  for  the  courts,  Court 

not  the  Commission,  to  determine  ultimately,  as  a  mat-  "RpctrirtioTi  of 
ter  of  law,  what  they  include.  This  plain  language,  Enforcement 
limiting  the  authority  of  the  Commission  to  determine 
what  were  the  unfair  methods  of  competition,  substantially  checked  trade 
practice  "submittals."  Up  to  1925,  a  period  of  six  years,  about  twenty  of 
these  conferences  were  held.  But  no  emphasis  was  put  on  any  claim  that 
the  rules  there  established  had  any  binding  effect  or  were  in  any  way  sanc- 
tions on  which  industry  could  rely.  Representatives  of  industry  partici- 
pating in  the  conferences  took  on  no  legal  obligation;  and  the  Federal 
Trade  Commission,  which  was  in  fact  not  formally  a  party  to  the  delibera- 
tions, was  not  bound  by  any  action  there  taken.  In  an  early  statement  the 
Commission  did  say  that  the  judgment  of  the  industry  as  expressed  as  a 
result  of  the  conference  "should  be  regarded  as  prima  facie  law  merchant" 
but  in  later  "submittals"  the  Commission  was  more  cautious  and  criticized 
and  rejected  several  of  them.  It  went  no  farther  than  to  indicate  its  inten- 
tion to  give  considerable  weight  in  any  subsequent  proceedings  to  the  rules 
and  definitions  that  were  developed  in  the  conference.  The  effect  of  the 
Gratz  case  was  plainly  to  discourage  the  trade  practice  "submittals." 

In  1925  the  Commission  yielded  to  the  Court  and  announced  that  it  would 
thereafter  approve  no  trade  agreements  except  those  whose  violation  came 
within  the  definition  of  unfair  competition  as  laid  down  by  the  courts.  In 
other  words,  the  Commission  could  approve  only  what  it  could  enforce. 

In  1926,  however,  the  Commission,  reflecting  a  general  program  of  help- 
fulness to  industry,  changed  its  course,  established  the  Division  of  Trade 
Practice  Conference,  and  announced  a  broader  program,  saying  that  the 
action  of  the  industry  in  such  a  conference  "becomes  a  rule  of  business 
conduct  for  the  industry  on  the  subject  covered,"  and  proposed  that  the 
new  procedure  would  furnish  "a  means  whereby  an  agreement  once  en- 
tered into  may  be  kept  in  effect  and  better  attention  given  to  violations." 
There  is  evidence  that  the  Commission,  apparently  had  the  theory  that 
the  agreements  could  be  signed  and  so  could  be  enforced  on  the  basis  that 
their  violation  would  be  a  breach  of  contract.  But  this  plan  was  not  car- 
ried into  effect.  The  new  program  was  developed  with  considerable  pub- 
licity and  given  an  important  part  in  the  Commission's  activities  and  in 
its  reports.  An  effort  was  made  to  convince  industry  that  the  Commission 
could  enforce  the  rules  that  would  be  developed  at  the  conferences.  The 
result  was  a  sudden  and  large  accession  of  the  conferences.  Thirty-one 
were  held  in  the  fiscal  year  1928  and  1929;  in  1930,  14  sets  of  rules  were 
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promulgated;  50  in  1931;  and  17  in  1932.  In  the  fiscal  year  1929  to  1930 
there  were  57  conferences. 

There  was  some  contention,  however,  that  some  o£  the  rules  promul- 
gated had  emasculated  the  Sherman  Law  in  respect  to  the  particular  in- 
dustry concerned  and  some  complaint  that  one  eflfect  of  the  conferences 
had  been  price  increases  in  industry.  The  Department  of  Justice,  reflecting 
these  complaints,  protested  to  the  Commission;  and  there  followed  a  revi- 
sion by  the  Commission  of  many  of  the  conference  resolutions.  The  num- 
ber of  conferences  has  since  been  fewer. 

In  March,  1938,  the  Federal  Trade  Commission  Act,  which  theretofore 
prohibited  "unfair  methods  of  competition"  only,  was  amended  to  declare 
T      .  ,   . .  unlawful  "unfair  or  deceptive  acts  or  practices  in  com- 

Enlarp-p-mpTit  merce."    The  apparent  purpose  of  this  amendment  was 

of  Authoritv  ^°  enlarge  substantially  the  field  in  which  the  Federal 

Trade  Commission  can  operate.^  However,  the  rule 
laid  down  in  the  Gratz  case,  that  it  is  for  the  courts  and  not  for  the  Com- 
mission to  determine  what  is  unfair,  still  stands,  and  it  is  quite  certain  that 
the  Court  will  hold  to  it,  whether  it  is  dealing  with  methods  of  competi- 
tion, as  in  the  Gratz  case,  or  with  acts  and  practices  in  commerce  under 
the  amended  statute. 

The  enlargement  of  the  Commission's  field  of  action  has  stimulated  some 
new  interest  in  the  conferences.  Industry  is  the  more  anxious  to  establish 
as  early  as  possible  some  rule  as  to  what  it  can  and  cannot  do.  In  1938, 
1939,  and  1940,  there  was  a  slight  increase  in  the  number  of  conferences. 
In  1941,  up  to  September  1,  two  applications  were  received,  two  sets  of 
rules  have  been  published,  a  further  set  was  promulgated  in  September, 
and  one  conference  and  six  other  hearings  have  been  held. 

In  view  of  this  checkered  career  of  the  effort  of  the  Commission  through 
these  conferences  to  regulate  indirectly  unfair  methods  of  competition  and 
unfair  or  deceptive  acts  and  practices  in  commerce,  it  is  hardly  a  proper 
conclusion  to  say,  as  the  monograph  does,  that  the  establishment  of  the 
rules  constitutes,  in  relation  to  the  practices  covered  by  the  rules,  "a  sub- 
stantial answer  to  the  businessman's  quest  for  certainty  as  to  whether  a 
given  course  of  business  conduct  is  or  is  not  within  the  law." 

It  is  quite  true  that  it  probably  would  be  difficult  for  either  the  Com- 
mission or  the  Department  of  Justice  to  convict  an  industrial  concern  of 
participating  in  any  act  of  unfair  competition  or  doing  any  unfair  decep- 
tive acts  in  commerce,  when  that  method  or  practice  had  been  approved 

^  One  court  has  said  that  proof  is  still  required  that  competition  has  been  affected  by  the 
"act  or  practice"  before  it  can  be  held  to  be  unfair  and  a  violation  of  the  statute  as  amended. 
"The  essence  of  a  proceeding  of  this  kind  is  the  forbidding  of  the  continued  use  of  an  unfair 
trade  practice  in  commerce  in  competition  with  others.  It  necessarily  follows  that  where  it 
appears  in  the  course  of  such  a  proceeding  that  competition  does  not  exist,  the  proceeding 
should  be  dismissed."  Ostler  Candy  Co.  v.  Federal  Trade  Comm.  (CCA.  10th)  (1939) 
106  Fed.  (2d)  962,  965. 


TRADE-PRACTICE  CONFERENCE  PROCEDURE        601 

by  the  trade  conference  rules.  This  was  the  basis  of  the  protest  in  the  De- 
partment of  Justice.  But  it  is  going  too  far  to  say  that  any  such  trade  prac- 
tice rules  would  give  full  protection.  It  would  still  remain  open,  for  both 
the  courts  and  the  Commission,  to  develop  the  facts  to  be  other  than  as 
stated  in  the  conference  and  then  to  assert  that  a  given  rule  was  the  result 
of  misunderstanding  or  misrepresentation,  that  it  had  been  availed  of  for 
an  illegal  purpose,  or  even  that  it  was  in  reality  in  violation  of  the  law. 
The  Chief  Counsel  of  the  Commission  has  been  careful  to  say  elsewhere: 

A  violation  of  Group  II  rules  may  or  may  not  constitute  an  unfair  method 
of  competition  within  the  jurisdiction  of  the  Commission,  depending  upon  the 
facts  peculiar  to  each  case. 

It  is  still  possible  for  the  Commission  to  amend  any  rule  or  to  cancel  its 
approval.  It  remains  quite  certain  that  the  courts  would  assert  their  right 
to  define  what  was  an  unfair  method  or  an  unfair  or  deceptive  act  or  prac- 
tice, notwithstanding  the  approval  by  industry  and  by  the  Commission  in 
the  trade  practice  conference. 

It  is  obvious  from  what  has  been  said  that  the  primary  weakness  in  the 
trade  practice  conference  procedure  probably  lies,  not  so  much  in  the  man- 
ner of  its  administration  by  the  Commission,  or  even         t%     -uj.^  i 
,     ,    ,      ,  .        "^        ,      .  ,  .         Doubtful 

m  the  lack  or  co-operation  or  enthusiasm  on  the  part  or  .    .,      .. 

•    1  •      1      A  1         ,  •  1     1      ^         •    ■  Authority 

mdustry,  as  in  the  Act  under  which  the  Commission         -      n     j.    ^- 

lor  i  roiGction 
purports  to  hold  such  conferences  and  promulgate  trade 

practice  rules.  Nowhere  in  the  Act  itself  is  there  specific  authority  for 
this  procedure  or  any  assurance  of  protection  to  industry  once  it  has  agreed, 
with  the  approval  of  the  Commission,  to  any  particular  code  of  behavior. 

This,  then,  suggests  the  advisability  of  exploring  the  possible  advantages 
which  might  be  derived  from  an  appropriate  amendment  to  Section  5  of 
the  Federal  Trade  Commission  Act.    Provisions  to  af-  t»       -ua 

Jr  0SS1D16 

ford  protection  of  the  character  needed  here  are  numer-  a         j         4. 

•     u    1  T--      •  u    T  r^  Amendment 

ous  in  the  laws.    For  instance,  the  Interstate  Commerce 

Act  (49  U.S.C.A.  Sec.  5,  #  8)  provides  that  the  carriers  affected  by  any 
order  made  under  the  provisions  of  that  section  and  any  corporation  organ- 
ized to  effect  a  consolidation  approved  and  authorized  in  such  order  shall 
be  relieved  from  the  operation  of  the  antitrust  laws,  etc.,  in  so  far  as  may 
be  necessary  to  enable  them  to  do  anything  authorized  or  required  by  such 
order.  Possibly  such  a  provision,  as  applied  to  the  Federal  Trade  Commis- 
sion Act,  would  go  too  far.  It  might  be  sufficient  to  provide  the  necessary 
protection  subject  to  the  power  of  the  Commission,  upon  hearing,  to  modify 
or  rescind,  in  part  or  whole,  any  existing  rule  or  rules.  Such  modification 
or  rescission  should  not,  of  course,  operate  retroactively. 

There  is  no  question  that  any  procedure  which  encourages  joint  consid- 
eration and  discussion  of  industry  problems  is  of  value.  It  would  be  ad- 
mirable if  industry  could  itself  initiate  and  carry  through  such  conferences 
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without  Government  aid.  But  failing  that  possibiHty,  and  it  is  a  remote 
one,  a  conference  called  and  presided  over  by  an  informed  authority  is 
a  constructive  eiTort  from  the  standpoint  of  both  industry  and  the  public, 
and  any  such  program  should  be  encouraged  by  industry. 

An  examination  of  the  monograph,  however,  suggests  a  regrettable  con- 
dition. Ninety  per  cent  of  the  rules  of  some  forty  typical  industries,  listed 
P   ,      p  in  the  monograph  as  representative  of  the  total  indus- 

^  .   1    p        ,  tries  which  have  availed  themselves  of  this  program,  are 

what  are  described  as  Group  I  rules.  The  greater  num- 
ber of  these  rules  do  no  more  than  condemn  what  the  law  already  con- 
demns and  what  industry  and  the  public  recognize  as  fraudulent  and 
wrongful  and  have  so  recognized  for  a  long  period  of  time.  It  is  unfor- 
tunate that  it  should  be  necessary  for  a  trade  conference  held  under  the 
auspices  of  any  public  authority  to  declare  to  an  industry  that  it  was  unfair 
to  induce  the  breach  of  a  competitor's  contract,  to  bribe  competitor's  em- 
ployees, to  defame  or  disparage  a  competitor's  products,  etc.  It  is  perhaps 
not  complimentary  to  industry  that  it  should  be  found  necessary  through 
any  such  means  as  are  here  under  discussion  to  call  attention  to  these  and 
similar  frauds  long  recognized  as  violations  of  the  law. 

This  suggests  that  the  field  in  which  the  conferences  are  of  the  greatest 
value  is  that  which  would  include  deceptive  advertising,  use  of  false  and 

^     „  deceptive  descriptive  names  of  products,  misstatements 

Conferences  ,      f  ^  .  ,      .  i    i     i  n       . 

«  .  (such  as  representmg  retail  prices  as  wholesale),  using 

Concerning  ;  ,  .    ^  .  ,        ?     .       ^    ,  .if 

^.,       .,  raise  testimonials,  misusing  trade  terms,  using  mislead- 

ing and  deceptive  labels,  etc.  These  abuses  are  regret- 
tably frequent  and  comparatively  widespread.  The  Federal  Trade  Com- 
mission is  dealing  with  them  from  day  to  day  in  many  of  its  formal  pro- 
ceedings. The  trade  conference,  with  its  formulation  of  precise  definitions, 
approval  of  names  of  products,  condemnation  of  misrepresentation  in  ad- 
vertising, etc.,  could  undoubtedly  minimize  these  oflenses  against  the  law 
and  against  business. 

That  there  seems  to  be  a  growing  tendency  on  the  part  of  Congress  to 
set  up  in  the  statutes  the  minutiae  of  regulation  does  not  minimize  the 
importance  of  a  trade  practice  conference.  In  fact,  it  rather  increases  it. 
The  discussion  in  such  a  conference  by  the  affected  industries  of,  for  in- 
stance, the  practices  prohibited  or  permitted  by  the  Food  and  Drug  Act 
and  the  recent  Wool  Products  Act  will  be  informative  to  industry  and 
doubtless  instructive  to  the  Commission  in  respect  to  their  enforcement. 

One  value  of  the  conference  which  might  have  been  emphasized  in  the 

monograph  is  in  the  fact  that  it  provides  a  forum  for  the  discussion  of  new 

^     „  methods  of  competition  and  new  "acts  or  practices  in 

Conlerences 

T,,.  1..  A  .  commerce."     All  unfair   methods  of  competition   and 

Might  Appraise        „  »     r  •  j  •     »  T 

„       T.       4.-  all    unfair  or  deceptive  acts  or  practices    have  not  yet 

New  Practices  ,  ^  r      -i      t  ■        r  ■  ••• 

been  denned.     Ingenuity  of  competing  activities  con- 
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tinually  creates  new  methods  of  competition  and  new  practices  in  com- 
merce which  may  or  may  not  be  subject  to  the  challenge  of  being  unfair 
or  deceptive.  With  these  methods,  acts,  and  practices,  a  trade  conference 
can  more  or  less  effectively  deal  in  anticipation  of  their  widespread  use. 
Such  an  early  consideration  has  distinct  advantages  over  the  formal  chal- 
lenge before  the  courts  or  the  Commission  long  after  their  actual  use  has 
fastened  itself  on  industry. 

As  we  have  pointed  out,  the  fact  that  too  much  reliance  cannot  be  put 
on  the  protection  afforded  by  trade  practice  conference  rules  has  restricted 
the  number  of  conferences.    It  should  also  to  some  ex-        p».ippc. 
tent   Hmit   the   problems   which    are    there    considered.        Unsuitable  for 
The  larger  controversial  questions  must  be  left  for  the        f«nnfprpTirp 

courts.    Such  issues  as  that  of  the  delivered  price  versus        -n       i  *• 
11  •      /  1         \  u      J  1         Regmation 

the  plant  price  (to  name  only  one)  cannot  be  adequately 

dealt  with  in  a  conference.  Another  warning  is  justified.  A  practice  di- 
rectly related  to  prices  cannot  safely  have  a  place  in  conference  deliberations. 
The  fact  that  it  was  called  together  by  the  Commission  might  not  protect 
the  industry  from  charges  of  price  fixing.  Even  the  framing  of  a  rule  in 
an  attempt  to  eradicate  vicious  industry  practices,  where  the  result  might 
indirectly  afTect  prices,  has  its  dangers.  Monograph  34  might  well  have 
pointed  out  that  the  rules  adopted  must  not  affect  prices,  at  least  directly, 
else  there  would  be  doubt  as  to  their  approval  and  danger  even  if  they  had 
been  approved. 

But  whether  a  rule  adopted  at  a  trade  practice  conference  has  the  indu- 
bitable sanction  of  the  law  or  not,  it  has  another  sanction  arising  out  of 
its  acceptance  by  the  industry.    If  it  is  unanimously  or  PoTnin 

even  generally  accepted,  industry  would  benefit  if  it  .  . 

recognized  it  as  fully  binding  upon  it  as  if  judicial  proc-  «. 

ess  had  completely  confirmed  it.     The  recognition  that  gatirtioTi 

a  rule  was  efTective  not  because  of  the  compulsion  of 
the  law  but  because  of  the  considered  approval  of  industry  alone  would 
be  not  the  least  value  that  can  come  out  of  the  trade  practice  conferences. 

The  use  of  these  conferences  by  so  great  a  number  of  industries,  the  wide 
scope  of  the  rules  that  have  thereby  been  adopted,  and  these  factors  of 
value  that  are  undoubtedly  present  in  the  practice,  suggest  that  industry 
should  avail  itself  of  the  opportunity  and  by  participation  therein  clarify 
the  conference,  define  or  expand  it,  eliminate  its  errors  and  faults,  and 
make  use  of  its  merits. 

Industry  must  not,  however,  enter  these  trade  practice  conferences  with- 
out a  full  appreciation  of  the  fact  that  the  major  interest  of  the  Commission 
is  in  the  public.    The  conferences  may  have  originated  „,     p^uij^ 

as  a  part  of  a  program  of  helpfulness  to  industry.    The  . ,     -Mai-n 

attitude  which  prompted  that  program  no  longer  ex- 
ists.     The  monograph  points  out  that  the  public  in- 
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eludes  both  the  purchaser  and  the  seller.  The  Commission  may  not  con- 
cede that  its  major  interest  is  in  the  purchaser.  But  there  can  be  but  little 
question  that  today  the  Government  in  all  its  branches  regards  the  con- 
sumer as  its  particular  ward.  This  conception  of  public  interest  must  be 
met  by  industry  at  least  halfway.  Industry  must  not  assume  that  these 
conferences  have  for  their  purpose  the  elimination  of  industry  evils  to 
permit  industry  to  increase  its  revenues.  Industry  must  assume  that  the 
purpose  of  the  elimination  of  the  evils  is  to  permit  industry  to  pass  on  the 
resulting  benefit  in  some  form  to  the  consuming  public.  No  permanent 
gain  can  be  made  by  industry  out  of  the  conferences  unless  this  fact  is 
realized. 

The  importance  to  an  industry  of  any  conference  called  of  its  members 
for  the  purpose  of  establishing  these  rules  of  fair  trade  practices  should  not 
be  underestimated.  The  conference  should  be  attended  by  representatives 
of  the  particular  industry  who  have  the  full  confidence  of  the  several  man- 
agements. The  suggested  rules  should  receive  most  careful  consideration 
and  the  fullest  analysis.  The  conference  may  concern  itself  with  much 
more  than  problems  of  the  sales  organization.  Its  considerations  may  well 
involve  general  questions  which-  go  to  the  basis  of  the  members'  whole 
business  activity. 

All  things  considered,  the  conclusion  is  reasonable  that  the  trade-practice 
conference  proceedings  of  the  Federal  Trade  Commission  have  been  of  value 
to  industry.  That  value  can  be  enlarged  by  the  voluntary  co-operation  of 
industry  with  the  Commission;  but  it  must  be  with  a  full  understanding 
of  the  limitations  of  the  law  which  hedge,  not  only  the  conferences  them- 
selves, but  also  the  authority  of  the  Commission  which  holds  them. 


REVIEW   OF    T.N. E.G.    MONOGRAPH    NO.    35 

Large-scale  Organization  in  the  Food  Industries 

THIS  monograph  was  written  by  A.  C.  Hoffman,  Principal  Agricultural 
Economist  of  the  Bureau  of  Agricultural  Economics  in  the  U.  S.  De- 
partment of  Agriculture.  H.  R,  Tolley,  Chief  of  the  Bureau  of  Agricul- 
tural Economics,  in  submitting  the  manuscript  to  the  T.N.E.C,  says  of 
the  work  and  the  author: 

This  monograph  ...  is  based  partly  on  the  author's  research  for  the  Bureau, 
and  partly  on  work  which  he  did  independently  in  connection  with  his  doctoral 
thesis.  ...  It  represents  one  of  the  first  attempts  to  bring  together  the  salient 
facts  regarding  large-scale  food  distribution.  .  .  .  The  conclusions  are  solely 
those  of  the  author,  and  his  connection  with  the  Bureau  of  Agricultural  Eco- 
nomics does  not  necessarily  imply  its  endorsement  of  them. 

In  this  review  all  material  enclosed  in  quotation  marks  or  separated  in 
smaller  type  is  verbatim  quotation  from  the  monograph. 

QUESTIONS  UNDERLYING  THE  STUDY 

Throughout  the  author's  presentation  of  factual  material  as  well  as  in 
his  stated  conclusions,  he  seems  to  be  concerned  chiefly  with  finding  an- 
swers to  the  following  five  questions:  (1)  What  are  the  causes  of  large- 
scale  organization  in  the  food  industries.?  (2)  Has  large-scale  organiza- 
tion worked  to  the  advantage  or  the  disadvantage  of  consumers?  (3) 
Should  further  development  of  large-scale  organization  be  encouraged  or 
discouraged  .f^  (4)  Is  the  continuation  of  unrestricted  free  enterprise  in 
the  processing  and  distribution  of  food  desirable  from  the  standpoint  of 
marketing  costs  and  efficiency.?  (5)  To  what  extent  does  monopoly  exist, 
or  threaten  to  exist,  in  the  food  field? 

The  following  brief  summary  of  the  author's  answers  to  these  five  ques- 
tions provides  a  fair  summary  of  the  more  significant  parts  of  the  mono- 
graph as  a  whole: 

(1)  Large-scale  organization  in  the  food  field  is  a  natural  development 

which  has  been  brought  about  chiefiy  by  technological  progress  and  by  the 

social  desirability  of  effecting  the  economies  made  pos-  m    -u     t      ■     1 

., ,    ,     .  J  •    1  ^  uc         r  £  ,         ^1  Technological 

sible  by  mtegrated  mdustry.      oome  lorm  or  large-scale         „ 

organization  is  clearly  needed  if  we  are  to  have  any- 
thing approaching  maximum  efficiency  in  the  handling  of  food  products" 
(p.   157).     It  is   stated   that  large-scale  organization   in   the   food   field   is 

60S 
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...  no  less  a  product  of  the  times  than  is  large-scale  organization  in  other  fields. 
Basic  to  this  trend  in  all  parts  of  the  economy  have  been  technological  changes 
and  innovations  which  make  this  form  of  business  enterprise  all  but  inevitable 
if  we  are  to  maintain  our  present  mode  and  standard  of  living.  This  is  not 
to  imply  that  all  corporate  developments  in  the  food  industries  can  be  ex- 
plained or  justified  on  the  basis  of  technological  factors  alone.  But  to  over- 
look them  is  to  miss  the  underlying  cause  of  what  is  happening.  .  .  .  The  best 
use  of  modern  food-processing  technique  requires  larger  plant  units  than  those 
of  thirty  or  even  twenty  years  ago.  Innovations  made  in  food  distribution  are 
even  more  important  than  those  made  in  food  processing.  The  outstanding  fea- 
ture of  mass  distribution  is  the  integration  of  successive  marketing  functions 
within  a  single  company.  If  the  objective  is  to  reduce  selling  costs,  there  are  obvi- 
ous advantages  in  reducing  by  means  of  vertical  integration  the  number  of  buying 
and  selling  transactions  necessary  to  move  goods  along  in  the  marketing  channels. 

(2)  Large-scale  organization  has  not  worked  generally  to  the  disadvan- 
tage of  consumers.    On  the  contrary,  large-scale  organization,  particularly 

_        „^    ^  in   food   distribution,   has   proved   its   comparative  effi- 

Benefitsto  ,,,,        i-     •,     •       i         j  c  l 

«  ciencv.       Mass    distribution   has   advantages   from   the 

Consumers  /.        rirj  lu  i  j 

standpoint  or  reducing  rood  costs  which  are  clear  and 

incontrovertible.  .  .  .  The  charge  usually  made  against  the  mass  distrib- 
utors is  not  that  they  have  raised  food  prices,  but  that  they  have  unduly 
reduced  them"  (pp.  157,  159).  Regarding  the  possibihty.  that  large-scale 
food  processors  may  take  advantage  of  their  lowered  costs  and  dominat- 
ing position  to  widen  "their  margins  beyond  their  actual  costs  of  doing  busi- 
ness" so  as  to  exact  unduly  high  prices  from  the  consumer,  the  author  says 
of  large-scale  meat  packers  (p.  109) : 

It  is  reasonable  to  presume  that  any  adxantage  obtained  by  the  meat  packers 
through  an  undue  v/idening  of  their  margins  would  be  reflected  in  a  higher-than- 
average  rate  of  return  on  their  invested  capital.  But  ...  the  profits  of  the 
packers  are  among  the  lowest  to  be  found  anywhere  in  the  food  industries,  and 
are  lower  even  than  those  of  the  small  packers  with  whom  they  are  in  competition. 

(3)  Restrictive  legislation  tending  to  hamper  large-scale  organization  in 
the  food   industry,   particularly   large-scale   distributing   units   such   as   the 

.  chain  store  companies,  is  unwise  from  the  standpoint 

^    .     .  of  economic  efficiency.     Among  such   restrictive  legis- 

_  -    ^  lation  the  author  Hsts  punitive  chain-store  taxes,  per- 

Favor  Out-  .    .       r  ■         r         i-l  r.  j 

1    1  -r*  ..X  missive  fixing  of  resale  prices  by  manufacturers,  and 

moded  Patterns  .      .        °  S         ^■      ■  r  .u     d  u- 

certain   interpretations   and   apphcations  or   the  Kobin- 

son-Patman  law.    The  author  explains  such  legislation  as  nostalgic  (p.  157) : 

Large-scale  organization  has  long  since  been  accepted  as  a  fait  accompli  in 
many  parts  of  the  economy,  but  it  has  not  been  accepted  in  food  distribution. 
.  .  .  Public  policy  has  sought — and  still  seeks — to  preserve  older  business  pat- 
terns in  this  field  by  the  enactment  of  various  legislative  measures  designed  to 
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penalize  and  limit  the  growth  of  mass  distribution.  In  the  opinion  of  the 
writer  such  a  policy  is  both  impracticable  and  unwise. 

He  recognizes,  however,  that  "for  many  people  economic  individualism 
and  small-scale  enterprise  have  a  value  in  themselves,  apart  from  any  purely 
economic  consideration,"  and  that  "each  of  us  is  likely  to  settle  such  mat- 
ters in  his  own  mind  on  the  basis  of  predilections  and  opinions  to  which 
no  objective  tests  or  standards  can  be  applied." 

The  author  settles  this  matter  for  himself  by  taking  a  strong  stand  for 
economic  efficiency  and  by  displaying  little  sympathy  for  the  "sentiment 
shown  for  the  preservation  of  what  is  called  individualism."  He  concludes 
(p.  159): 

Usually  we  cling  to  old  economic  patterns  long  after  they  have  become  out- 
moded, even  at  some  sacrifice  of  material  well-being.  Few  of  us  would  be 
willing  to  give  up  the  automobile  to  restore  the  position  of  the  blacksmith  or 
the  carriage-maker;  but  many  gladly  would  make  lesser  sacrifices  for  the  small 
businessman  in  other  fields. 

(4)  Marketing  costs  are  the  most  important  controllable  factor  in   the 
price  of  food  to  the  consumer,  and  these  "are  high  partly  because  of  the 
duplication  of  services  and  facilities  arising  out  of  com-  Effect  of 
petition  itself."    That  some  restriction  or  possible  elim-  Competition 
ination  of  free  enterprise  in  the  field  of  food  distribu-  Marketinff 
tion  would  be  economically  beneficial  in  the  opinion  of          Posts 

the  author  is  evidenced  by  his  statement  (p.  74) : 

The  marketing  system  remains  essentially  competitive  and  places  no  limita- 
tion on  the  number  of  firms  which  may  engage  in  it.  It  is  impossible  to  ap- 
proximate how  much  this  adds  to  the  cost  of  food  distribution.  But  it  can  be 
asserted  positively  that  the  number  of  food  handlers  and  services  has  multiplied 
out  of  all  proportion  to  what  would  be  required  if  food  distribution  were  or- 
ganized on  a  unified,  non-competitive  basis.  This  applies  at  practically  every 
step  in  the  distributive  process,  but  it  is  particularly  true  of  retailing. 

Of  course,  a  "unified,  non-competitive"  system  of  food  distribution  would 
be  monopoly,  acceptable  only  to  the  believer  in  a  collectivist  or  totalitarian 
society. 

(5)  With  respect  to  the  existence  of  monopoly,  the  author  adduces  much 

evidence  to  show  that  in  the  food  field  substantial  monopoly  is  unknown. 

Accepting  concentration  of  control  as  one  criterion  of  ,,  ^ 

Absence  oi 
monopoly,  he   says   (p.   89)  :   "Despite  the   tremendous  -^  , 

growth  of  the  food  corporations  in  recent  years,  con- 
centration of  control  in  this  field  does  not  approach  that  to  be  found  in 
some  of  the  other  major  industries."    And  (p.  90) :  "Generally  speaking, 
the  degree  of  control  possessed  by  the  big  food  firms  is  far  short  of  that 
possessed  by  the  leading  industrial  concerns"  in  other  fields,     "The  usual 
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situation  in  the  food  industries  is  one  of  some  lialf-dozen  or  more  large 
firms  in  competition  with  many  small  ones." 

Applying  a  second  criterion  of  the  existence  of  monopoly — the  use  of 
monopolistic  power  to  make  exorbitant  profits  or  to  fix  unduly  high  prices 
— the  author  finds  little  evidence  of  these  practices. 

Applying  a  final  criterion  of  monopoly — inflexibility  of  prices  and  re- 
striction of  supply — the  author  says  (p.  119): 

There  is  no  evidence  that  food  prices  are  less  flexible  today  than  they  were 
before  the  advent  of  large-scale  organization  in  the  food  industries.  Nor  have 
food  margins  been  more  inflexible  during  the  course  of  the  recent  depression 
than  would  seem  to  be  warranted  by  the  relative  rigidity  of  hourly  wage  rates. 
So  far  as  food  supplies  are  concerned,  they  have  been  maintained  at  a  much 
higher  level  in  recent  years  than  have  supplies  of  most  industrial  products.  That 
this  has  been  true  is  not  ascribable  to  the  marketing  system  but  to  the  characteris- 
tics of  agricultural  production.  [It  is  implied  that  the  supply  of  food  is  being  de- 
termined by  the  grower  and  not  by  the  processor  or  distributor.] 

Despite  the  author's  failure  to  find  evidence  of  substantial  or  harmful 
monopoly  in  the  food  field,  he  says  (p.  119)  that  "it  should  not  be  inferred 
that  there  is  no  inherent  danger  in  food  monopoly.  Its  manifestations, 
however,  will  come  mainly  through  a  widening  of  food  margins  rather 
than  by  direct  limitation  of  food  supply."  He  argues  that  concentration 
of  economic  power  is  not  to  be  condemned  per  se  but  only  when  it  is  used 
disadvantageously  to  the  public's  interest,  and  that  "monopoly  becomes 
injurious  to  the  public  when  it  results  in  higher  prices  and  wider  margins 
than  would  otherwise  prevail"  (p.  159).  Evidence  of  this  development 
is  lacking.  On  the  contrary,  as  has  already  been  quoted,  "the  charge  usually 
made  against  the  mass  distributors  is  .not  that  they  have  raised  food  prices, 
but  that  they  have  unduly  reduced  them.  It  may  be  true  that  this  is  in- 
jurious to  other  types  of  handlers  and  in  some  cases  even  unfair  to  them. 
But  the  public  interest  in  the  matter  should  not  be  confused  with  that  of 
any  particular  groups  of  private  enterprisers." 

The  author  believes  that  "large-scale  organization  in  the  food  industries 
has  not  been  without  certain  offsetting  disadvantages  and  abuses  from  the 
public  standpoint,"  and  he  "is  not  insensible  to  the  danger  of  uncontrolled 
private  monopoly"  (p.  159).  If  abuses  become  grave  or  actual  danger  to 
the  public  develops, 

.  .  .  one  of  two  general  courses  are  open;  either  an  attempt  to  restore  com- 
petition by  dissolution  of  the  monopolistic  elements,  or  some  form  of  govern- 
mental regulation — maybe  even  operation — of  the  marketing  functions  that  are 
monopolized.  .  .  .  Where  there  are  no  clear  and  attainable  economies  in  large- 
scale  organization,  the  preservation  of  competition  is  the  easier  and  perhaps  the 
better  course.  Otherwise,  public  policy  should  go  in  the  direction  of  control 
rather  than   of  dissolution   of  big   business.     Admittedly,   public   regulation   is 
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inherently  difficult,  often  ineffective,  and  sometimes  corrupt.  But  where  com- 
petition breaks  down  or  fails  to  produce  a  proper  balance,  there  is  no  other 
alternative.  .  .  .  We  have  not  yet  reached  the  point  in  most  of  the  food  in- 
dustries where  competition  has  seriously  broken  down.  [The  author  presents 
no  evidence  that  it  has  broken  down  at  any  point.]  It  is  being  questioned, 
however,  in  a  few  lines,  notably  fluid  milk  distribution.  It  is  not  without 
significance  that  a  growing  number  of  people  are  beginning  to  think  in  terms 
of  public  utility  status  for  this  industry. 

THE  MONOGRAPH  TOPICALLY  REVIEWED 

The  monograph  consists  of  165  pages  plus  an  appendix,  bibliography, 
and  index. 

The  first  chapter  (pp.  1-4)  broadly  traces  the  development  of  large-scale 
industry  in  general,  and  then  notes  the  relative  tardiness  of  the  food  indus- 
tries in  sharing  this  development.  This  tardiness,  according  to  the  author, 
is  due  chiefly  to  "the  fact  that  the  technological  processes  necessary  for  the 
preparation  and  marketing  of  food  products  have  been  until  recently  com- 
paratively simple.  .  .  .  Within  the  past  twenty-five  years,  however,  new 
processes  and  new  techniques  have  been  perfected  which  do  lend  them- 
selves" to  the  apphcation  of  large-scale  methods.  The  chapter  closes  with 
the  following  central  theme  (p.  3) : 

Business  patterns  are  largely  determined  by  material  factors  such  as  the  pre- 
vailing mode  of  production,  the  facilities  for  transportation  and  communication, 
and  the  size  of  the  trade  area.  If  this  is  true,  there  is  at  least  a  strong  pre- 
sumption that  recent  corporate  developments  in  the  food  industry  as  well  as 
elsewhere  represent  the  natural  and  inevitable  adjustment  of  economic  institu- 
tions to  the  basic  factors  which  condition  them. 

The  next  fifty-three  pages  (Chapters  II  to  VI)  contain  a  detailed  history 
of  large-scale  operation  in  the  food  industry,  with  separate  consideration 
of  mass  retailing  of  food  products  (including  a  study  of  corporate  chains, 
coroperative  and  voluntary  chains,  and  supermarkets),  the  meat  packing 
industry,  and  dairy  industry,  the  flour-milling  and  baking  industries,  fruit 
and  vegetable  canning,  the  handling  of  fresh  fruits  and  vegetables,  and 
miscellaneous  food  corporations.  The  material  invites  criticism  occasion- 
ally when  the  author  suggests  motives  on  the  part  of  large-scale  operators 
for  which  proof  is  not  provided.  The  necessary  condensation  of  a  large 
amount  of  material  leads  at  times  to  generalizations  that  stand  in  need  of 
qualification.  In  general,  however,  this  important  section  of  the  mono- 
graph is  a  useful  survey  of  a  wide  range  of  large-scale  operations  in  the 
food  field.  The  conclusions  of  the  author  throughout  these  chapters  are 
chiefly  those  heretofore  briefed  in  this  review. 

Chapter  VII,  "Mass  Distribution  and  Marketing  Efficiency,"  is  a  study 
of  chain  stores  in  comparison  with  other  types  of  food  distributors.    It  is 
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a  key  chapter  because  much  of  the  author's  preoccupation  throughout  the 
monograph  is  with  what  he  conceives  to  be  the  superior  effectiveness  of 
large-scale  food  retailers.  He  measures  relative  efficiency  first  in  terms  of 
retail  prices  (p.  60) : 

Numerous  comparisons  of  retail  prices  in  chain  and  independent  grocery 
stores  have  been  made.  Differences  in  such  prices  do  not  necessarily  reflect 
differences  in  efficiency,  since  competing  stores  will  have  to  sell  at  somewhere 
near  the  same  prices  if  they  are  to  stay  in  business.  As  a  rule,  however,  lower 
prices  for  the  same  services  may  be  taken  as  an  indication  of  greater  efficiency, 
although  the  difference  in  efficiency  may  not  be  in  proportion  to  the  difference 
in  prices  and  margins. 

He  refers  to  price  studies  made  in  1929,  1930,  and  1937.  Of  the  1929 
study,  made  by  the  Federal  Trade  Commission,  he  quotes  (p.  61)  the 
Commission's  conclusion  that  its  study  "tends  to  establish  the  fact  that  on 
the  average  chain  stores  can  and  do  sell  at  prices  which  are  somewhat  lower 
than  the  prices  charged  by  independent  retailers  or  even  co-operative 
chains."  This  seems  to  be  the  author's  opinion  of  current  conditions 
although  no  current  figures  are  cited  to  substantiate  it.  That  there  is 
danger  in  such  a  generalization  he  recognizes  in  commenting  on  a  1937 
study  (p.  62) :  "This  comparison  conceals  the  very  important  fact  that 
some  independents  are  not  undersold  appreciably  by  the  chains."  Low 
prices  in  chains  are  made  possible  partly  by  low  "gross  margins  and  operat- 
ing expenses.  Comparisons  of  these  for  the  two  systems  of  distribution 
are  not  altogether  satisfactory,  but  such  studies  as  have  been  made  show 
a  clear  advantage  for  the  chains." 

He  recognizes  (p.  62)  that  "part  of  the  reduction  in  margins  made  by 
the  chains  is  due  to  the  fact  that  they  do  not  render  credit  and  delivery 
service.  If  it  is  assumed  that  the  cost  of  these  services  is  about  4.5  per  cent 
of  sales,  the  advantage  of  the  chains  due  to  lower  operating  costs  is  still 
more  than  6  per  cent  of  the  retail  price."  These  figures  are  from  studies 
made  by  the  Harvard  Bureau  of  Business  Research  during  the  1920s.  It 
is  unfortunate  here,  as  well  as  elsewhere  in  the  monograph,  that  the  author 
cannot  support  his  conclusions  by  data  covering  wider  fields  of  inquiry 
and  o£  more  recent  data.  Developments  have  been  rapid  in  the  food  indus- 
try, and  research  results  ten  or  twenty  years  old  are  by  no  means  certain 
guides  to  current  conditions. 

"Numerous  factors  account  for  the  greater  efficiency  in  retailing  which 
chains  indubitably  have.  Probably  the  main  one  is  that  their  retail  units 
are  much  larger,  which  permits  them  to  use  labor  more  efficiently."  By 
"larger"  the  author  refers  to  comparative  dollar  sales  per  store.  He  be- 
lieves not  only  that  a  chain  store  on  the  average  does  more  business  per 
employee,  but  that  actual  "wage  rates  in  chain  stores  are  above  those  of 
independents — exactly  how  much  it  is  impossible  to  say"  (p.  64).    Further, 
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the  author  believes  that  the  chains  have  the  advantage  of  management  skill 
(pp.  65-66). 

Many  independent  retailers  can  and  do  match  the  chains  in  the  skill  with 
which  they  conduct  their  store  enterprises.  But  it  goes  without  saying  that 
most  of  them  do  not.  ...  It  is  inconceivable  that  any  very  large  percentage 
of  the  300,000  independent  grocers  should  have  all  the  requisite  qualities  pos- 
sessed by  the  chain  experts  for  meeting  [their  management]  problems.  .  .  .  The 
development  of  co-operative  and  voluntary  chains  undoubtedly  has  had  a  great 
influence  in  improving  the  management  practices  of  independent  retailers.  .  .  . 
There  is,  after  all,  a  vast  difference  between  a  corporate  chain  which  compels 
its  employees  to  follow  certain  retail  methods  and  a  co-operative  chain  which 
only  suggests  such  methods.  It  may  be  that,  when  all  things  are  considered,  the 
freedom  of  choice  left  to  the  independent  enterpriser  is  preferable  to  the  eco- 
nomic advantages  resulting  from  centralized  management.  .  .  .  We  must  there- 
fore either  accept  the  ineptitude  of  the  average  person  in  order  to  preserve  for 
him  some  measure  of  what  is  called  economic  individualism,  or  we  must  accept 
the  change  from  enterpriser  to  employee  status  in  order  to  achieve  the  ad- 
vantages of  centralized  management. 

Among  other  advantages  of  chain  stores,  according  to  the  author,  are 
those  arising  from  the  integration  of  the  wholesaling  and  retailing  func- 
tions.   As  he  explains  on  p.  67: 

When  the  function  of  wholesaling  is  integrated  with  that  of  retailing,  it  is 
no  longer  necessary  to  "sell"  the  retail  store.  The  average  independent  retailer 
is  visited  daily  by  at  least  a  half-dozen  salesmen,  each  trying  to  sell  him  a  small 
bill  of  merchandise  which  he  may  or  may  not  need.  Those  who  seek  the  re- 
tailer's business  cannot  permit  him  simply  to  order  his  merchandise  as  he  needs 
it;  the  competition  between  them  is  such  that  they  constantly  must  persuade, 
cajole,  and  coax  him.  The  cost  of  this  sort  of  thing  in  time  and  money  is 
nothing  short  of  stupendous.  Yet  it  is  seldom  mentioned  when  methods  for 
reducing  the  costs  of  food  distribution  are  being  considered,  because  most  people, 
including  a  fair  share  of  the  economists,  are  more  concerned  with  the  preserva- 
tion of  competition  under  old  institutional  forms  than  with  economic  efficiency 
aswe  have  defined  the  term. 

In  comparing  a  chain  as  a  combined  manufacturer-wholesaler-retailer 
with  "large-scale  processors  that  have  set  up  their  own  sales  organizations 
for  selling  to  the  independent  retailer,"  the  author  expresses  the  following 
personal  opinion  (pp.  71-72)  : 

Like  other  mass  processors  and  distributors,  the  larger  chains  have  their 
own  brands  of  food  products.  They  are  not,  however,  under  compulsion  to 
expend  large  sums  of  money  to  advertise  these  brands,  for  the  simple  reason 
that  their  employees  in  the  retail  store  are  in  direct  contact  with  the  consumer. 
A  personal  word  or  suggestion  from  a  salesman  to  a  consumer  in  favor  of  a 
particular  article  usually  will  carry  more  influence  than  a  dozen  brightly  colored 
advertisements  and  fancy  posters.     One  of  the  aspects  of  modern  food  distribu- 
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tion  which  the  writer  finds  much  to  his  disUke  is  the  growing  expenditure  of 
money  for  brand  advertising  of  food  products.  Among  the  chief  offenders 
[sic]  are  the  big  processors  and  distributors  who  do  not  have  assured  retail 
outlets  and  who  use  this  method  to  stimulate  sales  of  their  products.  The 
integration  of  retailing  with  other  marketing  functions  obviates  much  of  the 
need  for  advertising  and  selling  expenditure  of  this  kind  and  thus  contributes 
to  the  reduction  of  marketing  spreads. 

The  above  statement  clearly  establishes  the  author's  bias.  We  shall  re- 
turn to  that  later.  In  this  statement  he  ignores  the  heavy  advertising  ex- 
penditures made  by  many  chains  to  promote  their  private  brands,  and  he 
assumes  without  proof  that  personal  salesmanship  in  a  store  is  more  effec- 
tive and  less  expensive  than  a  manufacturer's  advertising.  The  quoting  of 
retail  prices  for  advertised  brands  and  comparable  chain-store  private  brands 
by  no  means  justified  his  assumption.  The  latter  part  of  the  above  quota- 
tion represents  an  untenable  point  of  view  not  infrequently  espoused  by 
critics  of  trademark  advertising;  viz.,  a  certain  amount  of  advertising  of 
specific  products  is  all  right,  but  expenditures  beyond  such  an  amount  are 
all  wrong.  Reasoning  from  personal  preference  and  personal  opinion  is 
unfortunate  in  a  document  of  this  sort. 

Most  of  the  material  in  the  monograph  was  evidently  prepared  before 
the  recent  extensive  development  of  self-service  supermarkets,  to  which  the 
author  makes  only  brief  references.  As  a  new  and  exceedingly  significant 
factor  in  food  retailing,  these  establishments,  both  independent  and  chain- 
owned,  have  greatly  changed  the  former  balance  among  different  types 
of  retailers,  and  a  current  study  of  them  would  perhaps  have  altered  many 
of  the  author's  conclusions. 

The  author  concludes  his  discussion  of  chain  stores  with  the  following 
phrasing  of  his  recurring  implication  that  some  limitation  of  the  system  of 
free  enterprise  would  be  economically  beneficial  (p.  74) : 

Thus  far  we  have  considered  only  the  efficiency  of  different  types  of  market- 
ing agencies  within  the  framework  of  a  competitive  system.  No  account  has 
been  taken  of  the  needless  duplication  of  marketing  services  and  facilities  arising 
out  of  competition  itself.  Mass  distribution  has  applied  what  might  be  termed 
engineering  principles  to  food  distribution  within  a  single  firm.  But  it  has 
not  resulted  in  the  application  of  these  principles  so  as  greatly  to  reduce  the 
total  quantity  of  labor  and  capital  used  in  food  distribution  because  the  market- 
ing system  remains  essentially  competitive  and  places  no  limitation  on  the 
number  of  firms  which  may  engage  in  it. 

Chapters  VIII,  IX,  X,  XI,  and  XII,  dealing  respectively  with  "Monopoly 
in  Food  Distribution:  Concepts  and  Criteria,"  "Concentration  of  Control," 
"Profits  and  Financial  Tendencies  of  the  Leading  Food  Corporations," 
"Buying  and  Selling  Policies  of  Mass  Food  Distributors,"  and  "Large-Scale 
Organization    and    Price   Flexibility,"    contain    the    detailed    studies   from 


ORGANIZATION  IN  FOOD  INDUSTRIES  613 

which  the  author  draws  his  major  conclusions.  As  heretofore  briefed  in 
this  review,  these  conclusions  are  that  large-scale  organization  in  the  food 
field  has  not  developed  along  lines  disadvantageous  to  the  pubhc,  and  that 
the  common  aspects  of  monopoly — limitation  of  supply  and  unduly  wide 
profit  margins — are  not  characteristic  of  large-scale  food  operators. 

Chapter  VIII  includes  the  author's  contribution  to  some  current  eco- 
nomic nomenclature.     His  definitions   (p.  79)   are  interesting: 

Monopoly  means  simply  that  all  supply  is  concentrated  in  the  hands  of  a 
single  firm.  As  thus  defined,  the  term  obviously  could  be  applied  to  a  case  of 
several  firms  if  they  were  in  complete  agreement  as  to  their  price  and  produc- 
tion policies  so  that  they  tended  to  act  as  one.  .  .  . 

At  the  opposite  extreme  from  monopoly  as  thus  defined  is  perfect  competi- 
tion. The  distinguishing  feature  of  perfect  competition  is  that  the  number  of 
firms  is  great  enough  and  all  of  them  are  small  enough  to  prevent  any  one  of 
them  from  exercising  a  significant  degree  of  control  over  price.  .  .  . 

Between  the  extremes  of  single-firm  monopoly  and  perfect  competition  are 
varying  degrees  of  monopolistic  or  imperfect  competition.  Imperfect  com- 
petition may  be  defined  as  a  situation  in  which  the  price  obtainable  by  an 
individual  firm  is  not  altogether  independent  of  its  own  output  but  in  which 
no  one  firm  has  complete  control   of  supply   as   under  simple   monopoly.  .  .  . 

The  concept  of  monopoly  and  monopolistic  competition  involves  not  only  the 
number  and  size  of  firms,  but  the  nature  of  the  product  itself.  To  the  extent 
that  the  product  of  one  firm  is  differentiated  from  that  of  its  competitors,  it 
may  be  said  to  have  a  monopoly.  .  .  .  Examples  of  product  differentiation 
usually  arise  out  of  the  use  of  brands  and  trade-marks. 

The  concept  that  competition  based  on  different  qualities  in  products 
must  be  labeled  "imperfect  competition"  or  "monopolistic  competition" 
will  be  startling  to  readers  who  have  not  kept  abreast  of  developments 
in  certain  schools  of  economic  thought.  The  concept  has  implications 
which  cannot  here  be  explored.  That  the  conditions  to  which  the  new 
labels  are  applied  constitute  no  threat  to  public  welfare  is  indicated  by 
the  author's  statement  (p.  84) : 

If  there  are  advantages  in  large-scale  organization  from  the  standpoint  of 
efficiency,  then  competition  between  several  large  firms  able  to  match  each 
other  on  this  score  almost  certainly  would  result  in  a  lower  level  of  prices  than 
under  perfect  competition.  Certainly  the  existence  of  large  firms  and  some 
degree  of  imperfect  competition  is  not  necessarily  incompatible  with  the  public 
interest  if  cost  differentials  are  significant. 

In  Chapter  XI  the  author  restates  his  main  thesis  (p.  101) : 

The  best  food-marketing  system  is  that  which  performs  the  necessary  functions 
of  processing  and  distribution  in  the  least  possible  cost  in  terms  of  human 
and  material  resources.  Looked  at  in  this  way,  neither  the  preservation  of 
competition  nor  of  any  particular  type  of  marketing  system  is  an  end  in  itself. 
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The  ultimate  objectives  in  food  distribution  are — or  ought  to  be — narrower  mar- 
keting spreads  and  reduced  prices  to  consumers,  so  long  as  these  ends  are  ob- 
tained without  the  sacrifice  of  useful  marketing  services. 

In  the  light  of  this  goal  the  author  examines  the  "serious  charge  made 
against  mass  buyers  .  .  .  that  they  have  sought  to  obtain  unfair  and  unwar- 
ranted discounts  ...  on  their  purchases"  (p.  104),  and  the  report  of  the 
Federal  Trade  Commission  that  "lower  selling  prices  are  a  very  substan- 
tial, if  not  the  chief  factor  in  the  growth  of  chain-store  merchandising,  and 
lower  buying  prices  than  are  available  to  independents  are  a  substantial, 
if  not  the  chief  factor  in  these  lower  selling  prices"  (p.  104).  These  charges 
are  not  compatible  with  the  author's  contention  that  the  chains'  ability  to 
sell  at  low  figures  is  due  to  inherent  chain  efficiency.  While  recognizing 
that  "on  occasion  mass  buyers  can  and  do  exercise  their  strength  to  threaten 
or  coerce  individual  sellers  into  giving  them  special  price  concessions,"  he 
marshals  evidence  to  show  that  the  chains'  advantages  do  not  arise  mainly 
from  special  discounts  and  allowances. 

Chapter  VIII,  "Patent  Control  in  the  Food  Industries,"  is  a  summary 
of  the  patent  situation,  past  and  present,  as  aflfecting  the  dairy  industry, 
quick-frozen  foods,  breakfast  cereals,  flour  milling,  meat  packing,  and  the 
canning  of  fruits  and  vegetables.  The  author's  conclusion  (p.  140)  is  "that 
technological  innovation  has  been  and  will  probably  continue  to  be  a  factor 
of  no  little  moment  in  the  food  industries,"  but  that  "it  would  be  a  mis- 
take to  conclude  that  patent  control  has  been  the  major  factor,  or  even  one 
of  the  primary  ones,  in  bringing  about  the  general  growth  of  large-scale 
organization  in  the  food  industries." 

In  Chapter  XIV,  "Legislative  and  Judicial  Policy,"  the  main  discussion 
deals  with  the  newer  "State  and  Federal  Laws,  the  purpose  of  which  is  not 
to  reduce  prices  but  to  prevent  what  is  termed  unfair  price  cutting,"  as 
contrasted  with  the  older  antitrust  laws  the  chief  purpose  of  which  "was 
to  protect  the  public  against  undue  price  enhancement  by  purported  mo- 
nopolists" (p.  148).  The  author  believes  that  "both  types  of  legislation 
look  toward  the  preservation  of  competition  in  its  old  forms — the  antitrust 
laws,  by  the  dissolution  of  the  monopolistic  elements;  and  the  price-main- 
tenance laws,  by  curbing  the  growth  of  large-scale  organization."  He  con- 
cludes (p.  150) :  "To  use  legislation  as  a  means  of  preserving  a  particular 
type  of  marketing  organization  or  to  thwart  the  growth  of  a  different  type 
is  a  questionable  purpose."  He  is  strongly  convinced  that  current  trends 
in  legislation  and  judicial  review  are  contrary  to  the  public  interest,  and 
that  the  consumers'  welfare  rather  than  the  interests  of  any  particular  group 
or  groups  of  distributors  should  be  the  sole  criterion  in  the  framing  of 
public  poHcy. 

The  economic  philosophy  or  bias  of  the  author  of  this  monograph  pro- 
vides a  significant  background  for  some  of  his  conclusions.    His  bias  does 
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not  have  to  be  inferred;  it  is  clearly  stated.  Thus  (p.  59)  :  "Many,  though 
not  all,  of  the  expenditures  for  advertising  and  competitive  selling  serve 
no  real  use  to  consumers,  however  profitable  such  expenditures  may  be  to 
the  handlers  who  incur  them."  Also  (p.  71):  "One  of  the  aspects  of  mod- 
ern food  distribution  which  the  writer  finds  much  to  his  dislike  is  the  grow- 
ing expenditure  of  money  for  brand  advertising  of  food  products."  The 
author  is  entided  to  his  likes  and  dislikes.  His  dislikes,  however,  and  his 
refutable  opinions  are  not  a  sound  basis  for  economic  conclusions.  Never- 
theless, he  favors  certain  distributing  procedures  partly  because  of  his  as- 
sumption that  they  involve  a  relatively  unimportant  use  of  advertising. 
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Reports  of  the  Federal  Trade  Commission 

THIS  monograph  consists  o£  two  surveys  and  one  memorandum  by  the 
Federal  Trade  Commission. 

Part  I  is  a  222-page  "Report  on  Natural  Gas  and  Natural  Gas  Pine  Lines 
in  the  U.S.A." 

Part  II  is  a  35-page  "Report  on  the  Agricultural  Implement  and  Machine 
Inquiry." 

Part  III  is  a  brief  9-page  "Report  on  the  Motor  Vehicle  Industry  Inquiry." 

Many  of  the  T.N.E.C.  monographs  are  the  work  of  one  or  a  few  indi- 
viduals, and  no  government  agency  has  assumed  any  responsibility  for 
them.  But  the  letter  of  transmittal  specifically  states  that  the  three  parts 
of  Monograph  No.  36  "have  been  read  and  approved  by  the  Federal  Trade 
Commission." 

Our  review  of  the  three  divisions  of  the  monograph  follows. 

PART  I.    NATURAL  GAS  AND  NATURAL  GAS  PIPE  LINES 
IN  THE  U.  S.  A. 

In  Monograph  No.  36,  the  Federal  Trade  Commission  has  repeated  its 
earlier  recommendations  as  to  the  need  of  Federal  regulation  of  interstate 
movement  of  natural  gas.  It  recognizes  that  such  regulation  was  provided 
in  the  Public  Utility  Holding  Company  Act  of  1935  and  the  Natural  Gas 
Act  adopted  in  June,  1938.  Nowhere  in  this  monograph  does  it  recite  a 
fact  occurring  after  the  passage  of  those  two  Acts  that  would  suggest  that 
further  legislation  is  necessary.  In  fact,  no  such  recommendation  is  made 
by  the  Commission. 

We  believe  that  the  subsequent  detailed  analysis  of  Part  I  of  the  mon- 
ograph clearly  demonstrates  its  utter  uselessness  as  an  accurate  portrayal 
of  the  present  situation  from  the  point  of  view  of  a  legislative  inquiry. 

In  the  period  1934-35,  the  Federal  Trade  Commission  conducted  an  ex 
parte  investigation  of  corporations  engaged  in  the  interstate  transmission 
and  sale  of  natural  gas  in  the  United  States  and  submitted  its  report  to 
the  Congress  on  December  31,  1935.  This  report  was  designated  "UtiUty 
Corporations,  Senate  Document  No.  92,  Part  84-A,  70th  Congress,  First 
Session."  Following  the  issuance  of  this  report  the  Commission  made  a 
less  extensive  study  of  interrelationships  in  the  natural  gas  field.  And, 
during  the  intervening  years,   most  of  the  natural  gas  companies  inves- 
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tigated  by  the  Commission  submitted  more  or  less  detailed  reports  of 
operations  to  the  Securities  and  Exchange  Commission,  Federal  Power 
Commission,  United  States  Bureau  of  Mines,  Moody's  Investors'  Service, 
and  Poor's  Publishing  Company.  Accordingly,  when  it  was  allocated  the 
study  of  natural  gas  and  natural  gas  pipe  lines  by  the  Temporary  National 
Economic  Committee,  the  Commission  drew  on  all  these  sources,  but  pri- 
marily upon  its  earlier  investigation,  in  the  preparation  of  Part  I  of  Mon- 
ograph No.  36. 

It  is  important  to  note  that  this  monograph,  as  it  deals  with  natural  gas 
and  natural  gas  pipe  lines  in  the  United  States,  is  almost  wholly  the  prod- 
uct of  Federal  Trade  Commission  investigation  and  analysis  and  reflects 
but  slightly  testimony  offered  at  T.N.E.C.  hearings. 

Since  the  Commission  drew  so  heavily  in  the  preparation  of  this  report 
on  its  1934-35  inquiry  into  these  allied  industries,  some  survey  of  the  meth- 
ods employed  by  the  Commission  in  that  investigation,  and  in  the  prepara- 
tion of  its  final  report,  seems  justified. 

In  commenting  on  its  December  1935  natural  gas  report,  the  Commis- 
sion said,  on  page  5  of  the  monograph: 

The  Federal  Trade  Commission  devoted  its  final  report  ...  on  its  utilities 
investigation  chiefly  to  natural  gas  and  natural  gas  pipe  lines  (the  electrical  in- 
dustry had  been  covered  in  an  earlier  report). 

A  word  as  to  the  Commission's  record:  Copies  of  all  examiners'  reports  put 
into  the  record  in  that  investigation  were  turned  over  to  the  companies  for 
checking  as  to  facts,  and  were  then  conferred  on  with  representatives  of  each 
company  so  that  the  facts  are  not  in  controversy.  Conclusions  stated  are  those 
of  the  Commission  or  of  the  experts  of  its  staff.  All  testimony  was  under  oath, 
and  ample  opportunity  to  explain  or  refute  was  granted. 

The  Federal  Trade  Commission  has  placed  a  most  favorable  appraisal 
on  its  procedure.  Its  investigation  was  conducted  primarily  as  an  ex  parte 
proceeding  for  the  purpose  of  advising  the  Congress  with  respect  to  desir- 
able legislation  for  the  avoidance  or  correction  of  abuses  or  conduct  be- 
lieved inimical  to  the  public  interest.  In  many  respects,  it  savored  of  a 
"witch  hunt"  to  uncover  all  possible  "evils."  Any  testimony,  however 
prejudiced  or  fantastic,  which  suggested  the  existence  of  a  plausible  "evil," 
apparently  was  welcomed,  no  matter  how  irresponsible  the  source.  And 
this  testimony,  invited  from  all  quarters,  was  admitted  to  the  record  with- 
out any  genuine  attempt  at  substantiation  or  verification  from  independent 
sources. 

While  affected  natural  gas  utilities  were  granted  limited  opportunity 
for  the  presentation  of  opposing  testimony,  it  soon  became  evident  that 
the  Federal  Trade  Commission  did  not  constitute  a  judicial  forum  for  an 
effective  trial  of  the  issues  involved,  with  the  result  that  little  or  no  attempt 
was  made  by  the  companies  to  challenge  the  accuracy  of  adverse  testimony 
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offered  the  Commission.  For  that  reason  the  inference  created  by  the  Com- 
mission's statement  (p.  5)  that  "copies  o£  examiners'  reports  put  into  the 
record"  were  submitted  "to  the  companies  for  checking  as  to  facts,"  and 
that  "the  facts  are  not  in  controversy"  is  misleading.  The  material  which 
the  companies  checked  "as  to  facts,"  and  "the  facts  .  .  .  not  in  contro- 
versy" were  primarily  of  an  historical  or  statistical  nature.  They  had  noth- 
ing to  do  with  the  questionable  testimony  admitted  to  the  record. 

In  one  respect  the  Commission's  willingness  to  admit  to  the  record  tes- 
timony of  doubtful  value  may  have  been  due  to  its  lack  of  acquaintance 
with  a  phase  of  natural  gas  history  which  has  not  received  proper  consid- 
eration. Although  producers  of  natural  gas,  for  itself  alone  or  as  a  by- 
product of  petroleum  recovery,  now  value  it  as  a  source  of  substantial 
revenue,  this  has  not  always  been  the  case.  Early  drillers  for  petroleum 
generally  looked  upon  natural  gas  as  a  nuisance,  which  greatly  complicated 
their  recovery  of  oil,  the  more  valuable  mineral.  And  as  a  result  they 
often  sold  it  for  little  or  nothing  to  anyone  capable  of  utilizing  it,  or  per- 
mitted it  to  blow  to  the  air.  In  other  words,  producers  of  petroleum  gen- 
erally had  no  interest  in  conserving  this  valuable  and  irreplaceable  form 
of  natural  energy  for  the  benefit  of  future  generations. 

But  when  utility  operators,  experienced  in  the  electric  and  manufactured 
gas  fields,  became  interested  in  natural  gas  production  or  purchase,  its 
transportation  to  use  areas,  and  its  distribution  to  ultimate  consumers,  they 
were  quick  to  see  the  need  of  conservation  of  natural  gas  and  its  orderly 
development  to  insure  sources  of  supply  for  future  years.  Accordingly, 
the  development  of  producing  fields  and  the  distribution  of  natural  gas 
by  utility  interests  has  been  one  of  the  major  factors  in  conservation  of  this 
irreplaceable  form  of  natural  energy.  But  because  this  phase  of  natural 
gas  history  has  not  been  sufficiently  emphasized  in  the  past,  and  because, 
since  natural  gas  is  not  a  manufactured  product,  the  process  of  drilling  a 
hole  in  the  ground  and  selling  the  outpouring  gas  for  cash  appears  so  sim- 
ple, the  public  relations  of  natural  gas  systems  are  far  more  susceptible  of 
political  disruption  than  those  of  practically  any  other  field  of  public  service. 

In  the  main,  the  net  effect  of  much  of  the  testimony,  and  of  many  of 
the  exhibits  admitted  to  the  record,  which  were  further  publicized  in  Part 
I  of  Monograph  No.  36,  is  highly  scurrilous.  This  effect  has  been  achieved 
in  five  ways: 

1.  Direct  statements  of  innuendo,  contained  in  the  body  of  the  report, 
or  in  the  exhibits  thereto  attached,  made  to  discredit  the  major  natural 
gas  systems. 

2.  Partial  quotations,  or  excerpts  from  testimony  and  documents,  pre- 
sented in  a  manner  to  suggest  they  tell  the  complete  story. 

3.  Quotations  from  speeches,  letters,  etc.,  apparently  chosen  for  statements 
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derogatory  to  the  larger  natural  gas  systems,  and  the  use  of  itaHcs  or 
capitals  to  emphasize  particularly  vicious  passages. 

4,  Presentation  of  material  in  such  form  that  it  is  not  always  clear  what 
statements  or  allegations  are  mere  quotations  from  political  or  partisan 
sources — political  speeches,  pleadings,  etc.^and  to  convey  the  impres- 
sion that  much  of  the  opprobrious  matter  reflects  the  views  of  the 
Commission,  or  of  its  examiners. 

5.  Descriptions  of  past  developments  unfavorable  to  the  larger  systems 
in  litigation  or  other  disagreements,  the  while  omitting  any  mention 
of  later  developments  favorable  to  these  systems. 

As  noted  earlier,  the  purpose  of  the  Federal  Trade  Commission's  inves- 
tigation of  utility  holding  and  operating  companies,  which  began  in  1928, 
was  to  provide  evidence  to  support  recommendations  to  the  Congress  for 
corrective  or  preventive  legislation,  to  insure  that  utility  abuses  of  the  past 
no  longer  could  be  perpetrated.  Nearly  six  months  before  it  began  its 
natural  gas  inquiry,  the  Securities  Act  of  1933  went  into  effect.  This  was 
the  truth-in-securities  act,  designed  to  prevent  certain  abuses  of  which  the 
Commission  had  earlier  complained.  Its  investigation  of  natural  gas  and 
natural  gas  pipe-line  companies  was  hardly  well  under  way  before  Con- 
gress adopted  the  Securities  Exchange  Act  of  1934.  While  its  mvestiga- 
tion  was  in  course,  Federal  legislation  was  enacted  denying  to  commercial 
banks  the  right  to  underwrite  any  save  municipal  and  government  bonds. 
More  than  four  months  before  its  December  1935  report  on  natural  gas 
and  natural  gas  pipe  lines  was  issued  and  more  than  five  years  before 
T.N.E.C.  Monograph  No.  36  saw  the  light  of  day,  the  Public  Utility  Hold- 
ing Company  Act  of  1935  became  the  law  of  the  land.  And  more  than 
two  years  before  the  Commission  wrote  its  natural  gas  report,  which  com- 
prises Part  I  of  T.N.E.C.  Monograph  No.  36,  the  Natural  Gas  Act  of  1938 
was  adopted.    The  dates  of  these  legislative  enactments  are  worth  noting. 

Exclusive  of  legislation  to  bar  commercial  banks  from  the  underwriting 
of  public  utility  securities,  it  is  noteworthy  that  four  acts,  recommended 
by  inference,  at  least,  by  the  Federal  Trade  Commission  for  the  prevention 
or  correction  of  evils  and  abuses,  had  been  in  efiect  for  years  before  the 
Commission  wrote  the  natural  gas  report  published  as  Part  I  of  T.N.E.C. 
Monograph  No.  36.  All  four  of  these  acts  were  being  administered  by 
the  Securities  and  Exchange  Commission  or  the  Federal  Power  Commis- 
sion. Yet  the  Federal  Trade  Commission  largely  ignored  their  existence 
in  the  preparation  of  its  report  and  devoted  most  of  its  attention  to  evils 
of  the  past,  the  recurrence  of  which  had  long  before  been  definitely  pre- 
vented. 

In  the  past  administration  of  these  acts  the  Securities  and  Exchange  Com- 
mission and  the  Federal  Power  Commission,  with  the  assistance  of  other 
governmental  authorities,  have  taken  definite  punitive  action  against  vari- 
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ous  utility  executives  or  corporations  believed  guilty  of  perpetrating  the 
abuses  of  which  the  Federal  Trade  Commission  specifically  or  generally 
complained.  Under  the  provisions  of  these  acts,  as  administered  by  the 
S.E.C.  and  the  Federal  Power  Commission,  there  is  sufficient  evidence  to 
support  the  belief  that  ample  protection  has  been  assured  both  consumers 
and  investors  against  the  recurrence  of  any  and  all  substantial  injury  from 
abuses  of  the  past.  Accordingly,  the  good  will  and  confidence  of  the  public 
should  not  be  withheld  from  natural  gas  utilities  because  of  any  testi- 
mony, credible  or  otherwise,  contained  in  the  Federal  Trade  Commission 
reports. 

The  report  of  the  Federal  Trade  Commission  on  natural  gas  and  natural 
gas  pipe  lines  in  the  United  States,  which  comprises  Part  I  of  T.N.E.C. 
Monograph  No.  36,  is  made  up  of  eleven  main  headings,  under  which 
discussions  range  from  a  third  of  a  page  to  twenty  pages  in  length,  and  of 
seventeen  exhibits,  requiring  from  less  than  half  a  page  to  102  pages  for 
their  publication.  Of  the  222  monograph  pages  devoted  to  this  report, 
main-heading  discussions,  which  comprise  the  report  itself,  cover  82  pages, 
exhibits  consume  138  pages,  and  2  pages  are  devoted  to  titles.  The  scope 
of  the  report  will  be  indicated  by  the  "general  outline"  appearing  on  page  5 
of  the  monograph: 

First  is  presented  a  general  statement  as  to  the  size,  importance,  recent  and 
rapid  growth  of  the  industry,  particularly  of  the  pipe  lines.  Next  is  discussed 
the  control  of  the  pipe  line  mileage  in  the  United  States,  which  is  largely  in  the 
hands  of  groups  and  concerns  interested  in  competitive  sources  of  power  and 
energy,  namely,  electricity  and  oil.  This  discussion  will  indicate  that  in  the 
natural  gas  pipe  line  situation  four  groups  are  dominant. 

In  summary  the  Commission  found  that  natural  gas  is  one  of  the  four 
principal  natural  energy  sources  in  the  United  States,  the  others  being  fall- 
ing water,  coal,  and  petroleum.  Moreover,  energy  derived  from  all  four 
sources  is  widely  distributed  as  electric  power.  Although  this  is  called 
the  "electrical  age"  the  natural  gas  output  of  the  United  States,  according 
to  the  Commission,  potentially  provides  six  times  as  much  energy  as  its 
electric  output.  Since  natural  gas  generally  is  incapable  of  being  stored 
economically  and  is  produced  in  regions  usually  far  removed  from  use 
areas,  transportation,  in  the  Commission's  opinion,  is  a  vital  problem.  So 
far,  pipe  lines  have  proved  the  only  feasible  media  for  its  movement  to 
market. 

The  extent  of  that  movement,  the  Commission  stated,  may  be  indicated 
by  the  fact  that -in  1938  ten  times  as  much  potential  energy  was  transmitted 
interstate  in  the  form  of  natural  gas  as  was  moved  interstate  in  the  form 
of  electric  current.  Accordingly,  the  Commission  held  that  control  of  pipe 
lines  makes  possible  control  of  natural  gas  prices,  both  at  the  source  and 
at  the  consuming  end.    In  recent  years,  according  to  the  Commission,  about 
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half  the  natural  gas  marketed  in  the  United  States  has  been  withdrawn 
from  the  ground  in  connection  with  petroleum  recovery.  Indicative  of 
the  potential  availability  of  natural  gas  service,  the  Commission  stated  that 
except  in  New  England,  the  Pacific  Northwest,  and  certain  South  Atlantic 
States,  practically  every  important  use  area  in  the  country  either  now  enjoys 
natural  gas  service  or  has  it  available  at  reasonable  investment. 

Four  groups,  the  Federal  Trade  Commission  found,  control  more  than 
55  per  cent  of  all  operated  natural  gas  pipe-line  mileage  in  the  United 
States:  Columbia  Gas  &  Electric  Corporation,  with  12,760  miles;  Cities 
Service  Company,  with  6,059  miles;  Electric  Bond  &  Share  Company,  with 
5,331  miles;  and  Standard  Oil  Company  (New  Jersey),  with  4,843  miles. 
East  of  the  Rockies,  counting  lines  under  contract,  these  four  important 
groups,  their  associates  and  affiliated  interests,  own  or  control  or  participate 
in  such  ownership  or  control — including  contracts  for  use — of  approxi- 
mately 41,584  miles  out  of  some  52,000  miles  of  natural  gas  truck  pipe  lines 
in  the  area,  or  about  80  per  cent  of  that  mileage.  Moreover,  the  Commis- 
sion said,  these  four  groups  and  their  affiliates  by  ownership  produce  about 
37  per  cent  of  the  natural  gas  consumed  in  the  country  and,  in  addition, 
handle  by  purchase  another  36  per  cent. 

Practically  all  the  natural  gas  transported  to  and  used  in  the  large  con- 
sumption areas  east  of  the  Rockies  comes  from  three  regions:  The  Texas 
Panhandle  or  Amarillo  field  in  northwest  Texas,  and  the  nearby  Hugoton 
field  in  southwest  Kansas,  which  "comprise  nearly  half  the  known  reserves 
of  the  United  States";  the  Texas  Gulf  region,  together  with  the  Monroe 
and  Richland  fields  in  northern  Louisiana,  "with  approximately  one  quarter 
of  the  United  States  reserve";  and  the  Appalachian  area  in  the  east,  "with* 
about  9  per  cent  of  the  estimated  total  natural  gas  reserves." 

California,  too,  has  important  natural  gas  reserves,  but  none  of  its  gas 
is  transmitted  interstate.  At  the  present  time,  in  the  opinion  of  the  Fed- 
eral Trade  Commission,  the  "Big  Four"  systems  own  or  control  under 
lease  sufficient  supplies  of  natural  gas  to  afford  effective  bargaining  power 
in  the  purchase  of  gas,  while  their  control  of  pipe  lines  enables  them  to 
dictate  resale  prices  in  the  larger  use  areas. 

Although  the  co-operation  of  holding  companies  having  control  of  gas 
utility  service  in  the  larger  American  cities  has  been  essential,  in  the  Com- 
mission's belief,  to  adequate  development  of  a  large  volume  and  widespread 
use  of  natural  gas,  it  concluded  that  the  major  utility  interests  have  largely 
allocated  the  use  areas  of  the  country  among  themselves  and  have  adopted 
a  policy  of  not  competing  with  one  another  in  the  wholesale  or  retail  dis- 
tribution of  natural  gas.  As  the  Commission  viewed  the  situation,  utility 
holding  companies  important  in  natural  gas  distribution  are  divided  rather 
clearly  into  two  general  groups:  those  interested  in  the  purchase  of  gas  at 
city  gates  for  redistribution  to  ultimate  users;  and  those  that  have  entered 
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the  natural  gas  business  in  the  fields  o£  production  or  purchase,  transporta- 
tion by  pipe  line,  and  local  distribution  under  utiHty  conditions. 

While  there  is  some  overlapping  in  its  segregation,  the  Commission  put 
into  the  first  group  United  Gas  Improvement  Company,  Pacific  Gas  & 
Electric  Company,  Commonwealth  &  Southern  Corporation,  Niagara  Hud- 
son Power  Corporation,  Public  Service  Corporation  of  New  Jersey,  and 
the  present  fragments  or  reorganizations  of  Middle  West  Utilities  Com- 
pany, other  InsuU  groups,  and  Utilities  Power  &  Light  Corporation.  Into 
the  second  it  put  Cities  Service  Company,  Electric  Bond  &  Share  Com- 
pany, Columbia  Gas  &  Electric  Corporation,  Lone  Star  Gas  Corporation, 
North  American  Company,  Standard  Gas  and  Electric  Company,  United 
Light  &  Power  Company,  and  Peoples  Gas  Light  &  Coke  Company  of 
Chicago. 

Moreover,  the  Commission  described  the  interest  of  certain  of  these  utility 
systems  in  the  natural  gas  field  substantially  in  the  following  terms  (partly 
direct  quotation,  partly  condensed) : 

Standard  Oil  Company  [New  Jersey]  through  practically  100  per  cent  owner- 
ship controls  extensive  natural  gas  recovering,  transporting,  and  distributing 
corporations  operating  in  Ohio,  West  Virginia,  Pennsylvania,  and  New  York,  in 
areas  more  or  less  interlaced  by  the  pipe-line  systems  of  Columbia  Gas  &  Electric 
Corporation,  Cities  Service  Company,  and  Standard  Gas  &  Electric  Company. 
Other  Standard  Oil  corporations  are  producers  and  wholesalers  of  natural  gas, 
and,  in  a  few  instances,  act  as  distributors  in  limited  areas,  generally  without 
national  or  interstate  significance. 

Electric  Bond  &  Share  Company  controls  indirecdy  United  Gas  Corporation 
which,  through  important  subsidiaries,  operates  a  large  integrated  natural  gas 
system  serving  a  territory  stretching  from  the  Monterey  section  of  Mexico  to 
western  Florida.  It  is  also  indirectly  the  largest  stockholder  (close  to  50  per 
cent)  in  Mississippi  River  Fuel  Corporation,  owning  a  gas  transmission  line 
from  northern  Louisiana  fields  to  the  St.  Louis  area. 

Columbia  Gas  &  Electric  Corporation  is  by  far  the  dominant  factor  in  the 
natural  gas  field  in  the  eastern  portion  of  the  United  States  and,  until  recently, 
through  Columbia  Oil  &  Gasoline  Corporation,  controlled  Panhandle  Eastern 
Pipeline  Company,  operating  a  natural  gas  pipe-line  system  between  the  Texas 
Panhandle  and  the  Illinois-Indiana  border. 

Lone  Star  Gas  Company,  indirecdy  affiliated  [in  the  Commission's  opinion] 
with  Columbia  Gas  &  Electric  Corporation  [because  certain  individuals  hold 
substantial  blocks  of  stock  in  both  systems],  operates  an  integrated  natural  gas 
system  in  Texas  and  Oklahoma. 

Cities  Service  Company,  an  important  factor  in  the  petroleum  field,  operates 
natural  gas  producers,  and  transports  and  distributes  gas  under  franchise. 

Prices  of  natural  gas  at  the  well,  the  country  over,  range  from  1  cent 
to  30  cents  per  M  cubic  feet,  according  to  the  Federal  Trade  Commission, 
depending  primarily  upon  proximity  of  the  source  of  supply  to  consum- 
ing areas.    In  West  Virginia,  Ohio,  and  Pennsylvania  fields,  the  well  prices, 
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ranging  from  12  to  30  cents  per  M  cubic  feet,  for  years  have  averaged  some- 
where between  two  and  four  times  the  corresponding  mine-mouth  prices 
of  coal  at  near-by  mines,  on  the  basis  of  comparative  heat  contents.  The 
average  well  price  for  all  natural  gas  sold  in  the  United  States  in  1938, 
asserted  the  Commission,  basing  its  opinion  on  the  Minerals  Yearbook^  of 
the  United  States  Bureau  of  Mines,  was  4.9  cents  per  M  cubic  feet,  while 
natural  gas  sold  at  the  wells  of  the  Southwest  during  1938  for  as  little  as 
1  cent  per  M  cubic  feet.  Obviously,  the  low  value  of  natural  gas  in  Texas, 
Oklahoma,  Kansas,  and  Louisiana  fields,  where  production  is  prodigious 
and  markets  are  distant,  exerts  a  powerful  impact  on  the  national  average 
well  price. 

On  a  purely  price  basis  natural  gas,  with  a  heat  content  of  1,000  B.T.U. 
per  cubic  foot,  should  sell  for  an  average  of  17.3  cents  per  MCF  to  be  as 
cheap  as  bituminous  coal,  with  a  B.T.U.  rating  of  12,000  per  pound,  at  its 
average  national  delivered  price  of  $4.17  per  ton  ($1.90  at  mine  mouth,  plus 
freight  of  $2.27).  Likewise,  on  the  basis  of  price  alone,  natural  gas  aver- 
ages to  be  worth  about  30  per  cent  as  much  as  crude  petroleum  at  $1  per 
barrel,  at  their  respective  sources  of  supply. 

The  cost  of  transporting  natural  gas  from  production  centers  to  consum- 
ing areas,  according  to  the  Federal  Power  Commission,  is  the  largest  ele- 
ment of  cost  to  ultimate  users.  With  a  commercially  attainable  load  factor 
of  approximately  70  per  cent,  pipe  line  transportation  costs  have  ranged 
in  recent  years  from  2.4  cents  to  5.9  cents  per  M  cubic  feet  of  gas  moved 
100  miles.  On  a  purely  heat  content  basis  the  average  freight  rate  of  70 
cents  per  ton  for  bituminous  coal  moved  100  miles  is  equivalent  to  2.9  cents 
per  M  cubic  feet  of  gas  hauled  that  distance.  To  be  competitive  with  crude 
petroleum  on  the  basis  of  price  alone,  natural  gas,  with  20  cubic  feet  hav- 
ing the  same  B.T.U.  rating  as  one  pound  of  oil,  would  have  to  be  trans- 
ported at  a  total  charge  of  1.65  cents  per  M  cubic  feet. 

Natural  gas  pipe  lines,  especially  those  traversing  wide  stretches  of  coun- 
try, with  rivers  and  mountain  chains  to  cross,  are  costly  to  build.  The 
average  per-mile  investment  in  the  long  natural  gas  pipe  lines  built  in  this 
country  since  1926  ranges  from  $20,000  to  upwards  of  $40,000  per  mile, 
varying  with  diameter  and  length  of  line,  pressure  to  be  maintained,  and 
the  volume  of  gas  to  be  transported.  In  the  long  run,  the  economic  success 
of  a  natural  gas  pipe  line  depends,  at  the  outlet  end,  upon  an  adequate 
market  to  absorb  volumes  of  gas  sufficient  to  give  a  satisfactory  load  factor 
to  the  installed  facilities,  at  prices  ample  to  cover  operating  costs  and  capital 
charges.  At  the  inlet  end  success  of  the  undertaking  is  dependent  upon 
the  reasonable  certainty  of  a  gas  supply  within  economical  reach  that  can 
be  drawn  upon  to  meet  the  irregular  day-to-day  demand,  and  that  will  con- 
tinue through  a  number  of  years  sufficient  to  permit  amortization  of  the 
pipe  line  investment,  before  it  becomes  useless  due  to  exhausted  supply. 

The  closely  controlled  or  dominated  pipe-line  situation  in  the  United 
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States,  in  the  opinion  o£  the  Federal  Trade  Commission,  results  in  little 
direct  or  adequate  competition  for  purchased  gas  supplies  in  the  larger 
producing  areas,  while  natural  gas  is  available  to  ultimate  consumers  in 
many  localities  from  but  one  pipe-line  system.  This  led  the  Commission 
to  conclude  (p.  33)  that  competition  in  kind  was  non-existent  in  those 
localities,  and  that  "seeming  arbitrary  or  monopolistic  practices"  were  in- 
dulged in  by  some  pipe-line  companies.  "As  to  both  purchase  and  sale 
prices,"  the  Commission  said,  "these  practices  were  such  as  could  not  rea- 
sonably be  continued  if  unrestricted  competition  in  natural  gas  had  existed." 

Moreover,  it  appeared  to  the  Commission  that  natural  gas  prices  gen- 
erally were  set  with  a  view  to  the  costs  of  other  suitable  fuels  available  to 
consumers,  and  that  much  of  the  gas  sold  to  ultimate  consumers  by  local 
utilities  was  priced  to  the  purchasing  utility  on  the  competitive  basis  of 
the  cost  of  its  manufactured  gas.  "It  seems  well  established,"  said  the  Com- 
mission (p.  33),  "that  very  generally  natural  gas  was  sold  for  ultimate  con- 
sumption at  what  the  traffic  would  bear,  which  generally  meant  at  prices 
determined  by  prevailing  prices  of  equivalent  service."  And  with  respect 
to  sales  by  independent  producers  of  natural  gas,  the  Commission  observed 
(p.  34)  that  "in  fields  in  which  utility  corporations  are  important  pro- 
ducers and  purchasers  of  gas  the  competitive  possibilities  of  sale  by  inde- 
pendent producers  are  nullified  by  the  generally  adopted  attitude  of  utiHty 
companies  not  to  compete  territorially  in  either  purchase  or  sale  with  each 
other." 

The  Commission  had  much  to  say  of  the  disparity  of  prices  paid  at  the 
source  for  natural  gas.  These  prices,  it  submitted,  appeared  to  fall  into 
three  recognizable  patterns:  in  fields  close  to  use  areas,  in  those  far  removed 
from  use  areas,  and  in  those  in  which  no  interstate  movement  of  gas  was 
involved.  According  to  the  U.  S.  Bureau  of  Mines  1938  Minerals  Year- 
book, which  covered  the  1937  calendar  year,  Pennsylvania,  which  produced 
4.8  per  cent  of  the  nation's  natural  gas  supply,  sold  it  for  an  average  price 
of  17.4  cents  per  M  cubic  feet  at  the  well;  New  York,  producing  0.9  per 
cent  of  the  nation's  supply,  got  16.0  cents;  Ohio,  producing  1.8  per  cent, 
received  16.0  cents;  Indiana,  producing  0.1  per  cent,  got  14.6  cents;  West 
Virginia,  producing  6.2  per  cent,  received  12.9  cents;  and  Kentucky,  pro- 
ducing 2.3  per  cent,  was  paid  an  average  well  price  of  12.2  cents  per  M 
cubic  foot.  These  production  areas,  it  will  be  noted,  are  within  compara- 
tively short  transmission  distance  of  large  consuming  centers. 

On  the  other  hand,  an  examination  of  prices  paid  at  the  well  in  heavy- 
producing  areas,  far  removed  from  consumption  centers,  reveals  distinctly 
lower  values  for  natural  gas.  New  Mexico,  producing  1.9  per  cent  of 
the  nation's  natural  gas,  averaged  1.5  cents  per  M  cubic  feet  at  the  well; 
Oklahoma,  producing  12.3  per  cent,  received  2.1  cents;  Texas,  producing 
35.5  per  cent,  and  Utah,  producing  0.1  per  cent,  each  received  2.3  cents; 
Wyoming,  producing  1.3  per  cent,  received  3.2  cents;  and  Louisiana,  pro- 
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ducing  13.1  per  cent,  received  3.4  cents,  on  the  average,  per  M  cubic  feet 
at  the  well.  California,  which  is  not  an  exporter  of  natural  gas,  and  which 
contributed  13.7  per  cent  of  the  nation's  natural  gas  supply,  was  paid  an 
average  well  price  of  6.6  cents  per  M  cubic  feet. 

The  Commission,  turning  to  city  gate  prices — the  prices  at  which  natural 
gas  is  sold  at  wholesale  for  local  distribution— found  (p.  39)  that  such  prices 
"probably  reflect"  these  influences: 

(1)  Competitive  cost  to  the  buyer  of  obtaining  similar  substitute  energy 
supplies  at  the  localities  of  delivery  and  the  bargaining  powers  of  the 
interested  parties.  ,  .  . 

(2)  Exigencies  of  the  seller  in  needing  outlets  for  gas.  .  .  . 

(3)  To  a  less  extent,  the  cost  of  procuring  and  transporting  the  gas,  includ- 
ing profit  sought,  or  temporarily  acceptable,  on  the  investments  in  the 
pipe  lines,  which  vary  per  unit  of  capacity  to  deliver  gas. 

When  it  came  to  prices  of  natural  gas  to  ultimate  consumers,  the  Com- 
mission stated  (p.  41)  that  spreads  between  city  gate  rates  and  the  final 
prices  paid  by  consumers  attached  to  local  utility  distribution  systems  "are 
often  considerable  but  they  are  purely  within  the  purview  of  local  and  State 
regulatory  bodies."  And  it  further  said  that  "the  relative  level  of  the  city 
gate  price  not  only  is  carried  in  direct  relation  to  the  great  majority  of  utility 
consumers  but  may  impose  a  distortion  up  or  down  because  of  the  effect 
of  such  city  gate  levels  upon  the  profits  derivable  from  more  directly  com- 
petitive sales."  So  the  Commission  arrived  at  the  conclusion  that  "it  is  pri- 
marily for  these  reasons  that  the  determination  of  reasonable  city  gate  rates 
by  the  Federal  Power  Commission  for  natural  gas  supplied  by  interstate 
pipe  lines  should  be  of  distinct  public  benefit"  (p.  42). 

The  likelihood  of  interstate  pipe  lines  from  the  newly  discovered  Texas 
Panhandle  and  Kansas  Hugoton  fields  to  eastern  markets,  in  the  words  of 
the  Federal  Trade  Commission,  "became  a  matter  of  intense  concern  to  the 
large  gas  and  electric  utility  companies  already  firmly  established  in  control 
of  light  and  power  in  such  distant  markets."  Moreover,  the  Commission 
said  (p.  71) : 

There  does  not  exist  today  what  may  be  termed  a  single  important  inde- 
pendent natural  gas  trunk  pipe  line  from  an  important  gas  field  to  any  distant 
large  use  area.  All  the  outlets  for  natural  gas  to  substantial  consuming  areas 
are  controlled  by  groups  that  work  closely  together,  under  many  interlockings 
of  common  interest.  The  result,  so  far  as  concerns  the  independent  producers  at 
one  end  and  the  using  public  at  the  other  end,  is  quite  complete  control  of 
natural  gas  by  such  groups. 

And  the  Commission  then  recited  acts  of  opposition  from  established  gas 
systems  encountered  by  the  Missouri-Kansas-Panhandle  Eastern  project, 
and  the  Moody-Seagraves  undertakings,  based  on  testimony  offered  during 
its  1934-1935  investigation. 
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The  Commission  further  sought  to  indict  the  natural  gas  industry  for  the 
wastage  of  natural  gas  in  producing  fields,  despite  the  fact  that,  by  its  own 
statements,  more  than  half  the  natural  gas  withdrawn  from  the  ground  is 
produced  in  the  recovery  of  petroleum.  Although  authoritative  data  indi- 
cating the  full  extent  of  either  past  or  present  squandering  or  loss  of  this 
natural  resource  in  the  entire  United  States  were  unavailable  to  the  Com- 
mission, sectional  estimates  indicate  its  volume  is  tremendous,  and  substan- 
tially exceeds  the  amount  of  natural  gas  consumed  each  year  by  residential 
users.  During  the  entire  period  of  natural  gas  production  in  the  Texas  Pan- 
handle through  June  1934,  an  estimated  50.2  per  cent  of  the  total  natural 
gas  produced  was  wasted.  For  the  year  1926  and  earlier,  according  to  infor- 
mation furnished  the  Commission,  the  proportion  wasted  was  almost  80  per 
cent.  The  most  important  cause  of  natural  gas  waste,  to  quote  the  Com- 
mission (p.  80) : 

.  .  .  arises  out  of  the  fact  that  such  a  large  proportion  of  the  total  natural  gas 
is  produced  in  connection  with  the  production  of  crude  petroleum,  and  is  due 
to  the  fact  that  neither  gas  nor  crude  petroleum  can  be  produced  independently 
of  the  other.  Where  the  two  occur  together,  production  of  neither  is  subject 
to  control  independently  of  the  other.  Consequently,  the  quantity  of  natural 
gas  produced  in  some  areas  is  dependent  primarily  upon  the  demand  for  and 
production  of  crude  petroleum. 

Less  important  causes  of  natural  gas  wastage  are :  permitting  wells  to  blow 
freely  to  the  air  in  the  hope  of  producing  oil,  to  determine  periodically  their 
open-flow  capacities,  or  to  remove  accumulations  of  water,  §and,  and  debris; 
leaks  in  transportation  and  distribution  lines;  permitting  gas  to  escape  from 
overlying  strata  in  the  production  of  oil;  and  blowing  residue  gas  to  the  air 
after  gasoline  has  been  extracted.  Still  another  factor,  where  natural  gas 
and  crude  petroleum  are  produced  together,  is  that  maximum  demand  for 
crude  petroleum  normally  occurs  in  the  summer,  when  demand  for  natural 
gas  is  at  a  minimum. 

In  its  final  report  of  December  31,  1935,  dealing  with  natural  gas  and 
natural  gas  pipe  lines  in  the  United  States,  the  Federal  Trade  Commission 
enumerated  sixteen  specific  evils,  very  few  if  any  of  which,  it  asserted,  could 
have  come  into  being,  or  could  have  continued,  if  either  actual  competition 
or  effective  regulation  had  existed.  Some  of  these  evils  appeared  to  the 
Commission  "to  indicate  some  characteristics  of  monopolistic  control,  either 
regionally  by  each  group,  or  by  concerted  action  and  refraining  from  inter- 
fering with  each  other's  distribution  areas."  These  conclusions,  appearing 
on  pages  615-616  of  its  December  1935  report,  are  set  out  on  page  83  of 
Monograph  No.  36: 

"From  among  the  many  conditions  affecting  the  industry,  the  following  may 
be  set  out  as  some  of  the  positive  evils  that  have  been  found,  the  correction  or 
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prevention  of  which  would,  in  many  instances,  require  extension  of  regulatory 
authority  over  the  natural-gas  industry: 

(1)  A  great  waste  of  natural  gas  in  production. 

(2)  Excessive  cost   of  natural-gas   production  through   extravagant   competi- 
tion in  drilling  wells. 

(3)  Unregulated  monopolistic  control  of  certain  natural-gas  production  areas. 

(4)  Unregulated  control  of  pipe-line  transmission  and  of  wholesale  distribu- 
tion. 

(5)  Discrimination  in  some  instances  in  field  purchases  of  natural  gas,  and 
refusal  to  purchase  from  independent  producers. 

(6)  Unregulated  competition  in  building  natural  gas  pipe  lines  to  markets. 

(7)  Costly   struggles   between   rival    natural-gas   interests   to   conquer   or   de- 
fend territories  of  distribution. 

(8)  Excessive  and   inequitable   variations  in  city  gate   rates  for  natural   gas 
among  different  localities. 

(9)  Pyramiding  investments  in  natural-gas  enterprises  through  holding  com- 
panies, with  attendant  evils. 

(10)  Excessive  profits,  in  many  natural-gas  sales  between  affiliated  companies. 

(11)  Inflation  of  assets  and  stock  watering  of  certain  natural-gas  companies. 

(12)  Misrepresentation  of  financial  condition,  investment,  earnings,  etc.,  of 
some  natural-gas  operating  and  holding  companies. 

(13)  Reckless  financing  and  stock  manipulation  by  certain  natural-gas  holding 
companies. 

(14)  Exploiting  subsidiary  natural  gas  companies  through  fees,  for  construc- 
tion, management,  promotion,  etc. 

(15)  Exaction  of  excessive  bonuses  or  commissions  by  investment  bankers 
in  connection  with  financial  transactions  with  natural-gas  companies  in 
certain  instances. 

(16)  Exaction  of  excessive  fees  and  bonuses  or  commissions  by  officials  of 
certain  companies  in  connection  with  sales  and  construction  of  prop- 
erties." 

"Besides  these  specific  evils,  various  others  might  be  mentioned,  which  gen- 
erally are  of  less  importance." 

Appended  to  the  report  of  the  Federal  Trade  Commission,  comprising 
Part  I  of  T.N.E.C.  Monograph  No.  36,  are  seventeen  exhibits,  including 
much  material  irrelevant  and  scurrilous  (pp.  85-222).  One  is  a  map  showing 
the  major  natural  gas  trunk  transmission  lines  in  the  United  States.  Two 
are  paraphrased  reviews  of,  or  citations  from,  rather  innocuous  articles  or 
reports.  Eight  are  tabulations  or  statements  of  irrelevant  material,  devised 
to  give  the  impression  that  sinister  relationships  exist  between  the  natural 
gas  industry  and  Standard  Oil  or  Wall  Street  interests.  One  is  an  unim- 
portant Federal  Power  Commission  release,  included,  apparently,  for  its 
innuendo.  Another  consists  of  records  of  oil  and  gas  drilling  permits,  sup- 
plied by  the  Railroad  Commission  of  Texas.  Two  are  rather  puerile  sta- 
tistical tables,  and  another  is  a  stilted  survey  of  attempts  at  public  regula- 


628     FACT  AND  FANCY  IN  THE  T.N.E.C.  MONOGRAPHS 

tion  o£  naural  gas  or  natural  gas  pipe  lines  in  the  United  States.  Each  of 
these  sixteen  exhibits  is  not  only  unimpressive,  but  an  obvious  attempt  to 
prejudice  the  reader  against  natural  gas  utilities. 

But  a  seventeenth — Exhibit  13  (pp.  107-208),  comprising  the  report  of  The 
Cities  Alliance — is  a  scurrilous  attack  upon  the  major  natural  gas  systems 
of  the  country  in  general,  and  upon  privately  owned  natural  gas  systems  in 
the  eastern  part  of  the  Middle  West  in  particular.  While  at  first  glance  this 
report  might  appear  to  the  uninformed  as  a  sincere  attempt  of  municipal 
authorities  to  secure  reasonable  natural  gas  rates  both  to  the  local  distribut- 
ing agency  and  the  ultimate  consumers  of  their  respective  communities,  it 
is,  in  eflfect,  the  product  of  pressure  brought  to  bear  upon  them  by  a  group 
of  irresponsible  promoters.  In  fact.  The  Cities  Alliance  was  a  device  to  pro- 
vide a  front  for  propaganda  which  consisted  mainly  of  indiscriminate  attacks 
upon  city  gate  rates  for  natural  gas,  and  the  Secretary — incidentally,  the  one- 
man  stafi — of  the  Alliance  was  provided  by  the  Missouri-Kansas  Pipe  Line 
Company. 

Much  of  the  report  is  composed  of  complete  or  partial  quotations  from 
political  speeches,  generally  so  presented  as  to  give  the  appearance  of  judi- 
cially determined  facts;  of  testimony,  or  extracts  from  testimony,  offered  by 
these  same  promoters,  or  by  unsuccessful  litigants,  at  Federal  Trade  Com- 
mission hearings;  of  passages  from  letters,  constituting  prejudiced  personal 
opinions  on  highly  controversial  matters;  of  highly  intemperate  harangues 
by  candidates  for  office  in  communities  hoping  to  benefit  from  promised 
lower  natural  gas  rates. 

As  will  be  apparent  from  the  foregoing  summarization  of  Part  I   of 

T.N.E.C.  Monograph  No.  36,  the  complaints  and  criticisms  of  the  Federal 

,  Trade  Commission  fall  generally  into  four  major  classi- 

^         ,   .   ^  fications.    First,  the  Commission  emphasized  the  seem- 

Complamts  ^    x     r  ■  ■      »•     i     j,,  •      u         j    .• 

,     -rirpp  ing  lack  or  competition    in  kind    in  the  production  or 

purchase  of  natural  gas  in  the  fields,  in  its  movement 
to  market  by  interstate  pipe  lines,  and  in  its  distribution  locally  to  ultimate 
consumers.  Second,  it  stressed  the  domination  of  natural  gas  transmission 
to  consuming  centers  by  four  major  groups,  through  their  control  of  some 
8o  per  cent  of  natural  gas  trunk  pipe  lines  east  of  the  Rocky  Mountains. 
Third,  it  asserted  that  the  four  major  groups  dominating  the  pipe-line  situa- 
tion in  the  United  States  have  deliberately  and  successfully  strangled  inde- 
pendent attempts  to  enter  the  natural  gas  transportation  field.  And,  fourth, 
it  contended  that  "seeming  arbitrary  or  monopolistic  practices"  were  in- 
dulged in  by  these  four  groups,  the  net  eflfect  of  which  was  to  boost  natural 
gas  prices  to  ultimate  consumers  to  levels  established  "by  what  the  traffic 
would  bear."  Perhaps  a  few  of  the  Commission's  criticisms  do  not  fit  with 
nicety  into  these  four  classifications,  but,  in  the  main,  they  represent  the 
pith  of  the  Commission's  complaints.  Each  of  these  classifications  is  deserv- 
ing of  more  detailed  exploration. 
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The  charge  of  lack  or  inadequacy  of  competition  in  kind  in  the  field  of 
natural  gas,  which  constitutes  one  of  the  Federal  Trade  Commission's  four 
major  complaints  in  Part  I  of  T.N.E.C.  Monograph  No.  ^  Inadeauacv 
36,  would  appear  to  result  largely  from  failure  or  un-  ^  r;fj^^p4-; 

willingness  to  recognize  characteristics  unique  to  public  ,. 

services  in  general,  and  to  natural  gas  service  in  par- 
ticular. For  one  thing,  it  will  be  readily  appreciated  that  electricity  or  manu- 
factured gas  can  be  produced  at  will  in  any  section  of  the  land,  provided 
the  requisite  facilities  have  been  installed.  Essentially,  both  employ  manu- 
facturing processes  for  the  conversion  of  a  raw  material  into  a  finished 
product,  which  is  then  distributed  to  ultimate  consumers  within  relatively 
close  proximity  to  the  factory.  Natural  gas,  on  the  other  hand,  is  a  min- 
eral product,  a  natural  form  of  energy  stored  in  the  ground,  the  absolute 
quantity  of  which,  known  or  undiscovered,  is  fixed,  to  all  practical  pur- 
poses, and  cannot  be  increased  by  human  effort. 

In  addition,  natural  gas,  stored  in  the  ground  under  tremendous  rock  pres- 
sure, is  constantly  seeking  to  escape  to  the  air,  and  because  it  is  a  volatile 
mineral  natural  gas,  once  a  deposit  is  tapped,  will  travel  miles  to  freedom 
under  the  force  of  great  pressure.  Just  as  the  more  straws  in  the  glass  the 
faster  the  drink  is  consumed,  so  natural  gas  deposits  are  exhausted  the  more 
rapidly  "through  extravagant  competition  in  drilling  wells."  The  experi- 
ence of  half  a  century  has  demonstrated  that  orderly  drilling  of  a  natural 
gas  field  vastly  prolongs  its  life  and  conserves  its  recoverable  supply.  Com- 
petition in  natural  gas  production  in  the  same  gas  deposit  is  both  uneco- 
nomic and  wasteful  of  an  irreplaceable  natural  resource.  It  is  worth  noting, 
then,  that  although  the  Commission  complains  of  lack  of  competition  in  the 
production  of  natural  gas,  it  has  Hsted  "extravagant  competition  in  drilling 
wells"  as  one  of  the  positive  evils  of  which  natural  gas  systems  have  been 
guilty  in  the  past,  and  for  the  correction  or  prevention  of  which  extension 
of  regulatory  authority  over  the  industry  is  claimed  to  be  necessary. 

Nor  is  competition  in  the  movement  of  natural  gas  in  pipe  lines  from 
production  areas  to  market  any  more  in  the  public  interest.  As  the  Federal 
Trade  Commission  has  stated  in  Part  I  of  T.N.E.C.  Monograph  No.  36, 
natural  gas  pipe  lines  cost  from  $20,000  to  upwards  of  $40,000  per  mile, 
depending  upon  distances  and  quantities  to  be  transported,  while  transmis- 
sion constitutes  by  far  the  largest  single  element  of  cost  to  the  ultimate 
consumer. 

If  natural  gas  pipe  lines  were  not  pubhcly  regulated,  the  lack  of  compe- 
tition of  which  the  Commission  complains  might  constitute  a  real  threat 
to  the  consuming  public.  However,  as  the  Commission  recognizes,  but  soft- 
pedals  in  the  monograph,  the  Natural  Gas  Act  of  1938  invested  the  Federal 
Power  Commission  with  jurisdiction  over  gas  transmission  charges  of  inter- 
state pipe  lines  and  city  gate  rates  more  than  two  years  before  the  T.N.E.C. 
natural  gas  report  was  written.     It  would  appear,  then,  that  the  Federal 
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Trade  Commission's  complaint  that  competing  natural  gas  lines  do  not  now 
serve  all  consuming  areas  in  the  country  was  based  more  upon  misinforma- 
tion, or  the  possible  political  worth  of  the  claim,  than  upon  the  possibility 
of  injury  to  ultimate  consumers.  And  it  might  be  mentioned  that,  for  the 
second  time,  the  Commission  has  contradicted  itself.  On  page  83  of  the 
monograph,  it  lists,  as  a  positive  evil  of  natural  gas  practices  of  the  past, 
"unregulated  competition  in  building  natural  gas  pipe  lines  to  market," 
the  while  deploring  lack  of  competition  in  the  movement  of  natural  gas 
from  producing  regions  to  use  areas,  and  lamenting  that  many  consumption 
centers  are  served  by  but  one  pipe  line. 

And,  lastly,  the  Commission  and  its  staff  should  have  gained  first-hand 
knowledge,  from  their  six-year  investigation  of  electric  utilities  which  pre- 
ceded their  natural  gas  study,  of  the  utter  futility  of  competition  in  the  ren- 
dering of  public  services.  The  first  manufactured  gas  system  in  the  United 
States  was  established  in  Baltimore  about  1808,  and  the  first  natural  gas 
system  in  Fredonia,  New  York,  in  1825;  but  it  was  not  until  1883,  just  a 
year  after  Thomas  A.  Edison  placed  in  operation  in  New  York  City  the 
world's  first  practical  electric  central  station,  that  the  distribution  of  natural 
gas  in  the  country  could  be  said  actually  to  have  begun  as  a  commercial 
activity. 

The  early  years  of  each  of  these  major  divisions  of  public  service  were 
characterized  by  competition  "in  kind,"  the  lack  of  which  the  Federal  Trade 
Commission  deplored  in  Monograph  No.  36.  At  one  time  New  York  had 
no  less  than  four  competing  electric  utilities;  Chicago,  likewise,  was  once 
served  by  four  manufactured  and  one  natural  gas  utility,  and  by  two  electric 
systems;  and  Pittsburgh,  exclusive  of  its  suburbs,  still  is  served  by  three 
natural  gas  utilities,  each  operating  largely  in  different  sections  of  the  city. 
But  cruel  experience  soon  demonstrated  that  competition  in  public  services 
"in  kind"  in  the  same  areas  was  not  in  the  public  interest. 

For  it  quickly  became  evident  that  the  demand  for  either  manufactured 
or  natural  gas  or  for  electricity  in  American  communities  was  inadequate 
to  support  duplicate  sets  of  utility  facilities,  which,  because  of  their  peculiar 
characteristics,  were  able  to  turn  their  capital  at  an  average  rate  of  once  in 
not  less  than  five  and  one  half  years.  The  competition  that  had  arisen  in 
these  service  fields  generally  resulted  in  the  bankruptcy  of  one  or  more 
of  the  competitors,  or  in  their  merging  into  a  single  operating  unit,  or  in 
a  division  of  the  service  area  between  them.  In  very  few  instances  were 
competing  gas  or  electric  utiHties  able  to  survive,  or  to  prosper  if  they  con- 
tinued in  operation.  One  of  the  few  instances  of  active  competition  in  the 
public  utility  field  today  exists  in  Seattle,  where  that  community  and  a  pri- 
vately owned  utility  each  operates  a  city-wide  system  capable  of  meeting  the 
complete  electric  service  needs  of  the  entire  community.  And  the  duplica- 
tion of  costs  arising  from  the  operation  of  these  competing  systems,  a  sum 
of  more  than  $3,000,000  annually,  represents,  according  to  the  1938  annual 
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report  of  the  Seattle  Department  of  Lighting,  "a  complete  waste  that  is 
paid  only  by  the  people  in  their  light  bills.'' 

Nevertheless,  competition,  in  kind  or  otherwise,  continues  to  exist  in  gas 
and  electric  service  fields  in  all  sections  of  the  country  today.  Many  indus- 
trial concerns,  whose  manufacturing  processes  call  for  large  quantities  of 
live  steam,  and  many  large  office  buildings,  with  space  and  water  heating 
demands  of  substantial  proportions,  find  it  more  economical  to  generate 
their  own  electric  energy  than  to  buy  it  from  central  stations.  Some  of  them 
even  find  it  advantageous  to  sell  surplus  energy  to  near-by  consumers,  who 
might  otherwise  become  customers  of  electric  utilities.  Other  industries, 
requiring  considerable  supplies  of  coke,  are  producers  of  manufactured  gas, 
some  of  which  may  be  sold  in  competition  with  local  distributors'  of  manu- 
factured or  natural  gas.  And  alternative  services  obviously  are  in  constant 
competition  with  each  other,  and  with  cheaper,  if  less  convenient,  substi- 
tutes. Competition  of  this  variety  is  healthy,  and  serves  as  an  incentive  to 
increased  efficiency  in  utility  operation.  But  competition  "in  kind"  between 
utility  systems  rendering  similar  services,  the  lack  of  which  the  Federal 
Trade  Commission  deplores,  is  destructive  of  capital  and  costly  to  ultimate 
consumers. 

Much  of  the  foregoing  discussion  of  the  Federal  Trade  Commission's  con- 
cern over  the  lack  of  competition  "in  kind"  in  the  production  or  purchase, 
the  movement  to  market,  and  the  local  distribution  of  „  nomination  bv 
natural  gas  applies  with  equal  force  to  the  stress  the  Mai  or  GrouiDS 
Commission  repeatedly  lays  in  Part  I  of  T.N.E.C.  Mono- 
graph No.  36  on  the  fact  that  four  major  groups — the  "Big  Four" — dominate 
natural  gas  transmission  in  the  United  States,  through  control  of  approxi- 
mately 80  per  cent  of  the  natural  gas  trunk  pipe  lines  east  of  the  Rocky 
Mountains.  There  are,  nevertheless,  a  few  pertinent  phases  of  this  portion 
of  the  Commission's  complaint  that  might  now  be  considered  with  profit. 

The  Commission,  for  instance,  points  a  suspicious  and  accusing  finger  at 
the  fact  that  "there  does  not  exist  today  what  may  be  termed  a  single  im- 
portant independent  natural  gas  trunk  line  from  an  important  gas  field  to 
any  distant. large  use  center"  (p.  71).  But  comparable  conditions  exist  in 
many  fields  of  American  enterprise.  There  is  not  an  independent  long- 
distance telephone  system  of  importance  in  the  country  today.  There  are 
but  two  nation-wide  telegraph  systems  in  the  United  States,  one  of  which 
has  been  in  receivership  for -years.  Aside  from  the  "Big  Three,"  there  is 
not  a  single  important  manufacturer  of  a  complete  line  of  motor  vehicles 
in  the  country  today. 

Long-distance  natural  gas  transmission  lines,  as  the  Commission  has  noted, 
require  exceedingly  large  sums  of  capital  for  their  construction,  and  since 
the  capita]  devoted  to  these  undertakings  must  always  receive  its  annual 
wage  these  lines  must  begin  to  operate  at  a  profit  within  a  reasonable  time. 
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Otherwise,  the  burden  of  capital  hire  crushes  them  into  receivership.  But, 
unfortunately,  natural  gas  use  and  revenues  from  sales  are  subject  to  wide 
variation.  For  instance,  natural  gas  sales  in  thousands  of  cubic  feet  in  the 
United  States  during  1932  were  nearly  16  per  cent  below  those  of  1929,  while 
revenues  from  gas  sales  declined  almost  9  per  cent.  This,  obviously,  was 
one  of  the  products  of  the  business  depression  that  hit  the  land  with  ter- 
rific impact  during  the  early  years  of  the  last  decade.  And  the  toll  it  took 
of  natural  gas  pipe-line  undertakings  seems  to  have  been  overlooked  by  the 
Federal  Trade  Commission.  In  the  following  tabulation,  the  pertinent  data 
concerning  the  more  important  natural  gas  trunk  lines  built  during  the  past 
15  years  are  presented: 

Natural  Gas  Pipe  Lines  Established  Between   1926  and  1930 
(Original  compilation,  based  on  Moody's  Manual  of  Public  Utilities) 

Date  of  Principal  Date  of 

System                                                                   incorporation  Marf^et  Service 

Colorado  Interstate  Pipe  Line  Company    1927  Denver  1927 

Southern  Natural  Gas  Company  i    1928  Mobile  1930 

Northern  Natural  Gas  Company   1930  Omaha,  Des  Moines  1934 

&  Minneapolis  ^ 

Interstate  Natural  Gas  Company,  Incorporated    1926  Baton  Rouge  &  1927 

New  Orleans 

Mississippi  River  Fuel  Corporation    1928  St.    Louis  1932 

Natural  Gas  Pipe  Line  Company  of  America.  .    1930  Chicago  1931 

Panhandle  Eastern  Pipe  Line  Company  ^    ..  .    1929  Detroit  1936 

El  Paso  Natural  Gas  Company   1928  El  Paso  1928 

Memphis  Natural  Gas  Company    1928  Memphis  1929 

1  Succeeded  in  May,  1935,  by  Southern  Natural  Gas  Corporation. 

2  Serving  mixed  gas   (natural  and  manufactured). 

3  Name  changed  from  Interstate  Pipe  Line  Company  in  May,   1930. 

Only  one  of  the  newly  constructed  natural  gas  pipe-line  systems  listed 
above  was  wholly  independent,  since  each  of  the  other  eight  had  at  least 
one  strong  utility  or  petroleum  system  interested  financially  in  its  control. 
Only  Southern  Natural  Gas  Company  was  conceived  and  constructed  as  an 
independent  undertaking;  although  its  control  eventually  passed  to  a  hold- 
ing company,  that  system  was  wholly  independent  of  any  dominant  factor 
in  the  natural  gas  field.  But  the  financial  integrity  of  all  nine  of  these 
newly  constructed  systems  fell  into  the  same  pattern  during  the  crucial  days 
of  1929-33.  Each  of  them,  because  in  large  part  of  the  business  depression 
that  ravaged  the  country  during  those  years,  was  in  dire  financial  shape. 
Seven  of  the  nine  projects,  controlled  by  financially  powerful  groups,  were 
kept  afloat,  although  some  of  their  backers  became  gray  in  worry  over 
them.  Another,  with  a  strong  and  a  feeble  partner,  escaped  bankruptcy 
only  because  the  strong  partner  assumed  the  obUgation  of  the  weaker  to  pro- 
vide the  required  capital.  And  the  other,  wholly  independent,  had  to  seek 
refuge  under  Amendment  77-B  of  the  National  Bankruptcy  Act. 

Under  these  conditions,  the  question  may  be  pertinent  as  to  what  merit 
may  be  contained  in  the  Federal  Trade  Commission's  complaint  that  "there 
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does  not  exist  today  what  may  be  termed  a  single  important  independent 
natural  gas  trunk  line  from  an  important  gas  field  to  any  distant  large-use 
center."  Each  of  the  above-listed  projects  was  built  in  the  "good  old  days" 
on  prospective  earning  power,  and  when  that  earning  power  evaporated 
under  the  heat  of  depression  only  those  with  sufficiently  strong  financial 
backing  were  able  to  weather  the  storm. 

Still  another  phase  of  the  natural  gas  pipe-line  situation  in  the  United 
States,  which  the  Commission  complains  is  "closely  controlled  or  domi- 
nated" by  the  "Big  Four"  systems,  involves  a  characteristic  of  the  industry 
previously  discussed  in  part.  Although  natural  gas  once  withdrawn  from 
the  earth  and  consumed  or  wasted  cannot  be  restored  by  human  effort, 
natural  gas  transporters  and  distributors  can,  as  a  practical  matter,  protect 
their  consumers  from  decreasing  supplies  through  the  procurement  of  addi- 
tional gas  from  newly  developed  fields.  Practically  every  new  discovery  of 
natural  gas  over  the  past  score  of  years,  however,  has  been  in  areas  far  re- 
moved from  major  consuming  centers.  This  has  forced  the  larger  natural 
gas  systems  of  the  country,  with  obUgations  to  hundreds  of  thousands  of 
consumers,  to  expand  their  ownership  of  natural  gas  pipe  hnes.  And,  ob- 
viously, as  these  systems  build  additional  mileage  to  reach  new  and  distant 
fields,  their  per  cent  of  ownership  of  the  national  pipe-line  mileage,  which 
the  Commission  views  as  "control"  or  "domination"  of  business,  is  bound 
to  increase. 

This  condition  leads  naturally  to  the  third  phase  of  the  Federal  Trade 
Commission's  complaint — that  these  major  systems,  dominating  the  nation's 
pipe  lines,  have  deliberately  strangled  independent  un-      q  < '  g+ranfflina- 
dertakings  seeking  to  enter  the  natural  gas  transporta-  _    ,  .     ^ 

riTAi-i-i  £•  I-       i>-  Independent 

tion  field.    And  m  this  phase  or  its  complaint,  the  Com-  „   .         .       , , 

.  .  EnteriDrises 

mission  has  centered  its  criticism  largely  on  Columbia 

Gas  &  Electric  Corporation,  which,  it  contends,  either  by  direct  accusation 
or  innuendo,  deliberately  sabotaged  two  independent  pipe-line  projects. 

The  possibility  of  exhaustion  of  natural  gas  supphes  is  one  of  the  ever- 
present  hazards  facing  natural  gas  utilities.  To  an  extensive  system  like 
that  operated  by  Columbia  Gas  &  Electric  Corporation,  which  supplies  gas 
to  approximately  1,200,000  customers  in  more  than  1,200  communities  or 
areas  with  an  aggregate  population  of  about  5,000,000,  the  adequacy  of 
natural  gas  reserves  to  meet  the  future  demands  of  its  customers  spells  the 
difference  between  continued  success  and  ultimate  failure.  Because  of  its 
large  investment  in  natural  gas  reserves  in  the  Appalachian  field,  the  Co- 
lumbia system  has  been  able  to  provide  adequately  for  the  requirements 
of  not  only  more  than  1,100,000  residential  consumers  but  also  of  numerous 
large  industrial  enterprises.  Nevertheless,  despite  its  large  ownership  of 
leases  of  gas-bearing  lands,  the  Columbia  system  has  in  the  past  decade 
purchased  more  than  half  the  gas  it  has  distributed  to  its  customers  from 
independent  producers  in  the  fields  reached  by  its  pipe  hnes. 


634     FACT  AND  FANCY  IN  THE  T.N.E.C.  MONOGRAPHS 

The  principal  source  of  the  system's  natural  gas  in  the  past  has  been  wells 
in  various  parts  of  the  Appalachian  field,  located  in  West  Virginia,  Ken- 
tucky, Ohio,  Pennsylvania,  and  New  York.  During  a  period  of  more  than 
thirty  years,  however,  an  enormous  volume  of  natural  gas  has  been  with- 
drawn from  this  field.  While  the  remaining  volume  is  still  very  large,  it 
became  increasingly  evident  to  the  system's  experts  more  than  a  decade  ago 
that  this  source  of  supply,  in  the  face  of  increasing  withdrawals,  ultimately 
would  not  produce  sufficient  gas  to  meet  the  expanding  needs  of  its  cus- 
tomers. Additional  sources  of  supply  for  the  future  had  to  be  found  to 
insure  its  ability  adequately  and  continuously  to  fulfill  the  demands  for 
gas  likely  to  be  made  upon  it. 

Primarily  for  the  purpose  of  securing  these  reserves  for  the  future,  Co- 
lumbia Gas  &  Electric  Corporation,  in  1930,  through  Columbia  Oil  &  Gaso- 
line Corporation,  acquired  a  50  per  cent  interest  in  the  Panhandle  Eastern 
Pipe  Line  Company,  an  independent  undertaking  engaged  in  the  construc- 
tion of  a  natural  gas  pipe  line  from  the  Panhandle  fields  of  Texas  and  Okla- 
homa to  the  Illinois-Indiana  border.  Both  the  completion  of  this  line  and 
the  subsequent  arrangements  to  provide  natural  gas  to  the  City  of  Detroit 
through  the  Detroit  City  Gas  Company  (later  called  Michigan  Consolidated 
Gas  Company)  were  accomplished  largely  through  the  co-operation  of  the 
Columbia  organization.  Although  not  susceptible  of  proof,  it  is  doubtful 
that  successful  consummation  of  this  program  could  have  been  achieved 
without  the  assistance,  financial  and  other,  which  the  Columbia  system 
rendered  the  undertaking. 

Because  in  part  of  the  ravages  of  the  depression,  but  also  because  of  their 
financial  frailty  at  the  start,  some  of  the  parties  participating  in  the  promo- 
tion of  the  Panhandle  line  were  unable  to  maintain  their  positions  in  the 
company's  securities.  In  a  frantic  endeavor  to  gain  some  advantage  they 
protested  to  the  U.  S.  Department  of  Justice  regarding  Columbia's  ability 
to  carry  out  its  part  of  the  financing.  Basing  its  action  largely  on  their  rep- 
resentations and  complaints,  the  Justice  Department  filed  suit  against  Co- 
lumbia Gas  &  Electric  Corporation,  claiming  infringement  of  the  antitrust 
laws,  and  seeking  to  require  divestiture  of  control  on  the  part  of  Columbia 
over  the  management  and  operations  of  the  Panhandle  Company.  While 
Columbia  denied  the  accusations  in  this  complaint,  which  never  came  to 
trial,  a  consent  decree  was  entered  into  in  1936,  which  has  since  continued 
in  effect.  The  purpose  of  this  decree  was  ultimately  to  accomplish  such 
divestiture,  which,  however,  would  enable  the  Columbia  system  to  bargain 
at  arm's  length  with  the  Panhandle  Company  or  others  for  a  supply  of 
natural  gas  necessary  to  supplement  the  continuing  supply  obtained  from 
the  Appalachian  field. 

The  Federal  Trade  Commission's  complaint  that  the  four  major  natural 
gas  systems  in  the  United  States,  controlling  about  80  per  cent  of  the  natural 
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gas  trunk  pipe  lines  east  of  the  Rockies,  have  indulged      .    -.    ,  ., 
in  "seeming  arbitrary  or  monopolistic  practices,"  the  re-         m  *   t 
suit  of  which  generally  has  been  the  establishment  of  f  TT'   h  P  '  p 

wholesale  and  retail  natural  gas  prices  at  "what  the 
traffic  would  bear,"  would  appear  to  have  no  foundation  in  fact.  Nor  would 
there  appear  to  be  any  merit  in  its  claims  that  "control  of  pipe  lines  makes 
possible  control  of  natural  gas  prices,  both  at  the  source  and  at  the  con- 
suming end,"  and  that  city  gate  prices  (the  prices  at  which  gas  is  sold  by 
pipe  lines  to  local  distributing  systems  for  resale  to  ultimate  consumers) 
"probably  reflect"  the  influence  of  "competitive  cost  to  the  buyer  of  obtain- 
ing similar  substitute  energy  supplies  at  the  localities  of  delivery  and  the 
bargaining  powers  of  the  interested  parties." 

In  passing  it  should  be  mentioned  that  the  Federal  Trade  Commission 
makes  no  attempt  to  show  how  it  thinks  increased  competition  for  purchase 
of  natural  gas  at  the  well  mouth  will  tend  to  lower  the  prices  paid. 

The  phrase  "what  the  traffic  would  bear"  is  generally  construed  to  indi- 
cate that  charges  are  formulated  to  yield  the  greatest  possible  returns  with- 
out regard  for  economic  benefits  to  the  purchaser.  Such  a  charge,  however, 
cannot  hold  against  natural  gas  rates  in  the  great  majority  of  American 
communities.  In  selling  natural  gas  in  large  volume  for  industrial  uses  the 
seller  must  compete  with  other  fuels  or  forms  of  energy,  such  as  coal,  oil, 
and  electricity,  and  he  is  strictly  limited  by  the  economic  advantages  to  the 
user  of  one  form  of  energy  over  the  other.  Moreover,  in  the  sale  of  natural 
gas  for  domestic  consumption  to  many  millions  of  householders  in  the 
United  States,  utilities  have  supplied  natural  gas  at  prices  which  are  very 
much  below  therm  rates  for  manufactured  gas. 

To  illustrate,  manufactured  gas  usually  contains  about  530  B.T.U.'s  per 
cubic  foot,  while  the  heat  units  in  a  similar  quantity  of  natural  gas  are  gen- 
erally twice  that  amount.  But  the  prices  charged  householders  for  natural 
gas  are,  on  the  average,  about  half  the  charges  for  manufactured  gas,  and, 
on  that  basis,  residential  purchasers  receive  roughly  four  times  as  much 
heat  for  their  money  in  the  purchase  of  natural  gas  as  they  do  when  they 
buy  manufactured  gas.  To  be  sure,  the  sale  of  natural  gas  to  householders 
at  very  low  rates  has  developed  other  residential  uses  which  could  not  be 
served  economically  with  manufactured  gas,  thereby  resulting  in  substan- 
tially expanded  sales  of  gas  to  residential  users. 

And  in  addition,  the  permissible  selHng  price  of  all  natural  gas  which 
crosses  state  lines,  and  thereby  becomes  interstate  commerce,  is  under  the 
full  control  of  the  Federal  Power  Commission,  while  the  distribution  and 
sale  of  natural  gas  in  intrastate  commerce,  including  prices  charged  local 
consumers,  is  subject  to  control  by  state  regulatory  commissions.  The  sales 
price  of  no  form  of  energy  in  general  use  throughout  the  United  States, 
competitively  provided  or  otherwise,  is  under  closer  supervision  and  control 
for  the  protection  of  ultimate  consumers  than  that  of  natural  gas. 


636     FACT  AND  FANCY  IN  THE  T.N.E.C.  MONOGRAPHS 

In  the  early  days  of  natural  gas  service,  and  even  as  late  as  1907  when 
public  regulation  of  public  services  began  to  be  adopted  by  the  various 
states,  it  is  likely  that  some  natural  gas  systems  were  able  to  dictate  the 
prices  at  which  natural  gas  was  sold  at  wholesale  to  local  distributing  agen- 
cies and,  where  these  local  systems  were  directly  or  indirectly  owned,  pos- 
sibly even  the  prices  at  which  gas  was  sold  to  ultimate  consumers.  But  it 
definitely  was  not  true  in  mid-1940,  when  the  Commission  wrote  the  natural 
gas  report  which  comprises  Part  I  of  the  T.N.E.C.  Monograph  No.  36. 

In  the  first  place,  public  service  commissions  with  power  to  regulate  the 
conditions  under  which  natural  gas  was  sold  at  retail  under  their  jurisdic- 
tion had,  by  that  time,  been  established  in  most  of  the  states— especially 
those  with  large  populations. 

In  the  second  place,  state  regulatory  bodies,  since  February  29,  1932,  have 
been  empowered  to  demand  positive  evidence  that  the  wholesale  prices  of 
natural  gas,  transported  across  state  lines  but  sold  at  city  gates  to  purely 
intrastate  distributors  for  resale  to  ultimate  consumers,  were  fair  and  reason- 
able, if  doubt  existed  that  these  prices  had  been  established  at  arm's  length 
bargaining.  So  said  the  decision  of  the  U.  S.  Supreme  Court  in  the  Western 
Distributing  Company  vs.  Public  Seri/ice  Con:  mission  of  Kansas  case,  de- 
livered that  day.  Its  effect  was  to  authorize  state  utility  commissions  to 
investigate  production  and  transmission  costs  of  natural  gas,  incurred  beyond 
state  boundaries,  in  the  determination  of  reasonable  intrastate  rates. 

And,  in  the  third  place,  the  Natural  Gas  Act  of  1938,  effective  June  21st 
of  that  year,  vested  the  Federal  Power  Commission  with  jurisdiction  over 
all  city  gate  rates  for  natural  gas  transported  in  interstate  commerce. 

The  Commission  was  fully  aware  that  the  first  and  third  of  these  forms 
of  regulation  were  in  effect  at  the  time  its  report  was  being  prepared.  On 
page  41  of  the  monograph,  the  Commission  said: 

Comparison  might  be  made  between  city  gate  prices  of  natural  gas  and  the 
final  prices  paid  by  consumers  attached  to  local  utility  distribution  systems. 
These  spreads  are  often  considerable  but  they  are  purely  within  the  purview 
of  local  and  state  regulatory  bodies.     [Italics  supplied.] 

And,  with  respect  to  the  Natural  Gas  Act  of  1938,  the  Commission  said 
on  page  222: 

By  authority  of  and  in  accordance  with  the  provisions  of  the  act,  the  Federal 
Power  Commission  may  fix  reasonable  rates  and  charges,  investigate  and  ascer- 
tain the  actual  cost  of  properties  of  any  and  every  natural  gas  company,  grant 
permits,  issue  certificates  of  convenience  and  necessity,  order  extensions  of 
facilities,  require  companies  to  carry  proper  depreciation  accounts,  and  issue 
other  orders  not  inconsistent  with  its  authority  under  the  act. 

The  Commission's  putative  claims  of  control  of  prices  charged  ultimate 
consumers  and  the  fixing  of  prices  at  "what  the  traffic  would  bear"  by  large 
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natural  gas  systems  may  have  been  due,  of  course,  to  its  lack  of  familiarity 
with  certain  characteristics  of  natural  gas  service.  For,  while  it  is  undoubt- 
edly true  that  prices  have  been  related  to  "what  the  traffic  would  bear,"  it 
is  unfair  to  insinuate  that  natural  gas  either  could  have  or  should  have  been 
sold  at  much  lower  prices.  As  a  matter  of  fact,  natural  gas  often  has  been 
sold  at  too  low  a  price,  that  is,  below  cost,  and  there  is  every  reason  to  be- 
lieve that  far  more  harm  has  been  done  by  low  prices  than  high  prices. 
The  experience  of  the  New  York  State  gas  fields  is  evidence  of  this  fact; 
because  of  low  prices  the  valuable  natural  gas  resources  of  that  state  were 
rapidly  exhausted  and  no  one — not  even  the  producers — benefited.  The 
plain  economics  of  the  natural  gas  business  should  always  be  recognized. 
There  are  few  places  in  the  country  where  natural  gas  can  compete  with 
either  coal  or  oil  on  a  straight  B.T.U.  basis,  but  in  most  every  place  it  can 
be  sold  at  therm  prices  far  below  those  of  manufactured  gas  and  electricity. 
Generally  speaking,  its  actual  utilization  efficiency  on  a  B.T.U.  basis  is 
greater  than  that  of  either  coal  or  oil,  the  same  as  that  of  manufactured  gas, 
and  less  than  that  of  electricity.  Its  selling  price,  therefore,  should  be  gov- 
erned by  these  factors,  together  with  the  factor  of  increased  cost  as  it  is 
transported  and  delivered  away  from  the  production  field. 

The  Acting  Director  of  the  U.  S.  Bureau  of  Mines  explained  the  mount- 
ing cost  of  natural  gas  in  these  words: 

"It  is  apparent  that  the  continually  increasing  distance  over  which  natural 
gas  is  being  piped  is  an  important  factor.  The  cost  of  production  in  the 
older  areas  of  production  and  supply  undoubtedly  has  increased  and  cor- 
respondingly has  influenced  the  value  of  the  gas." 

One  of  the  fundamental  objectives  of  government  regulation  of  pubhc 
utihty  services,  however,  is  to  effect  a  steady  reduction  in  the  prices  charged 
ultimate  consumers.    When  the  characteristics  of  a  spe-  Natural  Gas 

cific  public  service  necessarily  are  productive  of  steadily  .    p„iji;g 

rising  prices  instead,  it  is  perhaps  only  natural  that  over-  .. 

zealous  public  servants,  lacking  in  understanding  of 
natural  gas  economics,  will  doubt  the  motives  of  its  managements.  That 
may  account  for  the  critical  attitude  assumed  by  the  Federal  Trade  Commis- 
sion toward  the  natural  gas  and  natural  gas  pipe  line  industries,  not  only  in 
its  report  of  December  1935,  but  in  the  report  comprising  Part  I  of  T.N.E.C. 
Monograph  No.  36. 

The  Federal  Trade  Commission  has  repeatedly  stated  in  its  natural  gas 
report,  comprising  Part  I  of  T.N.E.C.  Monograph  No.  36,  that  the  major 
natural  gas  companies  of  the  country  have  pre-empted  the  transmission  of 
natural  gas  from  producing  areas  to  markets  through  the  construction  of 
their  own  lines,  and  have  conducted  their  operation  in  such  a  manner  as 
to  stifle  competition.  And  the  Commission  further  contends  that,  other- 
wise, this  service  might  have  been  provided  by  the  construction  of  so-called 
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independent  pipe  lines,  which  would  have  been  available  as  common  car- 
riers, acting  for  producers  and  distributors  alike,  for  the  movement  of  gas 
from  distant  producing  areas  to  consumption  centers.  This  fallacious  theory 
could  never  be  entertained  by  anyone  having  practical  knowledge  of  natural 
gas  operations.  There  is  no  analogy  in  the  long-distance  transmission  of 
natural  gas  to  the  common-carrier  operations  of  railroads  or  oil  pipe  lines. 

An  independent  natural  gas  pipe  line  would  never  be  undertaken  by  any 
but  irresponsible  promoters  and  could  not  be  successfully  financed,  without 
the  assurance  of  an  adequate  supply  of  natural  gas  at  the  producing  end, 
and  an  assured  market  for  the  gas  at  its  distribution  terminal.  No  respon- 
sible large  wholesale  purchaser  of  natural  gas  for  distribution  to  existing 
and  prospective  consumers  would  dare  place  reliance  on  the  ability  of  a 
pipe-line  company  to  furnish  an  uninterrupted  supply  of  gas  without  posi- 
tive knowledge  that  it  had  firm  and  adequate  sources  of  supply  in  produc- 
tion areas.  And,  vice  versa,  no  pipe-line  company  of  integrity  could  contract 
for  adequate  supplies  of  natural  gas  in  the  fields  without  having  an  assured 
market  for  that  gas  at  the  distribution  terminal.  The  economic  and  engi- 
neering factors  affecting  these  situations  inevitably  have  led  to  the  construc- 
tion of  large  pipe  lines  only  by  systems  having  control  of  natural  gas  pro- 
duction, or  of  distribution  markets,  or  of  both. 

The  dominant  and  controlling  factor  in  the  construction  and  successful 
operation  of  a  long-distance  natural-gas  pipe  line  is  the  certain  and  con- 
tinued protection  of  ultimate  consumers  in  the  innumerable  consumption 
centers  it  serves.  And  the  primary  condition  involved  in  these  undertakings 
is  the  wilHngness  of  consumers  to  pay  a  price  for  service  that  represents  a 
fair  and  reasonable  return  on  the  capital  embarked  in  these  enterprises,  by 
the  producers  of  natural  gas  in  distant  fields,  by  its  transporters  from  pro- 
duction areas  to  use  centers,  and  by  its  distributors  to  ultimate  consumers. 
No  abstract  or  seemingly  plausible  doctrine  of  public  policy,  having  for  its 
objective  the  fostering  of  competitive  conditions  applicable  to  other  lines  of 
endeavor,  should  be  permitted  to  interfere  with  the  rendering  of  adequate, 
dependable,  and  economical  natural  gas  service  to  the  homes  and  factories 
of  America. 


PART   II.    AGRICULTURAL   IMPLEMENT   AND   MACHINE 

INDUSTRY 

Part  II  of  Monograph  No.  36  (pp.  223-257)  is  a  summary  of  the  Federal 
Trade  Commission's  1938  Report  on  the  Agricultural  Implement  and  Ma- 
chine Industry  and  some  material  from  two  prior  reports  in  1913  and  in 
1920.  To  this  is  added  a  "Memorandum  concerning  indications  of  compli- 
ance on  the  part  of  large  manufacturers  in  the  agricultural  implement  in- 
dustry with  recommendations  made  by  the  Federal  Trade  Commission  in  an 
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effort  to  eliminate  undesirable  trade  practices  with  resulting  benefits  to  the 
public"  (pp.  250-257). 

The  summary  notes  the  early  history  of  the  industry;  the  complaints  of 
farmers  of  disparity  between  prices  of  farm  machinery  and  the  prices  of 
farm  prt)ducts;  the  depressed  condition  of  agriculture;  the  increase  in  farm 
tenancy;  the  reduction  in  farmers'  cash  income;  and  the  increase  in  forced 
sales  and  mortgage  foreclosures.  This  is  followed  (p.  227)  by  comments 
on  the  organization  of  the  industry  and  figures  showing  the  shifts  in  the 
proportion  of  total  U.  S,  sales  by  various  larger  members  of  the  industry 
in  the  years  1921,  1929,  1935,  1936,  and  1937,  and  the  degree  of  concentration 
of  the  total  business  in  the  ten  largest  companies  in  the  industry.  The  re- 
port states  (p.  228) : 

The  ten  largest  companies  do  approximately  89  per  cent  of  the  total  business 
in  the  United  States.  On  15  representative  implements  the  business  is  concen- 
trated to  the  extent  of  75  to  100  per  cent  in  the  hands  of  4  to  8  companies, 
offering  comparatively  easy  opportunities  for  price  leadership  and  relaxation  of 
competition. 

It  is  to  be  noted,  by  the  way,  that  Part  III  of  the  same  monograph  (Re- 
port on  the  Motor  Vehicle  Industry  Inquiry),  which  finds  a  much  higher 
degree  of  concentration  in  the  motor  vehicle  industry,  draws  no  such  impli- 
cation from  that  situation,  but  on  the  contrary,  finds  intense  competition. 

The  summary  finds  that  internal  control  of  the  largest  companies  is  some- 
what concentrated,  but  no  evidence  of  interlocking  control  between  these 
companies  either  by  directors  or  common  stockholders.  There  is  brief  com- 
ment on  the  location  of  plants  in  the  industry;  the  nature  of  the  factory 
equipment;  the  character  of  labor  required;  the  seasonal  nature  of  the  work; 
and  general  comments  on  the  extent  of  unionization,  the  work  week,  and 
wage  rates.  This  is  followed  (p.  229)  by  a  summary  of  the  wholesale  dis- 
tribution system  of  different  members  of  the  industry,  some  through 
company-owned  branch  houses,  some  through  independent  jobbers  or 
wholesalers,  some  direct;  and  there  is  a  short  comment  on  the  methods  of 
sales  financing.  The  Commission  expresses  the  opinion  that  the  methods 
of  sales  financing  and  the  ability  to  deliver  a  full  line  of  equipment  tend 
to  favor  the  larger  companies. 

The  Commission,  considering  the  extent  to  which  all  companies  rely  upon 
independent  retailers  for  sales  of  farm  equipment,  comments  adversely  upon 
pressure  that  it  found  had  been  exerted  at  times  upon  dealers  by  some  manu- 
facturers to  take  the  full  line  of  products  adapted  to  their  market  and  to 
exclude  competing  items.    The  Commission  states,  however  (p.  230)  : 

Since  the  publication  of  the  Commission's  1938  report,  calling  attention  to 
the  practice  of  full  line  forcing,  the  International  Harvester  Company  has  issued 
letters  to  its  sales  force  and  to  dealers,  stating  that  all  dealers  are  free  to  carry 
the  products  of  other  manufacturers.     Full  line  forcing  has  never  been  a  uni- 
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versal  practice,  and  may  be  held  at  a  minimum  by  keeping  the  situation  under 
public  observation. 

And  it  remarks,  as  to  the  so-called  "curbstone  dealer": 

The  curbstone  dealer  represents  an  element  of  freedom  in  the  industry,  pre- 
venting the  establishment  of  a  fully  effective  retail  monopoly  by  the  established 
dealers. 

There  is  also  a  short  reference  to  co-operative  stores  and  methods  and  to 
the  increasing  share  of  the  retail  implement  business  done  by  retail  branches 
of  mail-order  houses. 

The  Commission  then  reviews  the  activities  of  the  two  Retail  Trade  As- 
sociations in  the  industry  and  of  the  Farm  Equipment  Institute,  the  trade 
association  of  the  manufacturers.  It  comments  adversely  (pp.  231,  232)  upon 
the  manner  in  which  a  study  of  "Changes  in  Quality  Values  of  Farm  Ma- 
chines between  1910-14  and  1932"  was  conducted,  without,  however,  seri- 
ously disputing  the  substance  of  the  study. 

The  truth  is  that  governmental  reports  themselves  testify  to  the  increased 
value  received  by  the  farmer  for  purchases  of  agricultural  machinery.  The 
great  increase  in  tractors  on  farms  occurred  between  1920  and  1930 — from 
246,000  to  920,000.  By  1935,  despite  the  early  depression  years,  there  were 
1,048,000  farm  tractors  and  by  January  1,  1942,  a  total  of  1,800,000  (U.  S. 
Department  of  Agriculture,  Bureau  of  Agricultural  Economics  bulletin, 
February,  1942).  It  is  likewise  interesting  to  note  that  "more  than  half  of 
the  total  tractors  on  farms  January  1,  1941,  were  less  than  5  years  old" 
{ibid.).  Tractor  developments  in  recent  years  include  the  one-plow  tractor, 
rubber  tires  for  tractors,  higher-speed  and  higher-compression  motors,  and 
higher  drawbar  horsepower  {ibid.). 

Sherman  E.  Johnson,  head  of  the  Farm  Management  and  Costs  Division 
of  the  Bureau  of  Agricultural  Economics,  testified  before  the  Tolan  Con- 
gressional Committee  (Department  of  Agriculture  bulletin,  February  13, 
1942)  that 

".  .  .  certain  [farm]  machines  are  not  only  definitely  of  a  labor-saving 
character  but  they  also  facilitate  performing  the  farm  operations  in  proper 
season,  and  may  therefore  increase  both  the  quantity  and  quality  of  the 
output." 

The  importance  of  this  in  the  wartime  need  for  increased  agricultural 
output  and  the  wartime  shortage  of  farm  labor  is  seen  in  the  fact  that  each 
new  tractor  (not  replacements) — 

".  .  .  will  save  approximately  450  hours  of  man  labor  annually  if  used  on 
operations  to  which  it  is  adapted,  and  if  fitted  with  complementary  equip- 
ment. Each  grain  combine  cutting  220  acres  of  grain  will  save  1,000  hours 
of  labor  annually  compared  with  binder  and  stationary  thresher  harvesting. 
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A  new  corn  picker  will  save  about  420  hours  on  140  acres  of  corn  compared 
with  hand  picking,  and  a  new  milking  machine  if  used  on  a  herd  of  18 
cows  will  save  about  450  hours  of  hand-milking.  It  is  evident  that  ma- 
chinery is  a  very  important  substitute  for  labor  on  many  farms." 

And  note  this  tribute  to  ingenuity  {ibid.,  p.  9) : 

"The  recent  trend  in  manufacture  of  machinery  and  et]uipment  has  been 
towards  making  more  adaptable  machines,  and  it  would  be  difficult  to  sug- 
gest any  use  that  has  not  already  been  discovered  by  ingenious  farmers  and 
adopted  by  enterprising  manufacturers.  Of  great  importance  in  the  present 
production  job  are  the  recently  developed  midget  combines,  small  tractors, 
general-purpose  tractors,  and  the  wide  variety  of  adapted  equipment  manu- 
factured especially  for  tractor  use." 

The  increased  value  received  by  the  farmer  is  thus  stated  by  Mr,  Johnson 
of  the  Department  of  Agriculture  {ibid.,  p.  2)  : 

"The  American  farmer  of  today  has  a  larger  power  unit,  his  implements 
and  machines  are  larger,  and  the  rate  of  travel  greater  than  was  the  case 
20  years  ago.    Equipment  has  steadily  increased  the  efficiency  of  labor." 

In  arguing  from  price  statistics  of  the  Bureau  of  Agricultural  Economics 
the  Commission  disregards  figures  of  the  Bureau  of  Labor  Statistics.  If 
it  had  used  them  its  picture  would  have  been  quite  different.  Some  indi- 
cation of  the  difference  in  price  statistics  is  indicated  in  the  following 
analysis : 

(1)  Monograph  No.  36  says  (p.  232): 

According  to  price  statistics  of  the  Bureau  of  Agricultural  Economics,  the 
prices  of  farm  implements  and  machines  as  a  class  rose  58.8  per  cent  from  1913 
to  1929,  while  farm  prices  rose  only  44.5  per  cent. 

According  to  the  Bureau  of  Labor  Statistics'  figures  of  wholesale  prices 
(the  amounts  received  by  the  manufacturers),  the  increase  in  price  of  "agri- 
cultural implements,"  "as  a  class,"  between  1913  and  1929  was  35.4  per  cent — 
or  considerably  less  than  the  increase  in  farm  prices.  (See  B.L.S.  Bulletin 
No.  543,  covering  wholesale  prices  1913  to  1930;  B.L.S.  Bulletin  No.  1434, 
covering  wholesale  prices  1929  to  1940.  Both  use  1926  as  the  base  of  100; 
the  latter  series  includes  a  wider  variety  of  implements,  but  since  each  rep- 
resents the  best  data  available,  and  since  the  new  series  is  more  rather  than 
less  inclusive,  it  seems  logical  to  link  them  together  for  comparison  with 
the  B.A.E.  figures.  It  may  be  observed  that  apparently  the  switch  to  the 
more  inclusive  series  does  not  appreciably  affect  the  validity  of  the  former 
comparison,  since  in  the  less  inclusive  series  the  1929  figure  is  97.9  while 
in  the  more  inclusive  series  it  is  98.7;  in  our  computation  resulting  in  the 
35.4  per  cent  increase  figure  we  used  the  higher  of  the  two  1929  figures.) 

In  short,  the  Federal  Trade  Commission  could  more  accurately  have  said : 
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"According  to  wholesale  statistics  of  the  Bureau  of  Labor  Statistics,  the 
prices  of  farm  implements  and  machines  as  a  class  rose  only  35.4  per  cent 
from  1913  to  1929,  while  according  to  the  Bureau  of  Agricultural  Economics 
farm  prices  rose  44.5  per  cent."  (According  to  the  B.L.S.  the  farm  price 
increase  was  46.7  per  cent.) 

(2)  Monograph  No.  36  says  (p.  232)  that  during  the  depression  years 
1929  to  1933  there  was  only  "slight"  reduction  in  farm  equipment  prices; 
that  "most  of  the  reductions  ranged  from  8  down  to  less  than  1  per  cent 
and  a  few  increased  in  price." 

According  to  the  Bureau  of  Labor  Statistics  (Bulletin  No.  1434),  in  1933 
manufacturers  received  15.4  per  cent  less  for  agricultural  implements  "as  a 
class"  than  they  received  in  1929. 

(3)  Monograph  No.  36  says  that  by  1935  the  "majority"  of  farm  ma- 
chinery prices  "were  already  above  the  1929  level"  (p.  233).  According  to 
the  Bureau  of  Labor  Statistics  (Bulletin  No.  1069),  wholesale  (manufac- 
turers') agricultural  implement  prices  in  1935  were  "as  a  class"  5  per  cent 
below  those  of  1929.  "Farm  machinery"  (a  subdivision  of  "agricultural 
implements")  prices  in  1935  were  6.5  per  cent  below  1929. 

(4)  Monograph  No.  36  says  (p.  233)  that  the  rise  from  1933  to  1935, 
which  it  unjustifiably  alleged  put  1935  prices  above  those  of  1929,  "continued 
through  1937."  And  what  a  "continuance"!  The  price  increase  in  "agri- 
cultural implements"  between  1935  and  1937  was  %  o  of  1  per  cent  according 
to  the  Bureau  of  Labor  Statistics. 

Perusal  of  the  monograph  statements  and  their  comparison  with  the 
B.L.S.  figures  leads  us  to  wonder  whether  the  Federal  Trade  Commission 
economists  are  incompetent  (didn't  know  about  the  B.L.S.  figures)  or  de- 
liberately ignored  conflicting  figures  in  an  endeavor  to  prove  a  point. 

Monograph  No.  36  might  be  supplemented  by  the  observation  that 
(B.L.S.  Bulletin  No.  1434)  wholesale  farm  prices  between  1938  and  1941 
increased  20.3  per  cent,  but  agricultural  implement  prices  declined  2.1  per 
cent. 

Proceeding  with  its  use  of  the  Bureau  of  Agricultural  Economics  figures, 
and  on  their  (doubtful)  authority  comparing  the  fluctuations  in  price  of 
farm  machinery  before,  during,  and  after  the  depression  with  the  extreme 
changes  in  farm  prices  and  income,  the  Commission  concludes  (p.  232) 
that  "if  the  law  of  supply  and  demand  had  been  freely  operating"  prices  of 
farm  equipment  would  have  fluctuated  more  than  they  did.  No  manufac- 
turer, wholesaler,  or  dealer  can  afford  to  ignore  his  own  investment  and 
costs,  and  to  fix  his  prices  on  the  income — and  changes  in  income— of  his 
actual  and  potential  customers.  Certainly  any  fair  examination  of  the  farm 
equipment  industry  would  indicate  that  labor  and  material,  the  two  great 
components  of  all  farm  machinery  costs,  did  not  fluctuate  to  any  real  extent, 
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and  that  consequently  it  is  economic  folly  to  expect  farm  machinery  prices 
to  fluctuate  as  violently  as  the  price  of  wheat. 
The  Commission  offers  this  opinion  (p.  233) : 

The  evidence  at  hand  indicates  that  the  control  of  prices  is  effected  through 
price  leadership  by  the  International  Harvester  Company  and  Deere  &  Com- 
pany. 

and  says  further: 

The  Commission  noted  that  where  such  a  small  nvunber  of  concerns  can 
control  so  large  a  fraction  of  the  business,  the  risks  of  attempting  to  break  in 
with  competitive  price  reductions  are  particularly  great.  To  this  disadvantage 
must  be  added  the  fact  that  the  distribution  system  tends  to  lay  unequal  burdens 
on  the  smaller  concerns,  reducing  their  profits  to  such  a  degree  that  their  ability 
to  offer  lower  prices  is  seriously  impaired. 

The  truth  is  that  well-managed  small  companies  can  compete  with  big 
companies  in  a  successful  manner.  Sometimes,  however,  they  reduce  their 
chance  of  making  a  fair  return  by  seeking  to  cover  too  large  a  territory. 
The  well-operated  small  concern  can  compete,  within  any  reasonable  radius, 
with  a  larger  concern,  depending  upon  its  ability  and  efficiency  in  both 
manufacturing  and  selling.  This  has  been  the  case  in  the  agricultural  im- 
plement industry  over  at  least  30  years. 

The  Commission  follows  with  a  recital  of  price  reductions  following  the 
publication  of  the  1938  Report  and  offers  this  comment  (p.  234) : 

It  is  interesting  to  note  that  price  increases  were  made  in  1937  for  implements 
to  be  sold  in  1938,  after  the  industry  had  experienced  one  of  its  most  prosper- 
ous business  years;  while  after  the  much  less  prosperous  year  1938,  prices  are 
reduced.  In  its  report  submitted  to  Congress  in  June  1938,  the  Commission 
criticized  the  high  prices  of  farm  implements.  It  appears  that  the  leading  com- 
pany in  the  industry  is  anxious  to  correct  practices  criticized  by  the  Commission. 

This  is  followed  by  a  summary  of  the  Commission's  study  of  the  costs 
of  typical  farm  implements  and  machines,  from  which  the  Commission 
draws  the  following  conclusions  (p.  236) : 

The  conclusion  to  be  drawn  from  the  cost  relations  in  agricultural  machinery 
is  that  the  industry  cannot  hope  to  attain  low  costs  in  depression,  and  that  if  the 
industry  should  attempt  to  make  prices  to  cover  costs  on  a  falling  market  the 
result  would  be  a  cumulative  rise  in  price  and  cost  leading  to  complete  paralysis. 
This  relation  is  common  to  industries  with  high  overhead  costs  for  plant  and 
distribution  system. 

According  to  the  common  theory  of  capitalist  business,  the  law  of  supply 
and  demand  should  act  to  keep  prices  down  in  an  industry  of  this  kind,  where 
costs  fall  rapidly  with  rising  volume  of  sales.  The  free  market  offers  no  guaranty 
of  profit  in  time  of  depression;  had  farm  machinery  been  offered  at  low  prices 
in  1932,  the  volume  of  sales  might  not  have  sufficed  to  bring  costs  down  to  the 
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level  of  receipts.  Although  prices  were  kept  at  a  high  level,  relative  to  the 
income  of  consumers,  they  failed  to  cover  costs,  because  of  the  drastic  reduction 
in  sales  volume.  The  Commission  takes  the  position  that  whether  the  market 
in  a  particular  year  will  yield  losses  or  profits,  it  is  in  either  case  more  de- 
sirable to  sell  at  low  prices,  keeping  volume  high  and  costs  at  a  minimum. 

Unless  it  can  be  generally  recognized  that  industries  with  high  fixed  over- 
head must  operate  on  high  volume,  it  will  follow  that  such  industries  may 
properly  attempt  to  meet  rising  costs  by  restricting  production.  If  such  a 
method  of  operation  is  admitted  as  proper,  experience  shows  that  the  effect  is 
general  paralysis  of  business,  excessive  unemployment,  and  mounting  burdens 
on  the  taxpayers. 

The  Commission  states  that  the  average  profit  of  the  majority  of  pro- 
ducers in  the  industry  from  1927  to  1936  was  low.  The  average  profit  of 
all  reporting  companies  was  stated  to  be  7.58  per  cent  over  the  ten  years, 
before  deduction  for  Federal  income  taxes — thus  giving  no  true  picture  of 
the  return  to  stockholders.  Reference  to  the  body  of  the  1938  Report,  from 
which  these  conclusions  were  drawn,  shows  a  variety  of  adjustments  made 
by  the  Commission's  accountants  and  some  confusion,  due  to  inability  in 
some  instances  to  diiTerentiate  between  farm  equipment  and  other  business. 

The  Commission  also  studied  and  analyzed  the  cost  of  certain  implements 
to  the  farmer  in  various  localities.  This  analysis  shows  the  percentage  of 
final  cost  to  farmers  attributable  to  sales  taxes,  freight,  retail  distributors' 
margins,  manufacturers'  realization,  and  net  profit. 

In  its  general  conclusion  the  Commission  states  its  opinion  that  the  un- 
satisfactory situation  with  respect  to  the  farm  machinery  and  implement 
industry,  from  the  public  and  consumer  standpoint,  is  due  primarily  to  the 
inadequate  results  achieved  under  the  Harvester  Sherman  Act  Dissolution 
case  and  to  the  inadequacy  of  Section  7  of  the  Clayton  Act.  The  Commis- 
sion's opinion  is  not  changed  by  the  fact  that  the  International  Harvester 
Company  does  not  control  as  high  a  percentage  of  the  production  of  cer- 
tain farm  implements  and  machines  as  it  did  20  years  ago.  It  further  ex- 
pressed its  belief  that  the  Harvester  Company  was  still  able  to  dictate  the 
price  structure  of  the  farm  machinery  industry. 

The  Commission  reviews  a  number  of  things  which,  it  says,  indicate  the 
existence  of  a  serious  monopolistic  condition  in  the  farm  machinery  indus- 
try; such  as  the  profits  of  the  industry  and  the  companies  within  the  in- 
dustry, the  rigidity  of  farm  machinery  prices,  the  exchange  of  price  lists 
within  the  industry,  evidences  of  dealer  coercion,  etc.,  and  concludes  (p.  238)  : 

The  only  instances  in  which  the  prices  of  farm  machinery  have  been  ma- 
terially reduced  are  those  in  which  competition  has  been  operative — for  example, 
harvesting  machines  prior  to  the  formation  of  International  Harvester  Co.  in 
1902,  and  tractors  during  the  time  that  automobile  manufacture  engaged  in 
their  production. 

Most  of  the  high  degree  of  concentration  which  is  found  in  the  farm  ma- 
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chinery  industry  has  been  the  resuh  of  the  acquisition  of  the  capital  stock  or 
the  assets  of  competitors  prior  to  enactment  of  the  Clayton  Act  and  thereafter 
in  the  purchase  of  assets  of  competitors  rather  than  in  the  purchase  of  their 
capital  stock. 

Members  of  the  industry,  commenting  on  the  above,  contend  that  neither 
the  facts  as  found  in  the  body  of  the  Commission's  report,  nor  other  facts 
as  they  know  them,  justify  the  conclusions  above.  The  statement  that 
tractors  were  reduced  in  price  only  when  automobile  manufacturers  en- 
gaged in  their  production,  they  say,  is  simply  not  true,  and  they  point  out 
that  the  record  of  reductions  in  tractor  prices  is  as  good  or  better  than  that 
of  automobiles  over  the  entire  period  to  date.  They  say  that  at  the  time  of 
the  Commission's  report  no  automobile  manufacturer  had  been  in  tractor 
production  since  1928,  and  that  the  industry's  record  of  prices  of  tractors  is 
a  complete  refutation  of  the  above  statement. 


PART  III.  MEMORANDUM  CONCERNING  INDICATIONS  OF  COM- 
PLIANCE ON  THE  PART  OF  LARGE  MANUFACTURERS  IN  THE 
MOTOR  VEHICLE  INDUSTRY  WITH  RECOMMENDATIONS  MADE 
BY  THE  FEDERAL  TRADE  COMMISSION  IN  AN  EFFORT  TO 
ELIMINATE  UNDESIRABLE  TRADE  PRACTICES  WITH  RESULTING 
BENEFITS  TO  THE  PUBLIC 

The  last  nine  pages  of  Monograph  No.  36  are  devoted  to  the  investiga- 
tion of  the  motor  vehicle  industry  pursuant  to  a  Congressional  resolution 
signed  by  the  President  on  April  13,  1938. 

Since  the  Report  on  the  Motor  Vehicle  Industry  covered  over  a  thousand 
pages,  it  is  obvious  that  the  nine  pages  devoted  to  this  report  give  a  very 
incomplete  account  of  the  inquiry.  About  all  that  is  given  in  this  part  of 
the  monograph  is  the  conclusions  on  pages  1073  to  1077  of  the  original 
report,  with  this  introductory  comment: 

The  Commission  found  that  during  the  year  1938  many  of  the  practices  of 
motor  vehicle  manufacturers,  alleged  by  the  dealers  to  be  "coercive"  or  "oppres- 
sive," were  either  greatly  ameliorated  or  entirely  abandoned  by  certain  large 
companies  during  the  progress  of  the  inquiry. 

While  this  statement  is  probably  true,  it  may  well  be  that  the  Commis- 
sion did  not  find  as  much  coercion  or  oppression  of  dealers  as  the  dealers 
had  claimed  existed. 

In  the  original  report,  the  Commission  cited  much  anonymous  testimony 
on  unfair  treatment  of  dealers  by  the  factories.  The  factories  were  given 
little  or  no  opportunity  to  refute  the  charges  and  allegations  of  dealers,  as 
the  quoted  testimony  was  anonymous  and  introduced  in  the  F.T.C.  report 
by  such  phrases  as  "A  Chevrolet  dealer  stated,"  "A  former  Pontiac  dealer 
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now  handling  a  different  line  stated,"  "Another  Plymouth-DeSoto  dealer 
stated,"  etc.  While  this  testimony  from  dealers  was  treated  anonymously 
with  the  result  that  the  factories  could  not  know  the  identity  of  the  accusers, 
and  hence  could  not  give  the  other  side  of  the  story  and  offer  evidence  in 
rebuttal,  the  Commission  in  commenting  on  factory  procedures  gave  names, 
dates,  and  places.  Of  course  in  any  judicial  proceeding  the  accused  has  the 
right  to  know  who  is  accusing  him,  the  right  to  cross-examine  witnesses, 
and  the  right  to  present  witnesses  and  testimony  in  rebuttal.  While  the 
Commission  probably  felt  justified  in  concealing  the  names  of  complaining 
dealers,  it  is  clear  that  not  much  reliance  can  be  placed  on  testimony  secured 
in  this  manner. 

The  Commission  found  that  in  the  automotive  industry  there  is  both  high 
concentration  and  active  competition  (pp.  261-262). 

The  Commission  finds  that  a  high  degree  of  concentration  prevails  in  the 
motor-vehicle  industry,  there  being  in  1938  only  11  companies  (or  company 
groups)  producing  passenger  cars  regularly,  and  3  of  them  had  no  less  than 
89  per  cent  of  the  total  unit  sales  of  passenger  cars;  that  among  these  3  leading 
motor-vehicle  manufacturers  there  prevails,  apparently,  a  condition  of  active 
competition.  .  .  . 

There  is  strong  competition  for  business  in  the  automobile  industry  both 
among  manufacturers  and  retail  dealers.  Price  competition  in  motor  vehicles, 
however,  is  naturally  different  from  that  in  commodities  that  are  of  the  same, 
or  standardized,  description  and  quality  for  producers  generally.  The  constant 
effort  of  a  motor-vehicle  manufacturer  is  to  emphasize  the  superiority  of  his 
car  and  the  special  features  it  has  as  a  justification  for  this  claim.  The  retail 
prices  of  motor  vehicles  arc  widely  advertised  by  the  manufacturers,  and  the 
dealers  are  expected  generally  to  conform  to  them,  except  in  connection  with 
allowances  for  trade-ins.  In  some  instances,  however,  where  a  low-priced  car, 
for  example,  of  one  manufacturer  has  been  reduced,  a  competing  manufacturer 
has  made  a  corresponding  reduction  for  his  car  in  the  same  price  class;  price 
reductions  on  current  models  are  sometimes  made,  also,  for  the  higher-priced 
cars,  just  before  the  annual  change  to  new  models. 

Competition  of  manufacturers  with  respect  to  passenger  cars  in  the  low- 
price  class  is  more  in  volume  than  in  prices,  though  prices  are  potentially  im- 
portant. 

With  reference  to  any  question  of  price  fixing  in  other  price  classes,  the  nature 
of  the  demand  is  such,  and  consumer  preference  such  a  vital  element  of  demand, 
that  it  would  be  difficult  not  only  to  fix  prices  but  also  to  establish  any  quota 
system  of  production,  even  if  the  retail  dealers  could  be  brought  into  effective 
co-operation  for  that  purpose.  .  .  . 

Active  competition  among  automobile  manufacturers,  although  some  of  them 
have  made  very  large  profits,  gave  to  the  public  improved  products,  often  at 
substantially  reduced  prices.  In  the  automobile  industry  this  has  been  especially 
true  of  those  manufacturers  who  are  able  to  obtain  large  volume  of  production 
through  competitive  improvement  in  motor-vehicle  construction,  style,  perform- 
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ance,    and    safety,    particularly    in    the    low-priced    class.      Such    competition    has 
been  the  basis  for  the  remarkable  growth  of  the  industry. 

Consumer  benefits  from  competition  in  the  automobile  manufacturing  in- 
dustry have  probably  been  more  substantial  than  in  any  other  large  industry 
studied  by  the  Commission. 

After  discussing  price  fixing  by  local  associations  of  motor-vehicle  dealers, 
the  Commission  came  to  the  commendable  conclusion  that  this  subject  is 
outside  the  scope  of  Federal  powers  (p.  263). 

The  question  as  to  whether  Federal  jurisdiction  exists  respecting  such  local 
association  activities  depends  upon  whether  interstate  commerce  is  involved.  In 
complaints  before  the  Commission  in  which  co-operation  with  local  combinations 
of  dealers  to  control  used-car  trade-in  allowances  was  a  factor,  upon  investiga- 
tion it  was  found  that  interstate  commerce  was  not  involved  to  a  sufficiently 
substantial  extent  to  establish  jurisdictional  requisites.  Consequently,  cases  have 
either  been  closed  subject  to  the  Commission's  right  to  reopen  them,  or  dis- 
missed without  prejudice.  In  general,  therefore,  the  regulation  of  the  activities 
of  such  local  combinations  of  dealers  becomes  a  matter  to  be  handled  by  the 
law-enforcement  agencies  of  the  various  states,  acting  under  their  respective 
state  laws,  the  terms  of  which  vary  greatly  among  the  approximately  40  states 
that  have  enacted  state  antitrust  acts. 

The  conclusion  in  regard  to  Unfair  Methods  of  Motor-Vehicle  Manufac- 
turers in  Their  Relations  with  Their  Dealers  was  given  on  page  263: 

The  Commission  finds  that  motor-vehicle  manufacturers,  and,  by  reason  of 
their  great  power,  especially  General  Motors  Corporation,  Chrysler  Corporation, 
and  Ford  Motor  Co.,  have  been,  and  still  are,  imposing  on  their  respective 
dealers  unfair  and  inequitable  conditions  of  trade,  by  requiring  such  dealers 
to  accept,  and  operate  under,  agreements  that  inadequately  define  the  rights  and 
obligations  of  the  parties  and  are,  moreover,  objectionable  in  respect  to  defect 
of  mutuality;  that  some  dealers,  in  fact,  report  that  they  have  been  subjected 
to  rigid  inspections  of  premises  and  accounts,  and  to  arbitrary  requirements  by 
their  respective  motor-vehicle  manufacturers  to  accept  for  resale  quantities  of 
motor  vehicles  or  other  goods,  deemed  excessive  by  the  dealer,  or  to  make  in- 
vestments in  operating  plants  or  equipment  without  adequate  guaranty  as  to 
term  of  agreement  or  even  supply  or  merchandise;  and  that  adequate  provisions 
are  not  included  for  an  equitable  method  of  liquidation  of  such  investments, 
sometiines  made  at  the  insistence  of  the  respective  motor-vehicle  manufacturer. 

The  statement  that  dealers  were  required  to  accept  and  operate  under  cer- 
tain agreements  was  not  true.  Dealers  signed  the  agreements  voluntarily, 
and,  since  the  dealers  were  not  slaves,  the  manufacturers  could  not  require 
them  to  do  anything  whatsoever.  Since  the  rights  and  duties  of  the  con- 
tracting parties  were  defined  in  the  contract,  the  observation  that  the  rights 
and  duties  were  inadequately  defined  must  mean  either  that  the  language 
of  the  contract  was  not  clear  or  that  certain  rights  and  duties  were  not  in- 
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corporated  in  the  contracts  at  all.    Apparently  the  Commission  meant  that 
the  contracts  which  both  parties  agreed  to  should  have  been  different. 

While  the  members  of  the  Commission  were  entitled  to  their  own  opin- 
ions on  dealer  contracts,  it  is  difficult  to  see  how  a  contract  can  be  called 
unfair  which  is  signed  voluntarily  by  the  contracting  parties.  The  impor- 
tant consideration  for  a  dealer  was  the  opportunity  to  make  a  living  and 
to  make  a  profit  by  selling  a  certain  make  of  automobile,  and  the  impor- 
tance of  the  legal  phraseology  of  the  contracts  was  greatly  exaggerated.  Self- 
interest  and  selfish  motives  would  prompt  manufacturers  to  conduct  their 
dealer  relations  in  such  a  way  as  to  attract  and  hold  good  merchants.  While 
there  was  a  tempest  in  a  teapot  over  the  so-called  6-per  cent  plan  for  financ- 
ing automobile  sales,  the  Commission  found  that  (p.  264) 

.  .  .  the  application  of  this  plan  constituted  a  substantial  reduction  from  the 
rates  of  finance  charge  and  interest  that  were  in  general   use  just  previously. 

The  Commission  concluded  also  (p.  264)  that  there  was  need  for  regula- 
tion of  invoices: 

In  order  that  the  automobile  purchaser  may  be  protected  against  overcharges, 
there  is  need  of  regulation  requiring  retail  automobile  dealers  to  furnish  each 
retail  purchaser  with  an  itemized  invoice  showing  in  detail  the  components  of 
the  cash  sale  price — stating  separately  the  charges  for  accessories,  Federal  excise 
tax,  state  or  local  sales  tax,  transportation,  advertising,  "handling  charges," 
service,  motor-vehicle  license,  motor-vehicle  title  registration,  and  each  other 
charge  included  in  the  cash  sale  price  of  the  vehicle  as  delivered — and  the  com- 
ponents of  charges  added  to  the  cash  sale  price  by  reason  of  the  fact  that  the 
vehicle  is  sold  on  time — the  amount  and  components  of  the  retail  insurance 
premium  and  the  extent  of  the  coverage  to  be  provided  for  each  component,  the 
amounts  respectively  charged  for  recording  fee,  notary  fee,  and  documentary 
stamp  tax,  and  the  amount  of  the  finance  charge. 

This  conclusion  of  the  Commission  was  very  strange.  When  one  buys  a 
house,  he  does  not  expect  a  breakdown  of  the  cost  into  foundation,  roof, 
plumbing,  etc.;  and,  when  a  person  buys  a  piano,  washing  machine,  or 
bedroom  suite,  he  does  not  expect  that  the  selling  price  should  be  itemized 
into  freight,  advertising,  etc.  Any  buyer  of  any  merchandise  may  demand 
an  itemized  invoice,  but  why  this  should  be  mandatory  in  regard  to  auto- 
mobiles is  not  clear. 

The  Commission  held  the  opinion  that  it  was  "an  unjustifiable  imposition 
upon  purchasers"  to  charge  railroad  freight  from  factory  to  destination,  if 
the  automobile  was  actually  transported  by  boat  or  truck  at  a  cost  less  than 
the  rail  rate.  Apparently  the  Commission  believes  that  identical  cars  should 
sell  at  different  prices  if  they  were  transported  in  different  ways.  It  would 
seem  to  the  reviewers  that  the  only  thing  that  would  interest  the  buyer 
would  be  the  total  cost  of  the  vehicle.  Presumably,  if  a  dealer  was  denied 
any  freight  profit  on  certain  cars,  he  could  still  secure  the  profit  by  marking 
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up  some  other  item  or  adding  to  the  selUng  price  of  the  car.  While  the 
Commission  recommended  that  dealers  should  have  "less  restriction  upon 
the  management  of  their  own  enterprises"  from  the  manufacturers,  the  Com- 
mission still  believes  that  dealers  should  not  manage  their  own  enterprises 
to  the  extent  of  determining  at  what  prices  they  will  sell  their  merchandise. 
The  Commission's  views  on  restriction  are  apparently  determined  by  the 
source  of  the  restriction.  The  Commission  indicated  that  some  of  the  re- 
forms which  it  advocated  have  been  put  into  effect  by  the  manufacturers. 
Many  persons  in  the  industry  would  not  concede  that  all  of  the  reforms  or 
improvements  advocated  by  the  Commission  were  either  necessary  or  de- 
sirable. Perhaps  the  most  important  conclusion  in  this  inquiry  was  the 
existence  of  active  competition  in  the  industry. 
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Savings,  Investments,  and  National  Income 

THIS  monograph  is  an  expansion  of  a  manuscript  originally  prepared  by 
Dr.  Oscar  L.  Altman,  Senior  Economist,  National  Resources  Planning 
Board,  to  serve  as  chapters  in  a  summary  report  o£  the  Temporary  National 
Economic  Committee  Hearings.  Such  a  report  was  not  published  but,  for- 
tunately. Dr.  Altman  was  permitted  to  publish  his  summary  of  those  por- 
tions of  the  Hearings  which  dealt  with  savings,  investments,  and  the  national 
income.  Monograph  No.  37  is  one  of  the  most  useful  documents  originat- 
ing in  the  Temporary  National  Economic  Committee  investigations.  Stu- 
dents will  find  there  a  skillful  assembly  of  pertinent  data,  from  seventeen 
of  the  thirty-one  volumes  of  the  T.N.E.C.  Hearings  and  from  ten  of  the 
forty-two  other  monographs,  on  what  is  obviously  a  nucleus  of  vitally  sig- 
nificant questions.  The  organization  of  the  monograph  is  so  excellent  and 
the  documentation  so  clear  and  complete  that  it  is  a  welcome  key,  or  index, 
to  the  more  voluminous  testimony. 

The  T.N.E.C.  Hearings  let  loose  a  torrent  of  statistics  which  represented 
a  labored  demonstration  of  the  obvious  fact  that  when  the  flow  of  savings 
into  investment  is  blocked  the  flow  of  income  is  contracted  and  business  is 
depressed — a  condition  which  in  the  alliterative  patter  of  the  popular  writers 
is  described  as  unemployment  of  men,  machinery,  and  money.  In  this  mono- 
graph Dr.  Altman  has  culled  the  most  significant  of  the  statistics  and  mo- 
bilized them  into  an  organized  and  cogent  description  of  processes  vital  to 
the  economic  well-being  of  the  nation. 

SUMMARY  OF  CONTENTS  OF  THE  MONOGRAPH 

Part  I  (pp.  1-10)  briefly  discusses  in  general  and  conventional  terms  the 
relation  of  savings  and  investment  to  national  income.  The  role  of  savings 
as  a  deflector  of  funds  from  the  income  stream  and  the  role  of  investment 
as  a  socially  desirable  and  economically  essential  process  by  which  savings 
are  returned  to  the  income  stream  are  given  the  emphasis  they  deserve  in 
discussions  of  a  high-savings  economy  such  as  we  have  in  the  United  States. 
Since  Dr.  Altman's  monograph  is  designed  to  serve  as  a  summary  of  the 
Hearings  and  since  he  was  associated  so  intimately  with  the  T.N.E.C.  in- 
vestigations, it  is  not  surprising  that  he  has  given  more  attention  to  the 
underinvestment  of  savings  than  to  other  explanations  of  business  fluctua- 
tions. 

Part  II  (pp.  11-28)  presents  the  available  statistics  on  the  volume  of  sav- 
ings, discusses  the  relation  of  savings  to  the  national  income,  and  shows  how 
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the  nation's  savings  have  been  concentrated  in  the  hands  of  individuals  in 
the  high-income  brackets,  in  trust  funds,  and  in  large  business  concerns. 
The  basic  statistics  presented  before  the  T.N.E.C.  Hearings  are  carefully 
summarized  and  briefly  related  to  the  central  problem  discussed  in  Part  I. 

In  Part  III  (pp.  29-65)  Dr.  Altman  summarizes  his  own  testimony  rela- 
tive to  the  capital  market  as  a  transfer  mechanism  for  returning  saved  funds 
to  the  income  stream.  Estimates  of  the  amounts  of  savings  through  the 
chief  financial  institutions  (life  insurance  companies,  commercial-bank  time 
deposits,  mutual  savings  banks,  building  and  loan  societies,  Government 
pension  and  trust  funds,  the  postal  savings  system,  and  U.  S.  savings  bonds) 
are  presented,  and  the  concentration  of  savings  in  a  relatively  small  number 
of  these  institutions  is  emphasized.  Here  also  is  presented  a  concise  sum- 
mary of  the  available  statistics  on  internal  financing  of  business  enterprise 
and  some  information  of  the  failure  of  the  new-issue  mechanism  adequately 
to  cope  with  the  problem  of  supplying  securities  for  the  investment  of  saved 
funds  accumulated  in  the  hands  of  the  great  investing  institutions.  There 
is,  in  addition,  a  somewhat  casual  mention  of  the  limited  ability  of  the  com- 
mercial banks  and  institutional  investors  to  supply  vital  risk  funds  to  in- 
dustry because  of  the  new  emphasis  on  quality  concepts  in  investment  regu- 
lation and  custom;  there  is  also  a  brief  reference  to  the  role  of  private  direct 
placement. 

It  is  in  this  section  that  Dr.  Altman  has  emphasized — with  some  quali- 
fications, to  be  sure- — the  three  basic  assumptions  on  which  recent  fiscal  poli- 
cies have  rested: 

(1)  that  private  industry  has  not  needed  and  is  not  likely  to  need  large 
amounts  of  saved  funds  for  investment; 

(2)  that  the  savings  institutions  have  had  and  are  likely  to  have  no  sub- 
stantial private  oudet  for  the  funds  which  are  virtually  automatically 
made  available  to  them;  and 

(3)  that  the  Government  can  through  deficit  borrowing  return  the 
hoarded  savings  to  the  income  stream,  substitute  its  expenditures  for 
industrial  expansion,  and  provide  the  savings  institutions  with  the 
securities  they  need. 

Part  IV  (pp.  67-106)  discusses  the  various  ways  (savings  offsets)  in  which 
saved  funds  are  put  to  use.  Here  Dr.  Altman  has  followed  closely  the 
method  and  terminology  developed  in  Dr.  Lauchlin  Currie's  testimony. 
Estimates  are  presented  relative  to  the  amounts  of  saved  funds  put  to  use 
through  investment  in  new  plant  and  equipment,  investment  in  residential 
construction  faciHties,  public  construction,  foreign  investment,  Government 
deficits,  liquidation  of  bank  credit,  and  reductions  in  consumer  credit. 

After  the  statistics  used  by  Dr.  Currie  in  his  testimony  at  the  T.N.E.C. 
hearings  are  briefly  presented  and  discussed  and  after  a  reference  to  the  con- 
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centration  of  command  over  investment  decisions  by  a  relatively  small  num- 
ber of  individuals  connected  with  the  large  and  powerful  business  and 
financial  concerns,  there  follows  a  discussion  of  factors  governing  the  level 
of  investment.  Here  Dr.  Altman  deals  very  briefly  indeed  with  the  growth 
of  new  industries,  the  growth  and  migration  of  population,  changes  in 
productivity,  prices  of  capital  goods,  changes  in  cost-price  relationships, 
monopolies,  the  financial  condition  of  corporations,  the  effectiveness  of  in- 
vestment banking  machinery,  subsidies,  and  the  dynamic  character  of 
industry. 

Finally,  in  Part  V  (pp.  107-109),  there  is  a  somewhat  confusing  and  not 
quite  convincing  statement  of  the  conclusions  of  the  author.  While  Dr. 
Altman  admits  that  economic  progress  depends  on  a  large  volume  of  sav- 
ings and  on  the  productive  investment  of  such  savings,  and  that  invest- 
ment is  a  more  satisfactory  method  of  absorbing  savings  than  the  other 
uses  ("offsets")  mentioned — Government  deficits,  public  works,  etc. — he 
complains  that  private  investment  is  not  always  socially  desirable  and  ex- 
presses some  doubt  that  the  prospects  for  profit  can  be  relied  on  as  a  satis- 
factory determinant  of  the  real  need  for  investment.  He  closes  on  a  note 
of  pessimistic  fear  that  since  there  may  be  insufficient  opportunity  for 
investment  a  reduction  in  savings  and  an  increase  in  consumption  may  be 
the  proper  objectives  of  Government  policy. 

CRITICISM 

The  usefulness  of  the  monograph  will  be  assured  by  Dr.  Altman's  reluc- 
tance to  inject  into  the  discussion  his  personal  interpretation  of  the  signifi- 
cance of  the  data.  To  be  sure,  he  had  made  a  scholarly  effort  to  use  the 
statistics  imaginatively  and,  here  and  there,  daringly,  as  is  appropriate  when 
the  statistical  basis  is  not  a  full  one.  But  in  Dr.  Altman's  monograph  there 
are  virtually  none  of  the  uncritical  preconceptions  which  have  dominated 
much  recent  liberal  thinking  and  writing.  On  the  contrary,  his  is  a  tem- 
perate effort  to  weigh  realistically  the  evidence  submitted  before  the 
T.N.E.C.  Hearings  and  to  make  that  evidence  yield  some  socially  useful 
conclusions  as  to  the  Government  policy  in  what  is  obviously  a  difficult 
period  of  this  nation's  history. 

The  contents  of  the  monograph  are  subject  to  criticism  on  several  counts. 
It  ought  to  be  emphasized,  however,  that  those  criticisms  refer  in  the  main 
not  to  Dr.  Altman's  summary  of  the  Hearings  but  rather  to  materials  he 
has  summarized. 

1.  Some  of  the  statistics  used  in  the  analysis  have  a  somewhat  more  flimsy 
base  than  is  assumed.  For  example,  the  statistics  presented  in  the  National 
Resources  Planning  study,  Consumer  Expenditures  in  the  United  States, 
were  accepted  by  Dr.  Altman — as  they  were  by  other  participants  in  the 
T.N.E.C.  investigations — with  little  or  no  reservations.     Suffice  it  to  say 
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here  that  there  is  reason  to  question  whether  the  sample  on  which  the 
National  Resources  Planning  Committee  study  was  based  was  adequate 
and  whether  the  statistics  presented  are  of  the  significance  which  was  as- 
sumed in  the  use  of  them  made  in  the  T.N.E.C.  Hearings.  Again,  the 
statistics  which  purport  to  measure  the  concentration  of  investment  author- 
ity through  interlocking  directors  are  interpreted  as  showing  a  close  relation 
between  financial  organizations  though  in  many  cases  it  is  quite  tenuous. 

2.  Much  of  the  analysis  and  some  of  the  conclusions  are  based  largely  on 
the  experience  of  the  decade  of  the  1930s — a  period  of  obviously  subnormal 
investment.  It  is  doubtful  that  this  condition  is  permanent;  for  it  probably 
was  not  unrelated  to  the  fact  that  the  period  following  1929  was  marked 
by  monetary  experimentation;  by  hurried  application  of  social  reforms, 
many  of  which  were  not  carefully  adapted  to  meet  the  needs  of  our  eco- 
nomic environment;  by  stimulation  of  labor  unrest;  and  by  an  attempt  to 
limit  the  effectiveness  of  the  mechanisms  which  formerly  supplied  marketa- 
bility to  securities.  Such  a  period  was  abnormal  in  the  extreme.  It  should 
be  studied  carefully  by  economists,  for  out  of  the  futility  and  disappoint- 
ments of  that  decade  of  disillusionment  it  should  be  possible  to  compile  a 
long  list  of  economic  fallacies.  The  decade  which  terminated  in  the  col- 
lapse of  1929-30  could  also  make  its  contribution  to  such  a  list.  Neither 
decade  has  charted  the  way  to  the  goal  of  permanent  prosperity  promised 
so  often  by  reformers. 

Dr.  Altman's  monograph  deals  more  comprehensively  with  the  later 
period  for  the  good  reason  that  the  statistical  raw  materials  are  more  abun- 
dant than  for  the  period  prior  to  1929.  And  it  is  to  his  credit  that  he  does 
not  fall  into  the  political  error  of  assuming  that  everything  during  the  New 
Deal  period  was  perfect  and  that  everything  done  previously  was  stupid. 
On  the  contrary,  his  monograph  is,  in  our  opinion,  one  of  the  most  temperate 
analyses  of  the  past  two  decades  which  have  yet  become  available. 

3.  The  testimony  not  only  underemphasizes  but,  in  our  opinion,  mis- 
interprets the  role  of  bank  credit  in  the  savings-investment  process  and  in 
the  income  stream.  It  is  in  this  area  that  we  find  perhaps  the  sharpest 
conflict  between  the  theory  and  the  practice  of  national  planning.  The 
assumption  that  savings  have  been  vastly  in  excess  of  the  ability  of  business 
to  put  such  funds  to  productive  use  is  widely  accepted,  as  is  the  view  that 
government  investment,  i.e.,  deficit  expenditures,  could  be  used  to  return 
the  excess  of  savings  to  the  income  stream.  That  may  have  been  the  plan, 
but  it  did  not  work  that  way  in  practice;  for  government  deficits  were 
financed  by  the  sale  of  government  securities  to  the  commercial  banks  which 
in  the  normal  way  manufactured  additional  deposits  for  government  use. 
Thus  the  Government's  deficit  operations  did  not  absorb  the  idle  savings 
and  return  those  particular  funds  to  the  income  stream.  Incomes  were 
increased,  but  savings  were  left  untouched.  Much  harm  flowed  from  this 
basic  mistake  of  policy.    The  important  point — not  adequately  dealt  with 
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in  the  T.N.E.C.  investigations — is  that  while  an  "offset"  to  savings  may 
be  just  as  effective  in  returning  saved  funds  to  the  income  stream  as  is 
productive  investment,  it  is  not  so  satisfactory  a  means  of  providing  the 
business  expansion  by  which  permanent  employment  can  be  provided, 

4.  The  thread  of  pessimism  which  ran  through  the  T.N.E.C.  Hearings 
offers  a  distressing  commentary  on  the  state  of  thinking  at  the  end  of  one 
of  the  country's  most  expensive  experiments  in  planning  for  prosperity. 
This  nation  has  everything  necessary  (skill,  labor,  efficient  machines,  man- 
agerial technique,  and  resources  of  power  and  raw  materials)  to  enable 
it  to  produce  the  golden  age  of  machine  prosperity,  to  make  squalor  and 
want  and  undernourishment  and  inadequate  housing  a  dreary  memory 
of  the  past,  to  raise  family  incomes  generally  far  above  the  subsistence  level, 
and  to  produce  a  standard  of  living  so  high  as  to  provide  for  the  rest  of 
the  world  a  compelling  example  of  how  democratic  government  and  pri- 
vate enterprise  can  contribute  to  man's  well-being.  All  that  is  not  an  idle 
dream  of  a  distant  economic  Shangri-la;  it  is  within  the  grasp  of  this  gen- 
eration of  Americans.  But  the  T.N.E.C.  Hearings — at  a  considerable  cost — 
have  written  what  is  likely  to  be  interpreted  as  an  obituary  for  that  system 
which  until  recently  has  provided  a  level  of  income  so  high  that  the  people 
had  a  substantial  margin  of  savings  for  investment  in  new  production,  i.e., 
in  an  even  higher  standard  of  living.  Those  Hearings  made  a  great  con- 
tribution to  the  statistics  of  savings  and  investment.  Many  significant 
blind-spots  in  the  statistical  picture  were  filled  in  and  a  basis  of  fact  is 
now  available  for  discussion  of  a  vital  problem.  But  those  statistics  have 
been  misinterpreted — and  out  of  a  basic  misunderstanding  of  the  motiva- 
tion of  risk-taking  there  has  developed  a  pervading  fear  that  the  process 
of  investment  has  for  all  time  lost  its  dynamic  quality. 

For  some  reason  it  has  not  appeared  to  many  observers  that  two  policies 
followed  in  recent  years  by  our  Government  have  provided  an  almost 
airtight  blockade  on  productive  private  investment. 

(a)  The  taxation  virtually  out  of  existence  of  the  funds  previously  used 
in  risk  investment,  i.e.,  of  privately  administered  savings.  High 
taxes  in  the  high  and  upper-middle  mcome  brackets  have  absorbed 
the  margin  of  savings  available  for  risk  investment,  i.e.,  amounts  in 
excess  of  those  which  normally  flow  into  the  savings  institutions. 

(b)  The  taxation  of  corporate  enterprise.  Productive  risk  cannot  be  taken 
in  a  modern  society  without  the  extensive  use  of  the  corporate  form. 
Heavy  taxation  on  corporate  earnings  is  a  penalty  on  the  use  by 
industry  and  business  of  saved  funds  for  expansion  of  capacity  and 
employment. 

Dr.  Altman  errs  less  in  this  respect  than  do  many  modern  writers.  He 
is  no  prisoner  of  any  brand  of  dogma  and  no  victim  of  the  easy  assump- 
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tions  underlying  the  so-called  new  economics.  But  there  is  in  his  conclu- 
sions a  thread  of  pessimism  concerning  the  future  of  the  United  States 
which  can  be  justified  only  if  Government  itself  throttles  the  dynamic  proc- 
ess of  private  and  corporate  investment  in  productive  resources  of  privately 
saved  funds. 

The  above  criticisms  are  not  to  be  interpreted  as  implying  that  Dr.  Alt- 
man's  organization  of  the  materials  he  has  summarized  is  at  fault.  Rather, 
he  has  done  a  splendid  piece  of  work  in  making  available  in  so  compact 
and  useful  a  form  the  vital  statistics  presented  by  those  individuals  who 
contributed  to  the  T.N.E.C.  Hearings.  The  criticisms  refer  solely  to  ma- 
terial presented  at  the  Hearings  which  he  has  so  carefully  and  so  excel- 
lently summarized.        * 
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A  Study  of  the  Construction  and  Enforcement 
of  the  Antitrust  Laws 

THE  author  o£  Monograph  No.  38  is  Milton  Handler,  Associate  Profes- 
sor of  Law,  Columbia  University  School  of  Law,  and  Special  Assistant 
to  the  General  Counsel,  Treasury  Department. 
The  general  outline  is  as  follows,  excepting  the  brief  introduction: 

Substantive  Law 

The  Rule  of  Reason  (pp.  3-8) 

Activities  of  Loose-knit  Confederations  (pp.  9-45) 

Mergers  and  Consolidations  (pp.  46-89) 
Antitrust  Enforcement 

Inadequacy  of  Appropriations  and  Personnel  (p.  90) 

Complexity  of  Legislation  and  Inadequacy  of  Procedure  (pp.  90-92) 

Recommendations  (pp.  92-100) 

There  is  also  an  Appendix  containing  the  text  of  the  Sherman  Act,  as 
amended,  and  sections  of  the  Clayton  Act. 

As  the  letter  of  transmittal  is  dated  February  1,  1941,  this  monograph,  an 
even  100  pages  long,  follows  No.  16,  by  Walton  Hamilton  and  Irene  Till, 
called  "Antitrust  in  Action,"  by  enough  time  for  this  author  to  have  seen 
that  monograph  before  he  wrote  this  one. 

Mr.  Handler  concludes  formally  on  page  100: 

Our  study  of  the  antitrust  laws  and  their  administration  has  satisfied  us  that 
the  objectives  of  these  laws  are  socially  desirable,  are  economically  sound,  and 
are  capable  of  practical  attainment.  With  increases  of  appropriation  and  per- 
sonnel, with  moderate  changes  in  the  substantive  law,  and  with  some  modifica- 
tions of  our  administrative  procedure,  these  ends  could  be  easily  attained.  The 
gains  of  intelligent,  far-sighted,  and  vigorous  enforcement  of  our  antitrust  laws 
greatly  outweigh  the  costs  of  these  recommended  changes. 

On  the  surface  Mr.  Handler's  conclusion  seems  to  differ  from  those  of 
Mr.  Hamilton  and  Miss  Till.  What  he  recommends  is  more  moderate 
and  more  practical  than  what  Mr,  Hamilton  and  Miss  Till  recommend.  We 
gather  that  he  considers  his  viewpoint  to  be  different  from  theirs.  In  detail 
it  seems  to  be.  Looked  at  in  a  more  general  way,  however,  it  is  surpris- 
ingly similar. 

We  take  it  from  Mr.  Handler's  introduction  that  the  objectives  he  speaks 
of  in  his  conclusion  involve  keeping  free  competition  as  a  system  of  eco- 
nomic organization  and  control.    Of  the  antitrust  laws  he  says  here  (p.  1) : 
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By  this  legislation  [Congress]  sought  to  presence  competition  from  the  ex- 
tinction which  threatened  it.  These  50  years  have  witnessed  many  changes  m 
the  American  way  of  life  and  in  the  structure  and  operation  of  our  business  sys- 
tem. The  dreaded  trusts  of  the  past  century  are  but  pygmies  in  comparison 
with  our  present  day  industrial  giants.  Activities  subversive  of  competition  are 
today  conducted  on  a  scale  and  under  forms  beyond  the  conception  of  the  framers 
of  the  legislation  of  1890.  Competition  still  exists,  but  it  has  been  compromised 
by  organizationSj  arrangements,  and  practices  which  are  alien  to  its  spirit  and 
which  impede  its  proper  functioning. 

Mr.  Handler  closes  his  introductory  statement  (pp.  1-2)  by  explaining: 

The  wisdom  of  the  economic  philosophy  underlying  the  Sherman  Act  has 
been  considered  from  various  angles  by  the  Temporary  National  Economic  Com- 
mittee in  its  extensive  hearings  and  has  been  the  subject  of  study,  direct  and 
indirect,  on  the  part  of  many  of  the  other  agencies  associated  in  this  investiga- 
tion. The  Treasury's  part  in  the  general  diagnosis  has  been  the  examination  of 
(1)  the  substantive  and  procedural  provisions  of  the  antitrust  laws,  (2)  the 
court  decisions  construing  such  laws,  and  (3)  the  agencies  and  methods  of  en- 
forcement, to  ascertain  whether  shortcomings  of  statute,  judicial  decision,  or 
machinery  of  inforcement  may  fairly  be  held  accountable,  in  whole  or  in  part, 
for  this  failure  of  our  antitrust  legislation.  This  report  embodies  the  results  of 
the  various  studies  conducted  by  the  Treasury,  stated  as  succinctly  and  summar- 
ily as  possible. 

In  dealing  first  with  the  substantive  law  our  author  points  out  that  the 
content  the  Sherman  Act  deals  with  falls  into  the  categories  of  (1)  restraint 
of  trade,  about  which  the  courts  had  been  deciding  cases  at  common  law 
for  many  years,  and  (2)  monopoly,  about  which  the  common  law  prece- 
dents were  less  helpful.  He  divides  what  he  calls  combines  into  two  types, 
loose-knit  confederations  and  close-knit  integrations.  And  then  he  dis- 
cusses the  rule  of  reason  at  some  length.  In  the  course  of  this  discussion 
he  says  (p.  8) : 

There  has  been  a  tendency  to  regard  the  rule  of  reason  as  opening  the  door 
to  the  validation  of  any  scheme  or  device  for  the  curtailment  of  competition 
which  may  be  justified  on  grounds  of  business  expediency.  mr^     <,p    , 

Reasonable  in  this  context  means  rational,  and  if  an  arrange-  n  -Daavn-n" 

ment  is  not  irrational,  having  regard  for  the  circumstances 

of  its  formation  and  operation,  it  should  be  free  from  censure.  Though  occa- 
sional official  utterances  and  isolated  passages  in  judicial  opinions  may  point  in 
this  direction,  the  decisions  of  the  Supreme  Court  in  the  past  30  years,  viewed 
in  their  entirety,  clearly  reject  this  construction  of  the  rule  of  reason. 

On  this  part  of  his  subject  Mr.  Handler  concludes  (p.  9) : 

It  is  our  conclusion  from  a  study  of  the  decisions  construing  and  applying 
the  statute  that  the  failures  of  enforcement  cannot  be  fairly  attributed  to  the 
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adoption  by  the  Supreme  Court  of  the  rule  of  reason.  By  this  we  do  not  imply 
that  there  have  not  been  rulings  which  have  frustrated  the  statutory  purpose. 
In  our  judgment,  such  a  rule,  properly  understood  and  correctly  applied,  can 
be  a  source  of  strength  rather  than  of  weakness.  Some  rule  of  reason  was  in- 
evitable. A  law  which  straight-jacketed  business  enterprise  would  fall  of  its 
own  weight. 

Mr.  Handler  then  considers  seven  activities  of  what  he  calls  "loose  knit 
confederations"  and  some  miscellaneous  practices  of  such  trade  groups.  The 
seven  activities  are  treated  under  the  following  heads:  (1)  direct  price-fixing 
by  competitors,  (2)  control  of  output,  (3)  sharing  markets,  (4)  collection 
and  dissemination  of  trade  statistics  and  open-price  systems,  (5)  degree  of 
market  control,  (6)  price  uniformity  and  identical  bids,  and  (7)  price 
leadership. 

Of  direct  price-iixing  Mr.  Handler,  after  reviewing  the  decisions,  says 
(p.  13): 

It  is  thus  possible,  in  the  light  of  these  unequivocal  pronouncements,  to  state 
without  qualification  the  present  doctrine  in  respect  of  price-fixing.  Any  agree- 
_..       ,  ment,  arrangement,  or  understanding  among  competitors, 

p  .       ri-    •  in  or  affecting  interstate  commerce,  fixing  the  market  price 

of  the  goods  which  they  sell  or  purchase,  is  unlawful  under 
the  antitrust  laws.  It  matters  not  whether  the  prices  are  set  by  combinations  of 
sellers  or  buyers,  whether  prices  are  raised,  lowered,  or  maintained  at  existing 
levels,  whether  the  prices  are  reasonable  or  unreasonable,  whether  the  agree- 
ment fixes  minimum  or  maximum  prices,  or  whether  price  structures  are  tam- 
pered with  by  direct  agreement  or  by  any  other  means.  Nor  are  the  motives  or 
intentions  of  the  members  of  the  combination  material.  It  is  of  no  moment 
that  they  may  in  good  faith  have  regarded  such  an  agreement  as  essential  to 
their  economic  salvation.  Nor  would  evidence  be  admissible,  if  such  could  ever 
be  produced,  that  in  practice  the  agreement  resulted  in  demonstrable  social  and 
economic  benefits  to  all  those  in  or  dependent  upon  the  industry  in  which  the 
combination  operates.  The  fact  that  the  agreement  fixes  or  maintains  prices  is 
conclusive  of  its  illegality. 

On  page  14  Mr.  Handler  says  of  minority  groups: 

However,  in  the  recent  Socony  Vacuum  case  (310  U.  S.  150),  the  Court  in  a 
strong  dictum  declared  price-fixing  by  groups  without  the  power  to  control  the 
market  to  be  unlawful  as  constituting  a  "threat  to  the  central  nervous  system  of 
the  economy."  It  would  thus  appear  that  the  contrary  intimations  of  the  Appa- 
lachian (288  U.  S.  344)  and  the  Crac\ing  cases  (283  U.  S.  163)  have  been  defi- 
nitely rejected  and  that  under  the  present  construction  of  the  statute  no  price 
agreements  between  two  or  more  competitors  will  be  tolerated. 

In  the  course  of  discussing  control  of  output  our  author  states  on  page  16: 

There  does  not  appear  to  be  any  clear  authority  involving  concerted  increases 
or  other  regulations  of  production.    The  decided  cases  have  all  involved  curtail- 
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ments.     There  is,  however,  nothing  in  the  decisions  which  Control 

would  support  the  view  that  only  arrangements  which  limit  «  OutDut 

output   are    forbidden   by   the   antitrust   laws.     Under  the 

ratio  decidendi  of  the  price-fixing  cases,  it  would  appear  that  any  interference 
with  the  equation  of  supply  and  demand  by  the  normal  operation  of  competi- 
tive forces  would  be  condemned. 

Under  the  subheading  "Suggestions"  he  says  (p.  16) : 

Private  output  control  is  inconsistent  with  the  maintenance  of  competition 
and,  like  price -fixing,  cannot  be  tolerated  in  any  economy  dedicated  to  free  com- 
petition. The  economic  effects  of  private  regulation  of  output  are  the  same 
as  [of]  price-fixing.  The  same  objections,  economic  and  administrative,  apply 
to  both,  and  as  they  have  been  fully  expressed  in  the  section  on  direct  price- 
fixing,  they  need  not  be  here  repeated.  .  .  . 

Adjustment  of  supply  to  demand  through  competitive  forces,  guided  by  wise 
governmental  suggestion  and  advice  and  informed  by  accurate  trade  data,  is  to 
be  preferred  to  private  and  unsupervised  control  of  the  vital  policies  of  industrial 
output. 

In  view  of  the  above  considerations,  all  agreements  among  competitors  relat- 
ing to  the  control  of  production  should  be  held  unlawful,  regardless  of  the  pur- 
pose of  such  agreements  and  regardless  of  the  degree  of  market  control  possessed 
by  the  members  of  the  combination. 

Of  sharing  markets  the  author  declares   (p.  17) : 

Prices,  under  such  circumstances,  tend  to  be  uniform  except  as  products  dif- 
fer or  are  marketed  under  conditions  permitting  differences  in  price  without 
disturbing  the  desired  allocation   of  business.     If  there  is  miflH-nD" 

not   complete   uniformity   of   price,   the   prices   of  different  Markets 

producers  must  nevertheless  maintain  the  same  relative  po- 
sition to  each  other  that  they  had  when  the  markets  were  first  divided.     Flexi- 
bility and  freedom  in  the  response  of  prices  to  economic  changes  are  lost.     Mar- 
kets may  be  shared  at  any  level  of  prices  and  the  tendency  is  for  prices  to  be 
higher  than  when  competition  is  left  unrestrained. 

Any.  distribution  of  business  necessarily  limits  output,  increases  costs,  and 
constricts  firms  capable  of  expansion.  The  least  efficient  producers  are  protected 
and  the  advantages  of  a  less  costly  method  of  distribution  and  production  are 
lost  to  the  public. 

This  language  is  perhaps  dogmatic  and  sweeping.  When  one  calls  to 
mind  the  way  the  Government  now  divides  work  among  its  suppliers  in 
the  interest  of  speed,  simplicity,  and  economy  of  materials  as  well  as  of 
labor,  it  is  clear  that  these  words  are  not  to  be  taken  at  their  face  value. 
The  author  may  explain  that  he  was  not  thinking  of  producing  for  the 
Government  in  time  of  war.  We  observe,  however,  that  this  monograph 
went  to  Congress  in  February  of  1941,  the  year  of  the  battle  of  Pearl  Har- 
bor. The  point  is  worth  noting  only  as  raising  a  shadow  of  a  doubt  whether 
the  author's  mind  was  perhaps  as  open  and  his  imagination  perhaps  as 
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lively  as  the  complexities  of  his  subject  demand.     He  comes  to  this  com- 
forting conclusion  (p.  17) : 

In  view  of  the  hostility  manifested  toward  the  cognate  devices  of  price-fixing 
and  production  control,  there  is  no  prospect  of  the  courts'  countenancing  the 
sharing  of  markets  by  agreement  or  understanding.  There  is  thus  no  need  for 
any  legislative  change  in  this  regard. 

The  author  devotes  about  twelve  pages  (pp.  18-29)  to  the  subject  of  the 

collection  and  dissemination  of  trade  statistics  and  open-price  systems.    He 

„.    ..  ..     ,  shows  that  apart  from  cases  dealing  with  direct  price- 

Statistical  1      c        J     •  •  rue  r-  u 

.    ..   ...  hxmg  only  hve  decisions  or  the  supreme  Court  have 

Activities  11-111       1-        r,  --V      •••       r       J 

dealt  with  the  legahty  of  the  statistical  activities  or  trade 

association.    On  these  decisions  he  comments  (p.  19) : 

The  generality  of  these  decisions,  the  primacy  given  to  the  facts,  and  the 
studied  refusal  of  the  Court  to  formulate  any  generalizations  applicable  to  other 
states  of  facts,  have  limited  their  practical  value  to  those  interested  in  discov- 
ering the  permissive  limits  of  statistical  activities  of  trade  associations.  Uncer- 
tainty is  not  removed  by  a  doctrine  which  makes  each  case  a  law  unto  itself. 

He  finds  the  principal  features  of  a  statistical  program  that  may  aflfect 
its  legality  to  be  (p.  20)  : 

(a)  availability  to  purchasers  and  to  public  generally,  as  well  as  to  members 
of  the  association,  of  the  information  collected  and  disseminated; 

{b)  the  collection  and  dissemination  of  information  relating  to  closed  and 
past  transactions; 

(c)  the  collection  and  dissemination  of  information  relating  to  current  and 
future  prices; 

(d)  agreement  by  members  to  adhere  to  filed  prices  for  a  period  of  time  or 
not  to  deviate  therefrom  without  prior  notice; 

(e)  a  waiting  period  before  the  announced  price  change. becomes  eflfective; 
(/)  full  disclosure  of  the  price,  production,  and  other  trade  policies  of  each 

member; 

(g)  circulation  of  interpretative  comments  by  the  association; 

(h)  discussion  of  price  and  production  policies  of  the  members  of  the  com- 
bination; 

(/)  recommendations  to,  persuasion  of,  or  pressure  upon  a  member  of  the 
combination  concerning  his  price  or  production  policies; 

(;)  penalties  for  the  nonobservance  of  the  requirements  of  the  program. 

He  also  points  out  certain  other  factors  that  may  afifect  the  legality  of 
statistical  programs:  Whether  there  are  many  or  few  sellers,  since,  if  there 
are  only  a  few,  disseminating  information  may  facilitate  tacit  restrictive 
agreements;  whether  the  industry  is  depressed;  whether  the  program  facili- 
tates making  unlawful  arrangements;  whether  a  regulatory  governmental 
body  could  be  set  up  to  supervise  the  plans. 
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In  appraising  the  legality  of  the  principal  features  of  statistical  programs, 
the  author  believes  that  if  an  association  confines  circulating  the  informa- 
tion it  collects  only  to  its  members  without  making  the  information  avail- 
able to  purchasers  or  publishing  it  generally,  this  may  render  the  statistical 
program  unlawful.  He  agrees  that  there  may  be  some  information,  such 
as  that  about  credit,  the  circulation  of  which  under  the  law  of  libel  is  privi- 
leged only  if  limited.  He  believes,  however,  that  even  this  ought  always 
to  be  available  for  a  regulatory  agency  to  inspect.  He  believes  that  except 
for  special  cases  of  this  kind  there  is  no  reason  why  all  information  ought 
not  to  be  made  available  to  purchasers  and  the  public.    He  adds  (p.  21) : 

The  validity  of  statistical  programs  should  be  expressly  conditioned,  in  any 
statutory  revision,  on  the  full  disclosure  to  purchasers  and  the  public  of  all  in- 
formation distributed  to  members,  with  narrow  exceptions  covering  certain  kinds 
of  information  which  may  properly  be  withheld  from  general  circulation. 

Of  closed  and  past  transactions,  he  says  on  page  22: 

There  can  be  no  objection  to  a  program  of  reporting  and  disseminating  informa- 
tion dealing  with  past  activities  that  is  given  wide  publicity  unless  the  system 
is  perverted  and  used  as  a  cloak  for  a  price -fixing  agreement.  The  danger  of 
such  abuse  is  so  slight  in  comparison  with  the  economic  advantages  of  wide- 
spread and  accurate  knowledge  of  market  conditions  that  the  rule  of  the  Maple 
Flooring  case  (268  U.  S.  563)  regarding  past  reporting  should  not  be  touched 
in  any  legislative  revision  of  the  antitrust  laws. 

Of  filing  of  current  and  future  prices  he  says  that,  in  view  of  what  he 
considers  the  ambiguity  in  the  Sugar  Institute  case  (297  U.  S.  553), 

.  .  .  the  question  of  the  extent  to  which  current  and  future  price-reporting  should 
be  permitted  must  be  faced  in  any  program  of  statutory  revision.  If  the  prices 
of  each  seller  are  disclosed  in  identifiable  form,  future  price-reporting  can  easily 
become  a  device  by  which  price  leadership  is  facilitated.  Concealed  price  ar- 
rangements, which  are  incapable  of  detection,  are  thus  fostered.  .  .  . 

It  would  be  unwise,  therefore,  to  sanction  current  and  future  price  reporting 
as  a  legitimate  trade  association  activity  under  all  conditions.  Absolute  prohibi- 
tion could  only  be  justified  by  reason  of  the  close  proximity  of  the  practice  to 
direct  price -fixing  and  the  likelihood  of  abuse.  An  intermediate  position  is  pos- 
sible. The  practice  may  be  made  presumptively  unlawful,  the  burden  being 
shifted  to  those  engaged  in  the  practice  to  establish  that  it  has  not  been  employed 
to  accomplish  ends  forbidden  by  the  statute  and  that  its  operation  has  not  re- 
sulted in  the  elimination  or  impairment  of  competition.  The  practice  is  to  be 
presumptively  unlawful  notwithstanding  the  full  publicity  accorded  the  informa- 
tion. In  the  absence  of  such  publicity,  the  dissemination  of  current  and  future 
price  data  should  be  absolutely  unlawful. 

Here  there  crops  out  a  tendency,  apparently  not  infrequent  among  cer- 
tain modern  advocates  of  "reform,"  to  make  the  accused  prove  himself 
innocent. 
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Of  agreement  to  adhere  to  filed  prices  for  a  fixed  time  or  not  to  deviate 
from  them  without  notice,  the  author  says,  referring  again  to  the  Sugar 
Institute  case  (p.  23)  : 

It  can  therefore  be  stated  categorically  that  current  or  future  price  reporting 
coupled  with  such  an  agreement  is  unlawful. 

The  waiting  period,  he  says,  should  be  outlawed  specifically.  As  to  the 
disclosure  of  individual  price  and  productive  data,  he  believes  that  deci- 
sions do  not  adequately  protect  against  evading  the  statutory  purposes  by 
the  improper  use  of  identifiable  data.    And — 

With  regard  to  information  concerning  prices  and  current  production,  it  would 
appear  that  legislative  correction  through  the  creation  of  a  statutory  presumption 
of  illegality  would  be  preferable  to  an  unqualified  prohibition  since,  as  stated, 
some  disclosures  may  be  socially  desirable.  Whether  a  similar  presumption 
should  be  invoked  on  the  occasion  of  the  disclosure  of  other  data  in  identifiable 
form,  is  a  question  that  should  be  left  open  until  our  knowledge  of  the  effects 
of  such  disclosures  is  enlarged. 

Of  interpretative  comments  he  believes  (p.  25) : 

Although  interpretative  comments  have  been  employed  in  the  past  as  a  means 
of  evading  the  statute,  a  complete  prohibition  would  outlaw  the  circulation  of 
comments  which  conceivably  might  be  socially  desirable.  The  wiser  choice, 
therefore,  would  appear  to  be  to  formulate  a  statutory  presumption,  imposing  a 
heavy  burden  on  those  employing  the  device  to  show  that  its  use  is  consistent 
with  the  precepts  of  a  competitive  order,  and  requiring  all  such  comments  to  be 
accessible  to  the  public. 

He  believes  that  the  law  ought  to  require  stenographic  reports  of  all 
meetings  of  competitors  and  that  these  should  be  available  for  an  appro- 
priate regulatory  agency  to  examine.  He  believes  that  recommending  to 
members  of  an  association,  or  persuading  them  to  follow,  a  program  con- 
cerning prices  or  production  is  inconsistent  with  maintaining  competition 
and  that  the  statute  ought  to  prohibit  it.  Finally  he  believes  that  the  right 
of  an  association  to  impose  penalties  ought  not  to  be  taken  away  but  that 
it  ought  to  be  narrowly  restricted  under  safeguards  to  prevent  abuses.  His 
final  conclusions  on  this  head  are  as  follows  (p.  28-29)  : 

A.  Whether  or  not  full  publicity  is  accorded  any  statistical  program  and 
whether  or  not  the  information  is  filed  with  a  governmental  department  or 
agency,  the  following  features  of  such  programs  should  be  unqualifiedly  pro- 
hibited: 

1.  Any  agreement  to  adhere  for  any  period  of  time  to  any  price,  term,  or  con- 
dition of  sale  previously  fixed,  announced  or  filed 

2.  Any  agreement  not  to  make  any  change  in  any  price,  term,  or  condition 
of  sale  without  giving  prior  notice  of  such  change 
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3.  Any  agreement  to  observe  a  waiting  period  before  an  announced  change 
from  a  previously  fixed,  announced,  or  filed  price  can  become  effective 

4.  All  discussions  by  competitors  which  result  or  are  likely  to  result  in  uni- 
formity of  action  concerning  price  or  production  policies 

5.  All  recommendations  to,  persuasion  of,  or  pressure  upon,  any  member  to 
follow,  observe,  or  maintain  any  suggested  program  concerning  prices  or 
production 

B.  Whether  or  not  full  publicity  is  accorded  any  statistical  program  and 
whether  or  not  the  information  is  filed  with  a  governmental  department  or 
agency,  the  following  features  of  such  programs  should  be  presumptively  un- 
lawful: 

1.  The  filing  and  communication,  collection,  or  dissemination  of  any  informa- 
tion concerning  current  or  future  prices,  terms,  or  conditions  of  sale 

2.  The  disclosure  to  competitors  of  any  information  concerning  the  prices  or 
volume  of  production  of  individual  members  of  the  association 

3.  The  communication  or  circulation  of  interpretative  comments  which  result 
or  are  likely  to  result  in  uniformity  of  action  in  respect  of  prices  or  pro- 
duction 

C.  The  following  type  of  statistical  program  should  be  permitted: 

The  communication,  collection,  and  dissemination  of  information  concerning 
prices,  terms,  and  conditions  of  sale  and  production  policies  that  relate  to  closed 
and  past  transactions,  subject,  however,  to  the  following  conditions: 

a.  There  must  be  no  disclosure  of  individual  price  and  production  policies, 
except  when  necessary  to  prevent  over-reaching  by  buyers. 

b.  The  information  concerning  prices,  production,  inventories,  etc.,  must  be 
disclosed  to  anyone  on  request  and  filed  with  a  governmental  department 
or  agency. 

c.  The  information  must  be  complete,  accurate  and  truthful. 

d.  The  information  must  be  collected  and  disseminated  by  a  registered  associa- 
tion in  accordance  with  the  rules  and  regulations  prescribed  by  an  appro- 
priate regulatory  agency. 

Under  the  heading  "Degree  of  Market  Control,"  the  author  in  eflfect 
discusses  activities  of  minority  groups  that  are  not  able  to  control  prices 
owing  to   effective  outside  competition   by   the  major-  M     t  t 

ity.    He  is  clear  that  these  ought  not  to  be  allowed.    He  Pn-ntrnl 

recommends   vigilance   to   prevent  the  attrition   of  the 
antitrust  laws  by  "nibbling"  exceptions,  and  adds  (p.  35) : 

In  our  opinion,  every  contract  or  combination  in  or  affecting  interstate  com- 
merce, between  two  or  more  persons,  to  eliminate,  prevent,  impair,  or  lessen 
in  any  degree  the  competition  between  the  parties  thereto  or  among  any  persons 
affected  thereby  should  not  be  permitted,  save  possibly  under  very  special  cir- 
cumstances and  then  only  under  effective  governmental  supervision. 
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In  discussing  uniformity  of  price  and  identical  bids,  the  author  observes 
that  "uniformity  of  price  may  under  diverse  circumstances  be  a  token  both 
of  perfect  competition  and  of  collusive  restraint."  Farther  on  he  says 
(P-  36). 

Uniformity  of  price  in  the  face  of  such  rich  diversities  of  product  and  other 
market  factors,  especially  when  prolonged  or  when  the  movement  of  prices  is 
contrary  to  general  economic  trends,  is  neither  natural  nor  accidental;  it  is  an 
artificial  condition  induced  by  collusive  restraint.  To  mistake  such  uniformity 
for  the  perfection  of  competition  is  to  confuse  the  perfect  competition  of  the 
books  with  the  imperfect  competition  of  the  market  place. 

His  remedy  again  is  a  statutory  presumption.  He  believes  also  that  there 
should  be  a  rebuttable  statutory  presumption  making  proof  of  identity  of 
bids  on  public  and  private  contracts  presumptive  evidence  of  an  unlawful 
contract,  combination,  or  conspiracy  in  restraint  of  trade. 

When  he  deals  with  the  subject  of  price  leadership,  the  author  finds  him- 
self in  difficulties.    He  says  (p.  43) : 

The  prevalence  of  price  leadership  reveals  the  fundamental  weakness  in  the 

Sherman  Act.     A  law  which  prohibits  merely  the  means  by  which  evil  conse- 

p  .  quences  are  engendered  rather  than  the  consequences  them- 

_       ,       ,  .  selves  provides  an  easy  avenue  of  escape.    The  prohibitions 

Leadership  r  u    cu  i  j-        j       •        u     i  ••      ■        t 

or  the  bherman  law  are  directed  agamst  the  ehmmation  or 

competition  by  agreement  or  understanding.    The  act  is  powerless  to  prevent  the 

elimination   of   competition   by   other   means.     Uniform    price   and    production 

policies  can  be  pursued  without  resort  to  any  prohibited  agreement. 

He  concludes  (p.  45)  : 

In  order  to  prevent  price  leadership  to  the  fullest  extent  practicable,  proof  of 
price  leadership  should  give  rise  to  a  rebuttable  presumption  that  such  leader- 
ship is  the  result  of  collusion  or  monopoly,  and  industries  in  which  the  practice 
is  prevalent  should  be  subjected  to  flexible  administrative  regulation  designed  to 
eliminate  the  causes  of  and  conditions  favorable  to  the  practice,  and  to  restore, 
invigorate,  and  protect  competition  in  such  industries. 

If  we  understand  Mr.  Handler  and  if  we  understand  Mr.  Hamilton  and 
Miss  Till,  Mr.  Handler  seems,  when  he  deals,  as  he  does  here,  with  one 
of  the  more  difficult  and  elusive  parts  of  his  problem,  to  come  out  at  a 
place  little  distinguishable  from  the  ground  on  which  they  stand. 

The  earlier  portion  of  the  monograph,  which  has  been  reviewed  in  the 

foregoing  pages,  dealt  mainly  with  activities  of  "loose-knit  confederations" 

«^  ,  under  the  seven  heads  cited.     Most  of  the  remainder 

p         T,1  t'  °^  ^^  monograph  is  devoted  by  the  author  to  mergers 

and  consolidations. 

First,  he  discusses  the  relevant  Supreme  Court  decisions  under  ten 
headings : 
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1.  Sugar  Trust  Case 

2.  Northern  Securities  Case 

3.  Oil  and  Tobacco  Trusts 

4.  Terminal  Case 

5.  Railroad  Cases 

6.  Shoe  Machinery  Trust  Cases 

7.  Steel  Corporation  Case 

8.  Anthracite  Coal  Cases 

9.  Anaconda  Merger  Case 

10.  International  Harvester  Consolidation  Case 

In  the  Sugar  Trust  case,  in  1895,  the  court  denied  relief  on  the  ground 
that  the  transfers  of  stock  creating  the  merger  related  merely  to  the  control 
of  manufacturing  as  distinguished  from  interstate  commerce  and  hence  were 
beyond  the  purview  of  the  Sherman  Act.  The  court  later  receded  from  this 
position  under  which  it  had  allowed  98  per  cent  of  the  industry  to  be  gathered 
into  one  concern.    The  author  says  (p.  47) : 

Whether  the  initial  trust  had  been  guilty  of  predatory  practices  does  not  ap- 
pear in  the  Court's  opinion,  but  the  subsequent  history  of  the  company  reveals 
that  it  did  not  refrain  from  predatory  methods  to  attain  its  ends.  Sources  ex- 
trinsic to  the  Court's  opinion  indicate  that  the  "trust"  was  heavily  overcapital- 
ized, that  generous  profits  throughout  its  history  were  made  by  the  promoters, 
and  that  large  dividends  for  a  long  period  of  years  were  paid  upon  its  watered 
stock.  Its  inability  to  retain  its  control,  which  dwindled  from  98  per  cent  in 
1892  to  30  per  cent  in  1927,  casts  considerable  doubt  on  its  economic  efficiency. 

The  last  sentence  in  the  foregoing  quotation  is  one  of  the  most  illuminat- 
ing in  the  monograph,  both  on  the  subject  of  the  monograph  and  on  Mr. 
Handler's  method  of  dealing  with  the  subject.  It  is  not  clear  whether 
Mr.  Handler  means  that  the  management  of  this  particular  company  was 
not  good  or  that  there  is  doubt  of  the  economic  efficiency  of  monopolistic 
business.    We  shall  have  a  further  word  to  say  on  this  subject  later. 

After  reviewing  the  cases  under  the  various  headings,  Mr.  Handler  be- 
gins his  recapitulation  as  follows  (p.  74)  : 

It  is  apparent  from  this  review  of  the  Supreme  Court  cases  that  the  course  of 
decision  in  the  field  of  mergers  and  consolidations  has  been  erratic  and  unpre- 
dictable and  that  there  is  today  virtually  as  much  doubt  and  uncertainty  regarding 
the  permissive  limits  of  capital  combinations  as  there  was  in  1890.  Numerous 
factors  which  may  have  an  important  bearing  upon  the  legality  of  a  merger  of 
two  or  more  competing  companies  have  been  stressed  by  the  Court  and  the 
writers  on  the  subject.  A  recapitulation  of  the  Court  rulings  in  terms  of  these 
factors  may  be  fruitful  in  determining  whether  the  decisions  permit  of  any  re- 
liable  generalizations    concerning   the   lawful   limits    of   corporate    integrations. 

The  author  then  proceeds  to  deal  with  the  following  eight  factors  which 
he  regards  as  importantly  involved  in  the  cases  he  has  reviewed:  (1)  size  of 
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„     .        .  the  capital  combination  and  its  position  in  the  indus- 

Factorsm  ^  .  r        /on  •    i  i  •  i 

,        1  Of  t  '■'")''  V  -^  I'^tent  to  monopolize;  (3)  mdulgence  m  preda- 

„ --.  tory  practices;    (4)    monopoly   power  to  exclude   com- 

petitors or  to  fix  prices;  (5)  existence  of  actual  compe- 
tition in  the  industry  after  the  completion  of  the  merger;  (6)  potential  com- 
petition; (7)  form  of  combination;  and  (8)  other  justifications  (pp.  74-83). 

In  dealing  with  size  of  a  combination  and  its  position  in  the  industry, 
the  author  states  (p.  75)  that  the  court  has  not  rejected  the  relevance  of  size 
in  proving  monopoly  but  has  merely  held  that  size  by  itself  does  not  con- 
stitute a  violation  of  the  statute.  He  goes  on  to  say  that  degree  of  market 
control  is  not  merely  a  matter  of  mathematical  computation  but  a  short- 
hand expression  for  the  economic  strength  of  a  combine  in  the  field  in 
which  it  operates,  its  correct  determination  depending  upon  the  weighing 
of  all  relevant  factors.    He  concludes  under  this  head  as  follows  (p.  77) : 

"Monopoly"  under  the  statute  thus  means  that  degree  of  control  which  the 
Supreme  Court  deems  unlawful.  The  illicit  degree  of  control  is  an  unknown 
quantity  and  obtains  its  meaning  from  the  traditional  process  of  jvidicial  inclu- 
sion and  exclusion.  The  role  of  the  Court  has  thus  far  been  experimental.  It 
has  groped  its  way  cautiously  and  tentatively  in  an  effort  to  locate  the  dividing 
line  at  a  point  fair  to  all  the  interests  concerned.  The  results  thus  reached  have 
been  entirely  unsatisfactory.  The  prevailing  confusion  and  uncertainty,  deplor- 
able though  they  may  be,  leave  both  the  Congress  and  the  Court  free  to  ascribe 
greater  weight  to  the  element  of  market  control,  by  the  adoption  of  a  series  of 
rebuttable  presumptions  or  by  the  formulation  of  a  more  definite  criterion  of 
the  permissive  degree  of  corporate  integration. 

Dealing  with  intent  to  monopolize,  the  author  says  (p.  78) : 

.  .  .  whatever  may  be  the  theoretical  significance  of  the  mental  clement  in  the 
monopoly  cases,  in  point  of  authority,  the  element  is  inconsequential,  both  where 
the  combination  clearly  possesses  and  [where  it]  clearly  lacks  monopoly  control. 
In  such  cases,  it  is  the  presence  or  absence  of  monopoly  power  in  fact  which  is 
important.  It  is  only  in  the  borderline  cases  that  the  mental  element  may  be 
legally  significant.  .  .  . 

To  adopt  a  purely  subjective  test  of  legality  in  the  complicated  field  of  indus- 
trial integration  would  seem  unwise.  .  .  . 

The  antitrust  laws  should  be  concerned  not  with  a  state  of  mind  but  with  eco- 
nomic realities.  It  is  the  existence  of  monopoly,  and  not  the  reasons  which 
prompted  those  responsible  for  its  creation,  which  calls  for  corrective  action. 

With  regard  to  "predatory  practices,"  the  author  concludes  (p.  79) : 

As  in  the  case  of  intent,  the  element  of  predatory  conduct  may  be  of  great 
importance  as  a  practical  matter  in  borderline  cases,  but  the  conclusion  is  inescap- 
able, from  a  careful  reading  of  the  authorities,  that  the  lawfulness  of  a  merger 
or  consolidation  does  not  depend  upon  the  presence  or  absence  of  such  conduct. 
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Here  also,  to  condition  legality  upon  this  extrinsic  factor  would  be  to  introduce 
moral  considerations  into  antitrust  enforcement.  Monopoly  is  reprehensible  in 
a  political  democracy  whether  or  not  accompanied  by  evil  purpose  or  improper 
conduct.  There  is  no  reason  why  monopoly  and  predatory  behavior  should  not 
both  be  outlawed,  whether  they  occur  separately  or  in  combination.  Notwith- 
standing the  contrary  dictum  of  the  Court  in  the  Harvester  case,  quoted  above, 
it  is  inferable  from  the  authorities  as  a  whole  that  both  are  equally  inhibited  by 
the  statute.  The  distinction  between  good  and  bad  trusts  belongs  to  that  out- 
moded era  when  the  antitrust  laws  were  regarded  as  a  moral  pronouncement 
rather  than  a  charter  of  economic  freedom. 

In  discussing  monopoly  power  to  exclude  competitors  or  to  fix  prices, 
the  author  says  (p.  80)  : 

By  posing  the  issue  in  terms  of  the  power  of  exclusion  and  the  power  to  fix 
the  market  price,  the  lines  of  inquiry  are  better  marked  and  analysis  can  be  more 
pointed.  But  apart  from  its  better  restatement,  the  problem  remains  unsolved. 
It  is  no  easier  from  either  a  legal  or  an  economic  standpoint  to  determine  whether 
the  jurisdiction  of  a  company  over  price  is  monopolistic  than  it  is  to  determine 
whether  the  company  is  a  monopoly.  .  .  . 

x\s  has  been  pointed  out,  the  existence  of  monopoly  power,  regardless  of  the 
manner  of  its  exercise,  deprives  the  public  of  the  benefits  of  free  competition, 
and  hence  should  not  be  tolerated. 

After  considering  the  subject  of  existence  of  actual  competition  in  the 
industry  after  the  completion  of  the  merger,  Mr.  Handler  says  (p.  81) : 

The  Supreme  Court  has  not  been  notably  successful  in  the  handling  of  such 
issues.  The  manner  in  which  it  evaluated  the  evidence  of  competition  in  the 
Steel  case  is  open  to  criticism  from  the  viewpoint  of  the  economist.  In  the  Har- 
vester case,  it  rejected  the  conclusions  of  the  economists  of  the  Federal  Trade 
Commission  as  being  based  on  ex  parte  statements  and  hearsay.  To  use  statis- 
tical data  in  court  without  running  aioul  of  the  hearsay  rule  is  a  rare  feat  of 
prestidigitation. 

The  present  machinery  of  court  litigation  is  not  well  adapted  to  the  thorough- 
going economic  study  which  is  essential  to  a  proper  determination  of  the  exist- 
ence, strength,  and  efficacy  of  outside  competition.  Perhaps  this  criterion  could 
be  better  applied  administratively.  In  any  event,  it  has  not  been,  under  the 
authorities,  the  decisive  element  in  antitrust  litigation. 

Regarding  potential  competition,  he  points  out  that  many  of  the  mergers 
condemned  by  the  Supreme  Court  impose  no  restriction  on  potential  com- 
petition. Not  only  was  that  competition  likely  but  the  subsequent  history 
of  these  industries  shows  the  rise  of  many  new  enterprises.  The  author 
concludes  that  i£  existing  competition  is  vigorous  it  is  doubtful  whether  the 
combination  will  be  declared  unlawful  merely  because  it  is  difficult  for  new 
companies  to  enter  the  field.  But  where  actual  competition  is  ineffective 
and  new  competition  unlikely  or  impossible,  the  combination  in  all  proba- 
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bility,  despite  the  Shoe  Machinery  case,  will  be  forbidden.  The  author 
points  out  that  the  form  of  combination  is  not  controlhng  under  the  Sher- 
man Act  and  that  many  attempts  to  justify  combinations,  such  as  that  prices 
have  been  reduced,  quahty  improved,  service  bettered,  competitors  fairly 
treated,  or  excesses  of  competition  reduced,  have  been  unsuccessful.  On  the 
other  hand,  the  Court  has  recognized  as  justifications  the  insolvency  of  the 
selling  company  or  the  imperative  need  for  financial  adjustment,  the  ex- 
istence of  other  forms  of  governmental  regulation,  as  in  the  case  of  public 
utilities,  and  that  the  combined  companies  are  not  in  competition  with  each 
other. 

Mr.  Handler  believes  that  repealing  the  rule  of  reason  as  applied  to 
mergers  and  consolida^tions  would  not  make  the  law  less  confused  or  more 

_  predictable  than  it  now  is.    And,  as  to  dissolution  de- 

Recommen-  ^        ,  /     o^x    i        i       i  i  j  j 

,     .  crees,  he  notes  (p.  84)   that  they  have  rarely  succeeded 

in  restoring  competition;  also  that  a  dissolution  decree, 

"if  too  drastic,  may  have  catastrophic  effects  upon  investors,  workers,  and 

consumers,  and  may,  in  case  of  our  basic  industries,  unsettle  our  entire 

economy." 

The  processes  of  dissolution  can  unquestionably  be  strengthened,  but  the  ques- 
tion arises  whether  it  is  not  better  through  new  legislation  to  prevent  undue  con- 
centration of  economic  power  than  to  streamline  the  procedure  for  unscrambling 
the  eggs  after  the  evil  has  occurred. 

The  author  discusses  the  relation  of  monopoly  to  restraint  of  trade.  He 
refers  to  the  development  of  a  distinction  in  legal  treatment  between  (1) 
competitors  effecting  any  restraint  of  trade  by  agreement  and  (2)  mergers 
which  tend  to  reduce  or  eliminate  competition.  He  points  out  (p.  85)  that 
the  problem  remains  whether  the  coalescence  of  the  rules  governing  both 
branches  of  the  antitrust  laws  should -be  brought  about  by  adopting  the 
more  liberal  rule  applicable  to  mergers  or  the  more  stringent  rule  applicable 
to  restraint  of  trade. 

On  the  subject  of  stock  acquisitions  and  holding  companies  Mr.  Handler 
recommends  enactment  of  legislation  (pp.  88-89) : 

(1)  Prohibiting  the  acquisition  of  stock  in  and  holding-company  control  of 
competing  companies,  in  the  case  of  corporations  of  a  net  worth  of  $1,000,000 
or  more,  with  suitable  exceptions  for  bona  fide  investments  and  the  control  of 
true  subsidiaries  by  parent  corporations; 

(2)  Subjecting  the  acquisition  of  the  assets  and  property  of  competing  com- 
panies to  administrative  supervision  in  the  case  of  corporations  with  a  net  worth 
of  $5,000,000,  or  more,  no  such  acquisition  to  be  permitted  without  the  advance 
approval  of  the  Commission.  The  approval  of  a  merger,  consolidation,  or  prop- 
erty acquisition  should  be  granted  only  if  the  Commission  finds  after  investiga- 
tion and  hearing — 
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(a)  that  the  acquisition  is  in  the  pubhc  interest  and  will  be  promotive  of 
greater  efficiency  and  economy  of  production,  distribution,  and  manage- 
ment; 

(b)  that  it  will  not  substantially  lessen  competition,  restrain  trade,  or  tend  to 
create  a  monopoly  in  the  trade,  industry,  or  line  of  commerce  in  which 
such  corporations  are  engaged; 

(c)  that  the  corporations  involved  in  such  acquisition  do  not  include  one  or 
more  of  the  ten  leading  companies  in  the  trade,  industry,  or  line  of  com- 
merce in  which  they  are  engaged  as  determined  by  plant  capacity,  output, 
or  volume  of  sales  of  the  goods  or  services  as  to  which  such  corporations 
compete; 

(d)  that  the  size  of  the  acquiring  company  after  the  acquisition  will  not  be 
incompatible  with  the  existence  and  maintenance  of  vigorous  and  effective 
competition  in  the  trade,  industry,  or  line  of  commerce  in  which  it  is 
engaged; 

(e)  that  the  acquisition  will  not  so  reduce  the  number  of  competing  com- 
panies in  the  trade,  industry,  or  line  of  comnierce  as  materially  to  lessen 
the  effectiveness  and  vigor  of  competition  in  such  trade,  industry,  or  line 
of  commerce; 

(f)  that  the  size,  strength,  and  position  of  the  acquiring  company  after  the 
acquisition  will  not  be  such  as  to  enable  it,  by  reason  of  its  own  admin- 
istrative action,  apart  from  the  forces  of  competition,  to  fix  and  maintain 
the  prices  of  the  goods  or  services  which  it  sells; 

(g)  that  the  acquiring  company  has  not,  to  induce  the  acquisition,  indulged 
in  any  unfair  or  deceptive  methods  of  competition  or  has  not  otherwise 
violated  the  provisions  of  the  Federal  Trade  Commission  Act,  as  amended. 

He  would  add  a  statutory  presumption  making  any  acquisition  or  fusion 
presumptively  unlawful  when  the  acquired  company  after  the  acquisition 
will  control  more  than  15  per  cent  of  either  capacity,  output,  or  volume  of 
sales  in  the  trade,  industry,  or  line  of  commerce  in  which  such  company  is 
engaged,  this  presumption  to  be  subject  to  rebuttal  by  proper  proof  show- 
ing satisfaction  of  the  statutory  standards.  He  would  allow  full  judicial 
review  in  cases  where  administrative  approval  of  a  contemplated  acquisi- 
tion is  withheld. 

The  last  ten  pages  of  the  monograph  deal  with  antitrust  enforcement. 
Mr,  Handler  points  out  first  the  inadequacy  of  appropriations  and  per- 
sonnel; next,  the  enormous  complexity  of  antitrust  liti-  a    +•+ 
gation,  and  the  inadequacies  of  procedure.     Then,  in           -,   „ 
considerable    detail,    he    makes    recommendations    (pp. 
92-100)   under  seven  heads.     We  will  summarize  these  recommendations. 

First,  he  proposes  a  law  requiring  every  trade  association  to  register  with 
an  agency  of  the  Government  and  to  file  a  registration  statement  and  copy 
o£  the  charter,  articles  of  incorporation,  by-laws,  agree-       _,      •  +     +•         f 

/•  .     .  1         r       T  ■  1111  Xv6^1Sl'I*£lX10Il  01 

ment  or  association,  code  or  ethics,  and  all  other  papers        t     r\    r 
and   documents   concerning  the   establishment   and   or- 
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ganization  of  the  association.  It  would  have  to  report  not  more  often 
than  twice  a  year  all  of  its  activities,  with  affidavits  that  there  have  been 
no  discussions  of  price  or  production  policies  and  that  no  agreement  or 
understanding  concerning  prices,  production,  or  elimination  of  competition 
has  been  made.  Under  this  recommendation,  associations  would  have  to 
keep  stenographic  reports  with  affidavits  that  they  were  complete  files,  which 
would  be  open  for  governmental  inspection.  There  would  be  heavy  penal- 
ties for  failure  to  register,  to  file  statements,  to  file  reports,  for  willful  mis- 
statements, for  false  or  incomplete  entries,  for  failure  to  make  correct  entries 
in  all  reports,  for  willful  removal,  destruction,  mutilation,  or  alteration  of 
any  report  or  record,  and  finally  for  refusal  to  permit  the  agents  of  the  gov- 
ernment to  inspect  or  make  copies  of  the  contents  of  the  files.  Mr.  Handler 
points  out  that  the  proposal  is  not  without  its  difficulties  and  he  says  it  will 
also  be  necessary  to  provide  for  access  to  all  communications  between  com- 
petitors in  the  cases  where  there  is  no  organization. 

Mr.  Handler's  second  recommendation  is  for  advance  approval  and  de- 
termination of  the  legality  of  corporate  integrations.  His  third  is  for  open, 
comprehensive,  and  complete  files  on  merger  industries  as  a  result  of  Fed- 
eral licensing.  His  fourth  recommendation  is  for  Congressional  codifica- 
tion and  classification  of  offenses. 

His  fifth  is  for  increased  sanctions.    He  believes,  however,  that  the  new 

sanctions  ought  not  to  "be  over-severe  since  excessive  penalties  tend  to  be 

,  selt-defeatins."     He  believes  in  retaining  the  criminal 

IT1CT*G3,SGCI 

and  equitable  remedies  and  supplementing  them  by  civil 
penalties.  He  proposes  that  in  civil  cases  the  defend- 
ants be  required  to  account  for  all  profits  traceable  to  their  unlawful  acts 
and  to  turn  them  over.  We  have  here  again  the  device  of  a  rebuttable  pre- 
sumption to  the  effect  that  all  profits  during  the  period  of  violation  in  ex- 
cess of  the  profits  earned  during  a  base  period  were  the  product  of  the 
violation,  the  burden  being  shifted  to  the  defendant  to  show  that  the  profits 
were  attributable  to  other  causes. 
His  sixth  recommendation  is  as  follows  (p.  99) : 

Distressed  industries. — Excessive  competition  creates  problems  no  less  serious 
than  those  resulting  from  an  absence  of  competition.  Special  treatment  of  the 
distressed  industries  may  be  necessary  if  they  are  to  function  satisfactorily.  The 
nature  and  extent  of  the  administrative  regulation  which  may  be  necessary  will 
vary  industry  by  industry  and  depend  upon  the  causes  of  distress  and  economic 
dislocation.  Any  program  of  legislative  revision  should  make  provision  for  the 
special  treatment  of  our  sick  industries. 

His  seventh  recommendation  relates  to  existing  concentration  in  indus- 
try.   On  this  subject  he  concludes  as  follows  (pp.  99-100) : 

Competition  in  such  industries  can  be  restored  only  through  a  far-reaching 
reorganization  of  their  structure.     The  extent  to  which  the  pulverization  of  in- 
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dustry   is   required   for  the  re -establishment  of  competitive  m       +         *■    f 

itions   IS   not    tuUy   appreciated.     The   atomization   of  p  . 

industry    would    cause    serious    economic    dislocation    and  „  ^     x- 

,,.,.,,  ,  .  ™  Concentration 

would  seriously  impede  the  current  defense  program.     Ihe 

segregation  of  our  large  enterprises  into  two  or  three  component  parts  has  little 
beneficial  short-term  competitive  effects.  The  slight  increase  of  competition 
which  might  result  would  hardly  compensate  for  the  unsettling  effects  of  such 
dissolutions.  This,  however,  is  not  to  deny  the  advantageous  long-term  effects  of 
any  carefully  conceived  and  well-executed  program  of  corporate  reorganization. 
We  have  considered  various  proposals  for  invigorating  and  resuscitating  com- 
petition in  our  concentrated  industries.  We  find  that  most  of  such  suggestions 
are  lacking  in  practical  appeal  or  are  politically  inexpedient.  Although  one  is 
naturally  reluctant  to  suggest  further  governmental  regulation  of  industry,  we  see 
no  escape  from  the  conclusion  that  some  administrative  control  of  our  concen- 
trated industries  is  essential,  so  long  as,  and  only  as  long  as,  such  industries  by 
their  organization  and  operation  deny  the  public  the  benefits  of  free  competition. 
It  is  only  in  the  case  of  industries  in  which  competition  does  not  function  prop- 
erly or  has  disappeared  and  cannot  be  restored  without  undue  disturbance  of  its 
economic  organization  that  such  administrative  regulation  is  indicated.  The  aim 
of  such  control  would  be  the  attainment,  through  regulation,  of  the  benefits 
normally  flowing  from  a  competitive  regime,  notably  the  constant  lowering  of 
prices  with  a  corresponding  increase  of  production.  Only  in  this  way  can  the 
standards  of  living  be  raised  and  real  income  enlarged. 


The  reader  will  see  that  Mr.  Handler's  monograph  is  appealing  in  being 
compact,  concise,  neat,  and  Hmited,  If  we  read  him  correctly,  Mr.  Handler 
has  dealt  only  with  what  he  considers  to  be  activities  that  he  believes  keep 
competitors  in  the  same  industry  from  competing  with  each  other  as  much 
as  they  otherwise  would  do. 

He  does  not  say  anything  about  the  cases  that  have  arisen  under  the  Sher- 
man Act  out  of  the  doings  between  sellers  and  their  customers  who  are 

distributors  or  dealers.     Cases  of  this  kind  have  to  do  t  •     -^  ^. 

...                               ,      .              1  .  1     1             „  Limitations 

with  attempts  to  control  prices  at  which  thev  resell  to  n  «^    , 

1    •                                                      -111-  of  Study 
their   customers,   attempts   to   restrict   them   to   dealing 

only  with  goods  of  the  seller,  and  a  variety  of  other  arrangements.  Simi- 
larly, there  are  cases  arising  out  of  the  methods  of  large  buyers  in  buying 
goods  from  others,  large  and  small.  There  are  the  cases  arising  out  of  labor 
union  activities.  Of  these  last,  Mr.  Handler  in  excluding  them  explains 
(p.  46): 

The  restraints  practiced  by  the  labor  unions  now  being  challenged  in  the  cur- 
rent drive  by  the  Department  of  Justice  fall  outside  the  scope  of  this  study, 
which  is  concerned  primarily  with  restraints  by  industry.  It  is  sufficient  for 
our  purpose  to  observe  that  the  cooperation  by  labor  with  industry  in  the  elimi- 
nation of  competition  is  not  clothed  with  any  exemption  and  is  on  a  parity  with 
restraints  practiced  by  industry  alone. 
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There  are  numerous  other  problems  that  arise  otherwise  than  among  com- 
petitors in  the  same  industry. 

A  number  of  these  subjects  that  Mr.  Handler  leaves  out  are  among  the 
most  interesting  problems  and  among  the  hardest  that  arise.  Mr.  Handler 
has  a  right  to  choose  his  ground  and  to  keep  within  any  limits  that  he  sets 
for  himself.  Yet  in  doing  so  he  lets  his  treatment  be  less  interesting  than 
it  might  be,  he  leaves  it  incomplete,  and  he  allows  the  subject  to  seem  to 
be  simpler  than  it  is. 

The  monograph  omits  also  discussion  of  another  important  phase  of  the 
whole  problem.  The  author  does  not  discuss  his  premises,  the  broader  as- 
sumptions on  which  he  proceeds,  or  the  purposes  or  standards  by  which 
he  judges.    We  are  not  certain  that  he  is  entitled  to  be  silent  about  these. 

In  a  casual  social  appraisal  of  monopoly,  for  example,  he  makes  these 
brief  statements  on  pages  79  and  80: 

Monopoly  is  reprehensible  in  a  political  democracy  whether  or  not  accompanied 
by  evil  purpose  or  improper  conduct.  .  .  . 

As  has  been  pointed  out,  the  existence  of  monopoly  power,  regardless  of  the 
manner  of  its  exercise,  deprives  the  public  of  the  benefits  of  free  competition, 
and  hence  should  not  be  tolerated. 

But  he  does  not  discuss  or  analyze  what  he  means  by  monopoly  power  or 
monopoly.  Obviously  he  means  something  more  than  the  old  legal  trade 
monopoly  that  governments  used  to  grant  by  royal  patent.  Nor,  when  all 
that  he  says  is  taken  together,  does  he  seem  to  limit  what  "should  not  be 
tolerated"  to  a  preponderance  gained  through  conspiracy,  by  predatory 
practices,  or  with  malign  purpose.  Yet,  if  he  did  not  have  in  mind  either 
monopolies  of  the  ancient  type  or  monopolies  created  by  illegitimate  meth- 
ods, it  is  hard  to  believe  that  statements  as  sweeping  as  those  last  quoted 
are  not  slips  of  the  pen.  One  has  only  to  think  of  the  publicly  regulated 
telephone  system  and  other  publicly  regulated  utilities  to  see  that  Mr. 
Handler  is  not  to  be  taken  literally. 

One  regrets  that  with  such  gifts  as  his  he  has  kept  himself  so  carefully 
on  the  conventional  surface  in  discussing  the  legal  problems  related  to  the 
concentration  of  economic  power.  His  task  would  have  been  harder,  but 
he  would  have  done  a  great  service,  if  he  had  allowed  himself  to  consider 
what  is  monopoly  and  what  the  nature  of  competition  is.  Who  and  what 
are  the  other  competitors  that  any  one  competitor  must  face.''  What  are 
the  attributes  that  make  a  competitor  a  strong  competitor?  How  strong 
must  a  competitor  be  in  order  that  he  may  be  strong  enough  to  continue 
to  compete?  At  what  point  does  his  strength  as  a  competitor  turn  him 
into  a  monopolist? 

Mr.  Handler  discusses  among  the  railroad  cases  the  Northern  Securities 
case,  the  St.  Louis  Terminal  case,  and  the  Union  Pacific  and  Southern 
Pacific  cases,  all  of  which  had  to  do  with  railroads  that  were  competing 
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with  other  railroads.  One  would  not  know  from  reading  his  monograph 
that  there  have  been  in  the  United  States  passenger  automobiles,  buses, 
trucks,  airplanes,  pipe  lines,  and  oil  tankers  that  have  taken  a  vast  traffic 
off  the  rails.  Mr.  Handler  gives  no  hint  whether  he  considers  these  com- 
petitors of  the  rails.  He  does  not  indicate  whether  he  thinks  that  allow- 
ing the  railroads  to  join  in  certain  collaborative  practices  to  preserve  their 
existence  would  be  a  move  toward  preserving  competition  or  reducing  it. 

He  reminds  us  that  the  Supreme  Court  retreated  from  its  early  decision 
in  the  Sugar  Trust  case.  In  this  case  the  Court  declined  to  disturb  a  mo- 
nopoly 98  per  cent  complete.  Mr.  Handler  tells  us  that  thirty-five  years 
later  the  same  company  was  only  30  per  cent  of  the  industry.  What  is  the 
lesson  in  this  example?  What  caused  so  great  a  change?  Could  the  other 
competitors  that  grew  up  have  made  their  way  if  Mr.  Handler's  recom- 
mendations all  had  been  in  effect?  In  the  making  of  automobiles,  some- 
thing like  a  thousand  competitors  have  disappeared.  Yet  beginning  as 
late  as  1925,  after  the  Ford  and  General  Motors  companies  had  gained  a 
size  beyond  most  manufacturing  concerns,  Chrysler  Corporation  grew  up 
to  compete  with  them  on  equal  terms.  Could  it  have  done  so  if  Mr. 
Handler's  suggestions  had  been  in  effect? 

There  is  another  and  a  greater  competition,  however,  than  that  between 
concerns  in  the  same  industry  or  than  that  between  industries  that  provide 
goods  or  services  more  or  less  alternative  to  each  other  for  the  same  pur- 
pose, such  as  railroads  and  automobiles.  There  is  the  choice  open  to  the 
consumer  of  keeping  his  dollar  in  his  pocket  or  of  using  it  for  something 
wholly  different. 

When  Mr.  Handler  discusses  the  undesirability  of  monopoly  in  a  politi- 
cal democracy,  we  take  it  that  he  has  in  mind  the  right  of  purchasers  to 
buy  according  to  their  wishes  and  the  rights  of  promoters,  managers,  and 
workmen  to  enter  or  remain  in  business.  Mr.  Handler's  imagination  truly 
pictures  the  futility  and  harm  of  pulverizing  certain  large  enterprises  for 
the.  purpose  of  making  the  scattered  remains  compete.  He  seems  to  believe, 
however,  that  corresponding  harm  will  not  follow,  in  unemployment  and 
other  unsettlement,  from  keeping  pulverized  the  smaller  beings  who  have 
not  yet  coagulated  into  something  large  enough  to  stay  alive.  One  thinks 
of  the  farmers  of  our  country  and  their  change  from  unlimited  competing 
to  the  present  system.  Now,  on  the  one  hand,  they  are  open  to  severe  pen- 
alties for  growing  wheat,  corn,  and  other  crops  that  for  many  of  them  al- 
ways were  a  part  of  farming  itself,  and,  on  the  other  hand,  they  receive 
payments  out  of  the  Treasury,  and  the  Governm.ent,  in  order  to  help  them, 
makes  special  laws  about  the  prices  of  what  they  grow  and  uses  money 
from  the  taxpayer  to  buy  and  hold  great  surpluses.  We  can  imagine  the 
grim  shade  of  Karl  Marx  pondering  so  neat  an  example  of  his  type  of 
dialectic. 
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Mr.  Handler's  method  of  insuring  that  competitors  continue  to  compete 
is  apparently  to  keep  them  weak.  He  thinks  of  things  to  prevent  them 
from  doing  and  of  ways  to  restrict  them.  Are  we  to  believe  that  swarms 
of  anemic  competitors  make  a  strong  economy? 

Since  Mr.  Handler  wrote  his  monograph,  our  economy  finds  itself  facing 
the  grim  task  of  the  greatest  of  wars.  Its  need  is  strength,  not  weakness. 
It  needs  power  to  produce  for  the  public  good.  It  needs  strong  elements  to 
compete  in  expending  the  greatest  energy,  and  harmonized  to  yield  the 
highest  output.  In  the  dread  days  in  which  we  now  live  we  have  the  oppor- 
tunity to  see  where  and  in  what  circumstances  energy  and  output  are  the 
greatest.  Later,  in  times  of  peace,  if  we  are  wise,  we  shall  apply  the  les- 
sons. We  can  then  compare  from  experience,  rather  than  by  theoretical 
discussion,  the  merits  of  the  different  ways  of  organizing  to  produce. 


REVIEW   OF    T.N. E.G.    MONOGRAPH   NO.    39 

Control  of  the  Petroleum  Industry 
by  Major  Oil  Companies 

T.N.E.C.  Monograph  No.  39  was  written  by  Roy  C.  Cook,  a  member 
of  the  economic  staff  of  the  Department  of  Justice,  and,  according  to 
Thurman  Arnold*,  "originated  and  was  completed  by  Mr.  Cook  as  a  pri- 
vate research  project  in  the  Department  of  Economics  of  the  George  Wash- 
ington University."  Mr.  Arnold  made  it  clear  that  Mr.  Cook's  "facts,  opin- 
ions and  conclusions  are  not  to  be  considered  as  the  opinions  or  policies 
of  the  Department  of  Justice." 

On  June  2,  1941,  a  reply  to  Monograph  39  was  submitted  to  Senator 
O'Mahoney  by  W.  S.  Parish,  President  of  the  Standard  Oil  Company  of 
New  Jersey,  and  J.  Howard  Pew,  President  of  the  Sun  Oil  Company.  This 
reply  was  published  by  the  T.N.E.C.  as  Monograph  39-A,  together  with 
Mr.  Cook's  rejoinder. 

Mr.  Cook's  rejoinder  does  not,  in  our  opinion,  merit  a  surrebuttal,  except 
to  point  out  his  reiterated  complaint  that  trade  association  "forecasts  of 
amounts  of  petroleum  products  to  be  produced  and  maintained  in  storage" 
tend  "to  cause  price  rigidities"  (p.  84).  Yet  we  find  in  another  monograph 
(No.  18)  that  it  is  proposed  (p.  355)  that  the  Government  itself  should 
"insure  that  the  statistical  activities  of  trade  associations  .  .  .  extend  the 
availability  of  the  data" — and  the  President  of  the  United  States  is  quoted 
as  urging  the  Government  to  "supplement  and  supervise"  collection  and 
dissemination  by  trade  associations  of  information  concerning  "market  con- 
ditions .  .  .  temporary  overproduction  and  excessive  inventories  .  .  .  and 
to  encourage  the  maintenance  of  orderly  markets." 

Mr.  Cook,  on  the  other  hand,  apparently  believes  that  market  stability 
is  proof  of  "collusion"  and  that  lack  of  information  is  desirable  since  it 
would  encourage  cut-throat  competition.  Regularity  of  operation  produces 
regularity  of  production  and  so  far  as  it  is  brought  about  by  noncollusive 
methods  should  be  encouraged,  Mr.  Cook  to  the  contrary  notwithstanding. 

We  now  present  the  analysis  of  Monograph  39  submitted  to  the  T.N.E.C. 
by  Messrs.  Parish  and  Pew  and  published  in  Monograph  39-A. 

This  analysis  covers  the  entire  monograph  by  chapters  (except  the  IV2 
pages  of  introduction  which  constitute  Chapter  I).  The  title  of  each  of  the 
first  six  sections  of  the  review  is  the  title  of  the  corresponding  section  of 
Monograph  39.  The  final  section  on  "The  Achievements  of  the  Petroleum 
Industry"  was  added  to  fill  a  gap  left  by  the  author  of  Monograph  39  in  his 
survey  of  the  petroleum  industry. 

675 


676     FACT  AND  FANCY  IN  THE  T.N.E.C.  MONOGRAPHS 

Basic  Factors 

COMMENTS  ON  CHAPTER  II  OF  MONOGRAPH  NO.  39 

Mr.  Cook's  principal  contentions  in  his  chapter  "Basic  Factors"  are:  (1) 
"Control"  is  concentrated  in  the  oil  industry.  (2)  Integration  gives  the 
large  companies  an  unfair  competitive  advantage.  (3)  The  American 
Petroleum  Institute  is  a  means  of  holding  the  rest  of  the  industry  subject 
to  the  domination  of  the  major  companies.    Let  us  look  at  the  record. 

■      CONCENTRATION  OF  CONTROL 

Mr.  Cook  states  that  the  20  major  oil  companies  considered  in  his  analy- 
sis had  at  the  end  of  1939  combined  total  assets  of  over  $9,000,000,000, 
ranging  in  size  from  62  to  2,035  million  dollars.  He  gives  the  names  of 
the  companies  and  their  total  assets  at  the  end  of  1939.  This  group  repre- 
sents about  60  per  cent  of  the  investment  in  the  industry,  but,  he  says, 
their  degree  of  control  is  very  much  higher  than  this  percentage  indicates. 

This  statement  on  the  degree  of  control  is  somewhat  obscure.  In  the 
first  place,  Mr.  Cook  does  not  give  any  definition  of  control.  In  the  second 
place,  he  offers  no  explanation  of  the  bald  assertion  that  assets  do  not  meas- 
ure control.  Moreover,  he  included  in  the  total  assets  substantial  invest- 
ments outside  the  United  States  and,  in  the  case  of  the  Cities  Service  Co., 
public  utility  investments  outside  the  petroleum  industry. 

The  principal  criticism  of  Mr.  Cook's  statement  on  the  alleged  concen- 
tration of  control  is  that  he  selected  20  companies  and  gave  no  reason  for 
selecting  so  large  a  number.  Ordinarily  in  discussions  of  concentration  a 
much  smaller  number  is  taken.  For  example,  at  the  opening  of  the  T.N.E.C. 
hearings,  Dr.  Willard  L.  Thorp,  representing  the  Department  of  Com- 
merce, presented  a  comparison  of  the  concentration  in  various  American 
industries.  In  no  instance  did  he  use  as  many  as  20  companies,  but  smaller 
numbers,  1,  2,  3,  4,  and  5.  His  figures  were:  Virgin  aluminum,  1  com- 
pany, 100  per  cent  of  output;  automobiles,  3  companies,  86  per  cent  of  out- 
put; beef  products,  2  companies,  47  per  cent  of  output;  bread  and  other 
bakery  products,  3  companies,  20  per  cent  of  output;  cans,  3  companies, 
90  per  cent  of  output;  cement,  5  companies,  40  per  cent  of  output;  ciga- 
rettes, 3  companies,  80  per  cent  of  output;  bituminous  coal,  4  companies, 
10  per  cent  of  output;  corn  binders,  4  companies,  100  per  cent  of  output; 
flour,  3  companies,  29  per  cent  of  output;  plate  glass,  2  companies,  95  per 
cent  of  output;  safety  glass,  2  companies,  90  per  cent  of  output;  iron  ore, 
4  companies,  64  per  cent  of  output;  oil  wells,  4  companies,  20  per  cent  of 
output;  steel,  3  companies,  60.5  per  cent  of  capacity;  whisky,  4  companies. 
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58  per  cent  of  output;  women's  clothing,  4  companies,  2  per  cent  o£  out- 
put; wood  pulp,  4  companies,  35  per  cent  of  output;  zinc,  4  companies, 
43  per  cent  of  output/  During  the  T.N.E.C.  oil  hearings,  a  study  pub- 
lished by  the  Twentieth  Century  Fund  entitled  Big  Business:  Its  Growth 
and  Its  Place  was  cited  to  show  that  the  degree  of  concentration  in  the  oil 
industry  is  comparatively  low.  The  study  was  based  on  the  total  wage 
earners  in  the  manufacturing  end  of  the  business;  the  6  largest  companies 
in  the  oil  industry  and  6  in  every  other  industry  were  taken  to  measure 
the  degree  of  concentration.  Oil  was  forty-sixth  in  the  list  of  about  80 
industries."  The  most  comprehensive  statistics  on  concentration  are  those 
published  in  the  study  by  the  National  Resources  Committee,  The  Struc- 
ture of  the  American  Economy,  Part  1— "Basic  Characteristics."  Meas- 
ured by  persons  employed,  the  4  largest  producers  in  petroleum  refining 
had,  in  1935,  38.3  per  cent  of  those  employed  in  the  industry.  This  figure 
is  exceeded  by  5  out  of  21  large  industries,  those  employing  more  than 
100,000  persons;  by  9  out  of  44  medium  industries,  those  employing  25,000 
to  100,000  persons;  and  by  106  out  of  210  small  industries,  those  employing 
less  than  25,000  persons.^ 

Further  statistics  on  comparative  concentration  are  given  in  T.N.E.C. 
Monograph  No.  27,  The  Structure  of  Industry,  prepared  by  Willard  L. 
Thorp  and  Walter  F.  Crowder,  of  the  Department  of  Commerce.  The 
Bureau  of  Mines  of  the  Department  of  the  Interior  prepared  basic  data 
for  the  products  of  mines  analyzed  for  1935.  According  to  this  analysis, 
the  4  leading  companies  employed  15.5  per  cent  of  the  wage  earners  in 
petroleum.  This  percentage  for  petroleum  was  exceeded  by  the  percentages 
in  18  out  of  24  mineral  products,  and  exceeded  the  percentages  in  5  other 
mineral  products.* 

The  foregoing  statistics  clearly  show  that,  on  any  comparable  basis,  the 
concentration  in  the  oil  industry  is  not  high,  despite  the  fact  that  many  of 
the  units  in  the  industry  are  large  corporations.  Only  by  using  such  a 
figure  as  the  largest  20  companies  can  it  be  made  to  appear  concentrated. 

Mr.  Cook  claims,  not  only  that  control  is  concentrated,  but  also  that 
concentration  is  increasing.     He  states: 

.  .  .  the  importance  of  the  20  major  companies  has  grown  appreciably  in  the 
past  15  or  20  years.  From  1926  to  1937  their  share  of  total  crude  oil  production 
rose  from  46.3  to  52.5  per  cent;  of  crude  oil  stocks  from  76.6  to  94.2  per  cent; 
of  refining  capacity  from  65.5  to  75.6  per  cent;  and  of  gasoline  production  from 
71.3  to  83.8  per  cent. 

This  conclusion  must  be  challenged,  for  it  is  obtained  by  a  fallacious  sta- 
tistical  procedure.     The  20  companies   selected   are  those  which  are  the 

^  Temporary  National  Economic  Committee  Hearings,  pt.   1,  p.   137. 

"^Ibtd.,  pt.  15,  p.  8445. 

3  Appendix  7,  table  I,  pp.  240-248.  *  Appendix  F,  p.  573. 
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largest  at  the  present  time.  At  the  end  of  a  race,  the  leaders  will  have 
gained  in  rank  over  those  who  led  at  the  halfway  mark.  By  selecting  for 
comparison  those  who  lead  at  the  present  time,  the  group  necessarily  con- 
sists of  those  who  have  grown  the  most;  a  bias  is  introduced  in  the  direc- 
tion of  showing  increasing  concentration.  The  longer  the  period  covered, 
the  greater  is  the  bias  by  selecting  for  study  the  leading  group  at  the  end. 
If  the  group  selected  was  that  of  the  leaders  of  an  earlier  period,  a  bias 
would  be  introduced  in  the  direction  of  showing  decreasing  concentration. 
The  only  appropriate  method  is  to  compare  the  percentage  controlled  by 
the  leaders  in  each  year,  irrespective  of  which  companies  are  among  the 
leaders.  This  was  pointed  out  to  the  T.N.E.C.  during  its  oil  hearings.^ 
It  is  illustrated  in  the  following  paragraph: 

The  figures  for  refining  capacity  are  used  for  purposes  of  illustration, 
because  they  happen  to  be  the  only  ones  in  the  T.N.E.C.  record  which  can 
be  checked  by  the  supporting  data  made  public.®  Mr.  Cook  asserts  that 
concentration  is  increasing  because  the  20  majors'  share  of  refining  capacity 
increased  from  1926  to  1938  from  65.5  to  75.6  per  cent.  Consider  the  figures 
in  the  following  table: 

Daily  Crude   Oil  Refining  Capacity 
(Per  cent  of  United  States  total) 

1926         1931          1935  1936  1937  1938 

4  largest  refiners  in  1938    29.2           33.7           29.6  29.8  31.6  31.6 

4  largest  refiners  in  1926    32.9           32.8           28.7  28.8  29.5  29.4 

4  largest  refiners  in  each  year     32.9            34.6            33.5  33.5  31.9  31.6 

If  we  compare  the  refinery  capacity  of  the  four  largest  refiners  in  1938, 
we  find  from  1926  to  1938  that  there  was  an  increased  concentration,  from 
29.2  to  31.6  per  cent;  if  we  compare  that  of  the  four  largest  refiners  in  1926, 
we  find  that  there  was  a  decreased  concentration,  from  32.9  to  29.4  per 
cent;  but,  if  we  compare  that  of  the  four  largest  refiners  in  each  year,  we 
find  a  small  decrease  in  concentration  from  32.9  to  31.6  per  cent. 

Mr.  Cook's  assertion  of  increasing  concentration  is  refuted  in  the  most 
comprehensive  study  of  concentration  trends,  one  made  for  the  T.N.E.C. 
In  T.N.E.C.  Monograph  No.  27,  The  Structure  of  Industry,  Willard  L. 
Thorp  and  Walter  F.  Crowder  include  petroleum  refining  among  the  in- 
dustries with  unusual  declines  in  concentration.''  According  to  their  figures, 
concentration  in  petroleum  refining  reached  its  peak  in  1923.^  The  "pro- 
portionate index"  reached  150  in  that  year,  and  declined  to  104  in  1929, 
91  in  1935,  and  88  in  1937.^  They  note  that  "the  5  largest  [companies] 
have  lost  position  [in  gasoline  production],  while  the  second  5  have  gained 
slightly,  and  the  rest  of  the  industry  has  gained  even   more.     All  these 

^Temporary  National  Economic  Committee  Hearings,  pt.   15,  p.  8445. 

^Ibid.,  pt.  14-A,  table  28b,  p.  7801. 

7  p.  59.  8  p.  74.  9  p.  90. 


CONTROL  OF  PETROLEUM  INDUSTRY  (>7^ 


measures  fall  far  below  the  dominance  obtained  by  the  Standard  Oil  Co. 
prior  to  19n."" 

Mr.  Cook  neglects  to  point  out  what  is  really  the  outstanding  fact  about 
concentration  in  the  oil  industry,  namely,  that  there  has  been  an  enormous 
decrease  since  the  dissolution  of  the  old  Standard  Oil  Co.  in  191L  The  old 
Standard  Oil  Co.  controlled  a  greater  portion  of  the  total  oil  business  than 
is  now  controlled  by  all  the  20  major  companies  put  together.  Further- 
more, not  only  are  many  companies  formerly  parts  of  the  old  Standard  Oil 
Co.  now  in  competition  with  one  another,  but  other  companies  have  grown 
and  many  new  companies  have  entered  the  field.  Mr.  Cook  declared  that 
the  20  major  oil  companies  have  developed  from  companies  formerly  parts 
of  the  old  Standard  Oil  Co.  and  "other  large  financial  interests,  including 
those  controlled  by  the  Mellons  and  the  House  of  Morgan."  This  state- 
ment implies  that  the  oil  companies  have  been  sponsored  and  are  now 
controlled  by  large  banking  interests.  As  a  ijiatter  of  fact,  the  majors 
which  have  grown  up  beside  the  divorced  companies  have  built  themselves 
up  largely  through  reinvestment  of  their  earnings  within  the  growing  oil 
industry  and  most  directors  of  the  major  oil  companies  are  operating  execu- 
tives, not  financiers. 

Mr.  Cook  contends  further  that  the  officers  of  the  larger  oil  companies 
are  in  so  dominant  a  position  that  they  can  disregard  the  wishes  of  the 
stockholders,    Mr.  Cook  states: 

As  is  the  case  of  most  large  corporations,  the  officers  control  voting  stock  so 
completely  that  they  need  not  consider  stockholder  approval  of  their  decisions 
and  policies.  In  the  meetings  held  by  17  of  the  major  oil  companies  in  1938, 
the  officers  voted  an  average  of  ^^.li  per  cent  of  the  common  stocks  voted. 

The  stock  of  several  majors  is  closely  held.  For  example,  the  100  largest 
stockholders  of  Shell  Union  Oil  Corporation  and  Sun  Oil  Co.  held  88.9  and 
84.9  per  cent,  respectively,  of  the  common  stock  at  the  end  of  1938.  Certain 
influential  stockholders  have  interests  in  many  companies.  The  Harkness  and 
Flagler  group,  original  partners  of  Rockefeller,  and  the  Rockefeller  group  have 
substantial  interests  in  the  6  majors  of  the  Standard  group.  This  interlocking 
of  dominant  stockholders  makes  it  easier  to  pursue  concerted  action  against  in- 
dependent competitors  and  tends  to  establish  a  strong  possibility  of  co-operadon. 
This  is  especially  true  of  the  majors  that  were  a  part  of  the  Standard  Oil  Trust. 

This  statement  could  be  most  misleading.  Mi.  W.  S.  Parish,  president 
of  the  Standard  Oil  Co.  (New  Jersey),  answered  the  first  point  in  Mr. 
Cook's  contention  when  he  stated  to  the  T.N.E.C.:  "Any  implication  that, 
because  stockholders  sign  proxies  rather  than  attend  meetings,  corporate 
managers  in  the  oil  industry  are  free  to  manage  without  regard  to  the 
interest  of  stockholders  is  most  emphatically  not  true."  ^^     He  elaborated 

10  p.  262. 

11  Temporary  National  Economic  Committee  Hearings,  pt.  17,  pp.  9931-9932. 
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this  point  during  his  testimony.^"  It  is,  of  course,  true  that  a  single  stock- 
holder who  is  all  alone  in  his  disapproval  o£  corporate  policies  can  do  little 
about  it;  but  with  all  the  modern  publicity  about  corporate  affairs,  he  is  in 
an  excellent  position  to  get  attention  if  he  has  a  plausible  case. 

The  statement  that  the  stock  of  some  of  the  major  oil  companies  is 
closely  held  is  misleading,  for  the  T.N.E.C.  hearings  show  that  this  is  the 
exception.  The  T.N.E.C.  asked  that  the  companies  report  the  holdings  of 
the  100  largest  shareholders.  The  reports  ^^  show  that  among  the  large 
shareholders  are  many  foundations  and  educational  institutions  and  many 
investment  and  banking  houses.  The  last  group  presumably  holds  the 
floating  supply  of  the  stock  in  which  the  equity  is  scattered  among  many 
customers.  It  is  true  that  the  Sun  Oil  Co.  is  closely  held,  for  members  of 
the  Pew  family  hold  more  than  a  majority  interest.  The  two  other  com- 
panies which  Mr.  Cook  may  have  considered  as  closely  held,  the  Shell 
Union  Oil  Corporation  and  the  Skelly  Oil  Co.,  are  really  in  a  different 
position,  for  each  of  them  is  better  described  as  an  affiliate  of  the  corpora- 
tion which  holds  a  majority  interest  in  its  common  stock.  Of  the  20  major 
companies,  only  1  is  closely  held  without  question,  and  2  others  are  affiliates 
of  other  companies. 

The  most  serious  assertion  of  Mr.  Cook  in  the  paragraph  just  quoted  is 
that  the  substantial  interests  of  the  Rockefeller,  Harkness,  and  Flagler 
groups  make  it  easier  to  pursue  concerted  action  against  independent  com- 
petitors. There  is  no  evidence  at  all  that  those  interests  have  led  to  any 
concerted  action  whatsoever.  The  T.N.E.C.  record  discloses  only  two 
instances  in  which  officers  of  any  corporation  formerly  part  of  the  old 
Standard  Oil  Co.  testified  on  this  subject.  Mr.  W.  S.  Parish,  president  of 
the  Standard  Oil  Co.  (New  Jersey),  testified  that  his  company  had  no 
group  of  stockholders  who  wants  control  of  operations.^*  Dr.  Robert  E. 
Wilson,  president  of  the  Pan  American  Petroleum  &  Transport  Co.,  an 
affiliate  of  the  Standard  Oil  Co.  of  Indiana,  testified  that  his  company  dealt 
at  arm's  length  with  other  oil  companies  in  which  there  are  Rockefeller 
interests.^^  Of  course,  Mr.  Cook's  statement  is  very  vague;  he  says  only 
that  the  interlocking  of  dominant  stockholders  "makes  it  easier"  to  pursue 
concerted  action  and  "tends  to  establish  a  strong  possibility  of  coopera- 
tion."   But  such  vague  statements  might  be  most  misleading. 

At  no  place  in  his  monograph  does  Mr.  Cook  offer  detailed  support  for 
his  statement  that  there  is  definite  evidence  of  "uniform  concerted  action 
by  the  adoption  of  identical  business  policies."  There  are,  of  course,  many 
points  of  similarity  among  the  20  major  companies.  They  are  all  inte- 
grated companies  and  are  confronted  with  somewhat  similar  problems. 
There  are  likewise  many  points  of  similarity  among  the  military,  naval,  and 

^2  Temporary  National  Economic  Committee  Hearings,  pt.  17,  pp.  9663-9682. 

13//;/^.,  pt.  14-A,  tables  8  and  9,  pp.  7775-7778. 

^*Ibid..  pt.  17,  p.  9667.  ^^Ibid.,  pt.  15,  pp.  8374-8375. 
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aviation  policies  of  rival  great  powers.  But  similarity  of  policies  does  not 
imply  concerted  action.  Any  large  oil  company  has  to  be  on  the  alert  to 
copy  any  improvement  made  by  any  of  its  competitors.  However,  a  care- 
ful study  of  the  industry  or  of  the  T.N.E.C.  record  would  refute  the  state- 
ment that  the  policies  are  identical. 

As  a  matter  of  fact,  there  are  important  dissimilarities  among  the  major 
companies.  Space  will  permit  mention  of  only  a  few  of  the  many  dissimi- 
larities that  might  be  cited.  The  Cities  Service  Co.  includes  both  petroleum 
and  electric  utility  interests,  and  the  Sun  Oil  Co.  has  a  wholly  owned  sub- 
sidiary which  is  engaged  in  shipbuilding;  but  most  of  the  majors  have  few 
interests  outside  the  industry.  Some  of  the  majors  have  important  foreign 
operations,  others  do  not. 

There  are  also  a  number  of  important  dissimilarities  in  the  marketing 
field.  There  are  great  differences  in  the  marketing  territories  of  the  20 
majors;  7  operate  in  38  or  more  states,  3  operate  in  from  28  to  33  states,  6 
operate  in  from  17  to  21  states,  and  4  operate  in  from  6  to  10  states.^^  There 
are  substantial  differences  in  the  extent  to  which  the  major  oil  companies 
sell  to  jobbers;  the  Gulf  Oil  Corporation  made  7.34  per  cent  of  its  total 
domestic  sales  to  jobbers,  whereas  the  Phillips  Petroleum  Co.  made  36.99 
per  cent  of  its  sales  to  jobbers.^"  In  the  eastern  section  of  the  country, 
retail  dealers  who  sell  gasoline  only  under  the  brand  name  of  a  single  sup- 
plier receive  from  him  a  discount  of  half  a  cent,  but  this  practice  is  not 
universal  throughout  the  United  States.  Credit  cards  are  widely  used  to 
permit  the  customer  to  charge  gasoline  and  petroleum  products  at  the  dealer 
stations,  but  this  practice  is  not  nearly  so  prevalent  in  the  Rocky  Moun- 
tain area  as  it  is  in  other  parts  of  the  United  States.^®  The  major  com- 
panies do  not  generally  act  as  distributors  for  the  well-known  brands  of 
Pennsylvania  motor  oil,  but  the  Standard  Oil  Co.  of  Indiana  does  so.^^ 

Important  dissimilarities  among  the  major  companies  are  also  found 
outside  the  field  of  distribution.  The  Sun  Oil  Co.  manufactures  and  sells 
but  one  grade  of  gasoline,  whereas  the  others  have  two  or  three;  the  Sun 
Oil  Co.  also  does  not  use  any  tetraethyl  lead.  There  are,  moreover,  impor- 
tant differences  among  the  majors  in  the  extent  to  which  they  purchase 
gasoline.  If  imports  of  gasoline  are  included  with  purchases  and  exports 
are  included  in  sales,  the  Sun  Oil  Co.  and  the  Socony-Vacuum  Oil  Co., 
Inc.,  are  seen  to  be  large  net  purchasers  of  gasoline,  for  they  bought  28.2 
and  18.9  per  cent,  respectively,  in  1938.  On  the  other  hand,  the  Texas 
Corporation  bought  only  2.5  per  cent.^°  Even  more  striking  are  the  dif- 
ferences in  the  field  of  crude  oil  production.  Continental  Oil  Co.,  Skelly 
Oil  Co.,  Ohio  Oil  Co.,  and  Phillips  Petroleum  Co.  are  net  sellers  of  crude; 
they  produce  more  than  they  use  in  their  refineries.    The  opposite  is  true 

^^Ibid.,  pt.  14-A,  table  37,  7812-7813.  The  table  is  reproduced  in  our  appendix  as  table  1, 
p.  69  infra. 

17  Ibid.,  tabic  39a,  p.  7818.  i9  Ibid.,  pt.  15,  p.  8513. 

^^Ibid.,  pt.  17,  p.  9404.  ^^  Ibid.,  pt.  14-A,  tables  30-33,  pp.  7803-7806. 
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of  the  Standard  Oil  Co.  of  Indiana  and  the  Standard  Oil  Co.  of  Ohio, 
which  are  large  net  purchasers  of  crude."^  There  are  also  differences  in 
the  year-to-year  changes  in  stocks  of  crude  oil  en  hand.  During  the  year 
1936  the  Sun  Oil  Co.  reduced  its  crude  stocks  by  14  per  cent,  whereas  the 
Phillips  Petroleum  Co,  doubled  its  stocks.^^  Finally,  there  are  differences 
in  the  financial  policies  of  the  different  major  companies.  All  the  major 
oil  companies  are  financed  chiefly  by  stock,  although  most  of  them  also 
have  some  funded  and  long-term  debt.  At  the  end  of  1938  three  companies 
had  obtained  over  20  per  cent  of  the  total  capital  employed  through  funded 
and  long-term  debt,  while  two  companies  had  no  funded  and  long-term 
debt."^  The  20  major  companies  also  differ  in  the  extent  to  which  the  net 
earnings  applicable  to  common  stock  are  paid  out  in  dividends.  Based  on 
the  average  for  the  period  1929-38,  inclusive,  the  Texas  Corporation  earned 
4.8  per  cent  on  the  total  book  value  of  common  stock  and  paid  out  in  cash 
4.6  per  cent,  while  the  Sun  Oil  Co.  earned  8  per  cent  and  paid  out  in  cash 
2.4  per  cent.^*  But  further  elaboration  is  needless.  There  are  clearly  im- 
portant differences  in  policy  among  the  major  oil  companies  and  significant 
exceptions  from  policies  commonly  followed  by  them. 

THE  COMPETITIVE  ADVANTAGES  OF  INTEGRATION 

Mr.  Cook  gives  four  reasons  why  the  modern  majors  are  more  integrated 
than  was  the  old  Standard  Oil  trust.  They  are:  (1)  The  production  end 
of  the  oil  business  is  now,  with  the  accumulation  of  underground  reserves, 
"quite  advantageous";  (2)  to  insure  adequate  outlets,  the  majors  built  their 
own  filling  stations  which  they  continue  to  control  and  which  make  it 
possible  to  advertise  successfully  on  a  national  scale;  (3)  as  a  result  of  in- 
tegration it  is  possible  to  lose  money  in  one  division  and  show  a  profit  at 
the  end  of  the  year  on  the  entire  activities;  (4)  a  rigid  price  structure  can 
be  maintained.  He  concludes  that  the  major  oil  companies  earned  their 
profits  largely  in  the  divisions  "in  which  the  monopoly  position  is  most 
clearly  indicated."  This  is  a  most  inadequate  account  of  the  lengthy  dis- 
cussions of  integration  before  the  T.N.E.C. 

The  explanation  that  the  majors  went  into  production  because  it  was 
quite  advantageous  is  doubtless  correct.  This  is,  however,  the  branch  of 
the  business  in  which  the  combined  total  of  the  individual  20  companies' 
shares  of  the  business  or,  to  use  Mr.  Cook's  language,  their  "monopoly 
position"  is  the  weakest.  Mr.  Cook's  own  Table  3  shows  that  the  major 
oil  companies  had  in  1937  only  23.7  per  cent  of  the  producing  oil  wells  and 
only  52.2  per  cent  of  the  crude-oil  production. 

Mr.  Cook's  second  reason  for  integration  is  not  supported  by  the  evi- 
dence.    Company-owned  stations  were  never  a  large  proportion  of  total 

-1  Temporary  National  Economic  Committee  Hearings,  pt.  14-A,  tables  10,  28a,  pp.  7779-7800. 

22 /^,V/.,  table  15d,  p.  7788. 

23W/J.,  tables  46a-46t,  pp.  7843-7862.  '^^  Ibid.,  pp.  7880-7881. 
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retail  outlets  and  were  never  numerous  enough  in  themselves  to  justify 
national  advertising.  Without  the  distribution  provided  by  the  far  more 
numerous  stations  owned  by  independents,  only  a  few  major  companies 
could  afford  to  undertake  national  advertising  of  motor  fuels.  Further- 
more, it  might  be  remembered  that  nationally  advertised  commodities  are 
rarely  sold  only  by  retail  stores  owned  by  the  advertiser.  This  fact  can 
even  be  illustrated  by  an  example  from  the  petroleum  industry:  The  man- 
ufacturers of  Pennsylvania  lubricants  are  well-known  as  national  adver- 
tisers, in  spite  of  the  fact  that  they  do  not  own  any  appreciable  number  of 
retail  stations. 

The  third  reason  which  Mr.  Cook  advances  for  integration  is  the  possi- 
bility of  offsetting  of  losses  in  one  division  by  gains  in  another.  He  claims 
that  the  marketing  division  is  operated  at  a  loss  and  offers  the  advantages 
of  a  rigid  price  structure  as  part  of  his  explanation.  He  does  not  explain 
what  he  means  by  a  rigid  price  structure  or  show  its  relation  to  marketing 
profits.  If  he  means  by  this  that  the  majors  are  able  to  keep  prices  high 
to  consumers,  then  might  not  one  expect  to  find  high  marketing  profits  ."^ 
Apparently,  Mr.  Cook  does  not  believe  this,  because  he  argues  that  the  mar- 
keting divisions  are  operated  at  a  loss.  If  he  means  that  the  majors'  re- 
fineries transfer  products  to  their  marketing  departments  at  high  prices, 
how  does  he  explain  why  such  arbitrary  transfer  prices  would  benefit  the 
integrated  companies.?  ^^  The  only  explanation  he  offers  is  the  statement 
that  "the  marketing  division  is  usually  operated  at  a  loss  but  it  does  make 
a  dependable  outlet  and  extension  of  other  divisions  possible."  This  sug- 
gests that  the  transfer  prices  do  not  fairly  credit  the  marketing  division 
with  its  benefits  to  the  entire  business  and  that  the  "loss"  is  a  matter  of 
arbitrary  accounting.  The  arbitrary  character  of  the  so-called  marketing 
losses  was  fully  explained  during  the  T.N.E.C.  hearings,"*'  and  accounts 
for  the  fact  that  most  of  the  companies  were  unable  to  supply  answers  to 
the  T.N.E.C.  questions  on  their  earnings  by  divisions  of  the  industry ."'^ 

If  the  marketing  division  were  really  unprofitable,  it  would  be  to  the  ad- 
vantage of  the  integrated  companies  to  withdraw  from  the  field;  and  no 
argument  about  offsetting  losses  and  gains  can  obscure  that  fact.  The 
whole  argument  is  extremely  weak.    If  any  branch  of  an  industry  is  regu- 

-°  As  a  matter  of  fact,  petroleum  prices  are  not  rigid  but  flexible.  Space  will  not  permit 
any  discussion  of  the  various  ways  in  which  price  sensitivity  may  be  measured.  A  most  careful 
study  of  the  subject  may  be  found  in  Temporary  National  Economic  Committee  Monograph 
No.  1,  Price  Behavior  and  Business  Policy,  prepared  by  Saul  Nelson  and  Walter  G.  Keim,  of 
the  U.  S.  Bureau  of  Labor  Statistics,  under  the  supervision  of  Prof.  Edward  S.  Mason,  of 
Harvard  University.  In  this  study  the  flexibility  of  wholesale  prices  of  commodities  was  meas- 
ured by  14  specific  tests  and  ranked  from  I  to  X,  with  X  the  most  flexible  group.  Ten  prices 
of  petroleum  and  petroleum  products  were  studied.  The  140  ratings  of  petroleum  and  its 
products  were  as  follows:  Group  I,  2  ratings;  II,  0;  III,  3;  IV,  9;  V,  21;  VI,  13;  VII,  20; 
VIII,  17;  IX,  28;  X,  27.  Over  half  the  ratings  were  in  the  3  groups  with  high  flexibility,  and 
less  than  5  per  cent  were  in  the  3  groups  with  low  flexibility.  Appendix  I,  Measures  of  Price 
Flexibility,  table  26,  p.  197. 

'^^  Temporary  National  Economic  Committee  Hearings,  pt.  14,  p.  7182. 

^'Ibid.,  pt.  17-A,  pp.  10036-10043. 
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larly  and  persistently  unprofitable,  the  average  earnings  o£  a  fully  inte- 
grated company  will  be  lower  than  those  of  companies  which  engage  only 
in  the  profitable  branches.  Only  if  the  profitableness  of  each  branch  varied 
greatly,  frequently,  and  in  opposite  directions  from  the  others  would  the 
integrated  company  have  an  advantage,  and  that  advantage  would  consist 
solely  of  having  comparatively  stable  earnings,  not  higher  average  earnings 
over  a  period  of  years.  Mr.  Cook  offers  no  evidence  that  the  profits  of  the 
various  branches  of  the  petroleum  industry  do  in  fact  vary  greatly,  fre- 
quently, and  in  opposite  directions.  It  is  more  probable  that  they  generally 
vary  in  the  same  direction,  sharing  in  the  gains  and  losses  of  national  pros- 
perity and  adversity. 

It  is  especially  unfortunate  that  Mr.  Cook  emphasized  the  weak  argu- 
ment of  offsetting  losses  and  gains  and  ignored  the  ample  testimony  in  the 
T.N.E.C.  record  about  the  real  advantages  of  the  integration  in  the  oil 
industry. 

Mr.  J.  Howard  Pew,  president,  Sun  Oil  Co.,  testified: 

"The  petroleum  industry  is  necessarily  an  integrated  one,  whether  through 
common  ownership  of  all  the  activities  or  because  of  contractual  relations 
between  the  several  divisions  of  the  industry.  The  producer  of  crude  must 
have  a  market  for  it  and  must  have  a  transporter  to  carry  it  to  that  mar- 
ket; that  is,  to  the  refinery.  The  refiner,  in  turn,  must  have  a  selhng 
agency  to  dispose  of  his  products  and  he  must  have  means  of  transporting 
them  to  that  agency.  If  producer,  transporter,  refiner,  and  marketer  are 
all  owned  and  operated  independently  of  each  other,  their  common  interest 
brings  about  what  has  been  called  contract  integration;  they  deal  with  each 
other  through  contractual  arrangements  based  on  prices,  rates,  and  so  forth. 
Each  activity  makes  the  best  bargain  it  can  with  the  other.  The  refiner, 
for  example,  buys  his  crude  as  cheaply  as  possible  and  sells  his  products 
for  the  highest  possible  price.  That  means  that  every  unit  of  activity  in 
the  line  from  the  oil  field  to  the  filling  station  must  have  its  own  buying 
and  its  own  selling  organization.    This  is  expensive. 

"But  a  greater  difficulty  is  that  among  these  multiplied  buying  and  selling 
agencies  there  is  nobody  who  has  his  eye  on  ultimate  results — the  final  cost 
of  the  product  and  the  price  at  which  it  can  be  sold  to  the  consumer. 
Everybody  is  thinking  of  how  to  make  the  best  deal  with  the  man  next 
to  him  in  the  line;  nobody  is  worrying  about  the  consumer  down  at  the 
end  of  the  line.  Yet  the  consumer's  ability  to  buy  is  bound  to  depend  on 
the  price  at  which  the  products  can  be  offered  to  him.  In  the  completely 
integrated  unit  of  the  industry  an  executive  authority — president,  chair- 
man, executive  director,  board  of  directors,  or  what  you  will — has  its  eye 
always  on  that  party  down  at  the  end  of  the  line:  How  would  he  react  if 
these  various  hagglers  along  the  way  should  get  costs  and  prices  up  beyond 
his  reach.?     After  all,  the  consumer  is  the  boss;  he  makes  or  breaks  the 
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business;  somebody  must  keep  him  in  mind  all  the  time;  and  the  hagglers 
can't  be  expected  to  do  it.  They  are  too  much  engrossed  with  their  own 
particular  jobs;  too  many  removes  from  the  consumer. 

"Thus  management  knows  that  its  job  is  to  coordinate  all  stages  and 
processes  and  bargainings  to  satisfy  that  consumer.  To  make  the  price  a 
little  lower,  the  quality  a  little  higher,  or  the  service  a  little  better  must 
be  its  constant  effort. 

"Precisely  because  it  is  animated  by  this  policy  of  consumer  concern, 
integration  sets  the  pace  for  efficiency.  It  sees  the  industrial  picture  as  a 
whole,  which  no  one  of  the  units,  operating  independently  and  at  several 
removes  from  the  consumer,  could  do.  Integration  makes  possible  the 
reconciliation  of  all  the  conflicting  interests  along  the  line  from  the  search 
for  oil  to  the  operation  of  the  gasoline  pumps  at  a  thousand  filling  stations. 
It  insures  support  for  research,  experiment,  invention,  improvement,  in 
whatever  department.  Where  differing  interests  as  between  independent 
departments  would  frequently  tend  to  discourage  improvements,  the  estab- 
lishment of  a  common  interest  in  general  results  works  for  better  methods 
all  along  the  line.  It  was  not  a  wagon  hauler,  anxious  to  protect  his  job, 
who  invented  the  pipe  line;  it  was  a  refiner  who  wanted  to  get  his  crude 
a  bit  cheaper. 

".  .  .  competition  among  the  companies  has  always  been  keen  in  the  search 
for  better  methods,  lower  costs,  higher  qualities,  and  the  general  satisfac- 
tion of  the  consumer;  and  the  industry  as  a  whole  has  benefited  by  all  the 
advances. 

"Integration,  of  course,  is  the  essence  of  mass  production,  in  which  Amer- 
ican industry  has  led  the  world.  Mass  production  reduces  costs,  makes 
lower  consumer  prices.  But  mass  production  demands  a  mass  market.  To 
secure  it  the  producer  must  turn  out  a  product  good  enough  to  deserve  a 
mass  market.  You  might  integrate  until  the  cows  come  home,  but  if  the 
product  wasn't  good  enough  or  its  cost  was  too  high,  you  just  wouldn't 
sell  it.  So  integration  coordinates  all  the  stages  of  production  in  the  com- 
mon effort  to  get  the  right  product.  And  when  you  have  that  right  prod- 
uct, you  must  let  the  consumer  know  about  it.  You  can't  hide  its  light 
under  a  bushel.  You  must  give  it  an  identifying  name,  brand,  or  label, 
and  then  you  must  advertise  it  under  that  name  or  brand.  After  that,  you 
must  keep  it  good  enough  to  deserve  the  claims  you  have  advanced  for  it. 
A  brand  name  is  a  valuable  asset — if  you  live  up  to  your  claims  for  it  and 
the  customers'  expectations  of  it.  But  it  is  a  liability  otherwise.  If  you 
advertise  a  mouse  trap  as  the  best  in  the  world,  you  must  keep  it  the  best, 
even  if  you  have  to  put  out  a  new  model  every  year.     That  brand  name 
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is  your  pledge  to  the  buyer — your  honor  is  staked  on  it.  The  integrated 
business  can  make  sure  that  all  its  divisions  and  branches  work  in  harmony 
to  turn  out  a  product  always  worthy  of  its  name  and  fame.  The  oil  com- 
pany, adapting  its  service  to  all  varying  conditions  of  its  wide-flung  mar- 
ket, produces  gasoline  and  lubricants  to  fit  season  and  region.  The  inte- 
grated company,  constantly  studying  all  phases  of  its  marketing  problem, 
recognizes  these  variations  and  adapts  its  products  to  them."  -^ 

Dr.  Robert  E.  Wilson,  president.  Pan  American  Petroleum  &  Transport 
Co.,  testified: 

Splitting  up  the  integrated  companies  "would  be  very  harmful,  because 
it  is  mainly  the  large,  integrated  company  that  is  doing  the  forward-looking 
research  and  development  work,  which  requires  the  assets  of  an  integrated 
company  and  requires  the  interrelation,  because  many  problems  involve 
both  manufacture  and  sale,  or  manufacture,  sale,  and  transportation."  '^ 

Mr.  W.  S.  Parish,  president.  Standard  Oil  Co.  (New  Jersey),  testified: 

"Integration  is  the  uniting  into  one  business  of  several  of  the  stages 
through  which  a  material  passes  before  it  reaches  the  ultimate  consumer. 
The  conditions  under  which  integration  is  desirable  are:  (1)  Large  vol- 
ume of  business  in  a  single  commodity  group;  (2)  highly  specialized  pro- 
duction, manufacturing,  transportation,  and  distribution  techniques;  and 
(3)  substantial  advantages  (at  some  stages)  in  large-scale  operation.  These 
conditions  characterize  the  petroleum  industry,  and  it  follows  therefore 
that  the  relations  between  any  one  of  the  stages  of  the  industry  and  the 
others  next  to  it  are  peculiarly  close.  The  refiner  needs  to  be  assured  of 
his  market.  The  marketer  needs  to  be  assured  of  his  supply.  Both  need 
a  steady  flow  of  products  for  efficient  operation.  Neither  is  interested  in 
other  than  the  one  major  product  and  its  related  group  of  byproducts. 
Neither  can  transfer  his  specialized  equipment  to  the  handling  of  some 
different  product.  There  is  a  high  degree  of  mutual  interdependence  im- 
posed by  the  facts.  If  such  relationships  are  not  provided  by  common 
ownership,  they  must  be  provided  by  contractual  arrangements.  When 
such  close  relationships  take  the  integrated  rather  than  the  contractual 
form,  there  is  no  need  for  secrecy  or  tactical  maneuvering  between  the 
parties  concerned.  Integration  permits  the  full  exchange  of  information 
and  experience  among  specialists  in  the  several  divisions  of  the  company. 

"Integration  by  and  of  itself  does  not,  of  course,  automatically  produce 
earnings.  But  because  of  the  close  dependence  of  one  phase  of  operation 
on  another  in  the  oil  business,  the  integrated  form  of  organization  does 
help  very  greatly  to  insure  the  continuity  of  the  enterprise  and  to  stabilize 
such  earnings  as  the  skill  of  management  is  able  to  produce.  Not  only 
the   normal   operating   schedule,   but   particularly   the   capital   outlay   need 

^^  Temporary  National  Economic  Committee  Hearings,  pt.   14,  pp.  7188-7191. 
29  Ibid.,  pt.  15,  p.  8373. 
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to  be  planned  in  advance;  such  planning  can  be  more  effectively  accom- 
plished by  an  integrated  company  than  a  nonintegrated  one.  Because  of 
the  rapid  changes  in  oil  technology,  it  is  necessary  constantly  to  spend 
money  on  research  and  to  invest  capital  in  replacement  in  order  to  keep 
abreast  of  competition.  Since  the  inherent  risks  of  the  oil  business  are 
substantial,  conservative  investors,  as  distinct  from  speculators,  want  to  have 
some  assurance  of  continuity  and  stability  of  earnings  before  they  put  cap- 
ital to  work.  Without  integration  oil  companies  would  not  have  been 
able  to  spend  such  large  sums  on  research  and  improvements.  Integration, 
therefore,  bears  a  very  direct  relation  to  both  progress  and  investment."^" 

If  even  the  sworn  testimony  of  such  witnesses  is  suspected  of  bias,  it 
might  be  noted  that  some  of  the  advantages  of  integration  were  pointed 
out  as  long  ago  as  1907,  in  the  Report  of  the  Commissioner  of  Corpora- 
tions on  the  Petroleum  Industry.  The  report  said:  "Each  of  the  stages 
in  the  industry  can  be  more  economically  conducted  when  it  works  in 
entire  harmony  with  every  other  stage,  and  such  entire  harmony  can  be 
secured  only  through  a  single  control."  ^^ 

It  is  a  mistake  to  assume  that  integration  is  found  only  among  large 
companies.  Although  the  advantages  of  integration  are  most  important 
for  large  companies  whose  great  investments  require  the  assurance  of  sup- 
plies and  markets,  integration  is  also  found  among  smaller  companies.  Mr. 
Pew  stated  to  the  T.N.E.C.  that  there  were  117  oil  companies  which  were 
wholly  or  partially  integrated.^"  Among  these  companies  there  are  many 
whose  assets  put  them  far  below  the  ranks  of  the  20  majors.  For  example, 
some  small  refiners  produce  their  own  crude  and  some  jobbers  have  their 
own  filling  stations. 

At  the  other  extreme  from  the  integrated  companies,  whether  small  or 
large,  there  are  many  prosperous  units  which  specialize  narrowly  in  a 
particular  activity.  Examples  of  such  specialists  are  geophysicists,  drillers, 
refinery  construction  companies,  transport  truckers,  and  the  like.  There 
is  no  reason  to  assume  that  the  petroleum  industry  naturally  falls  into  the 
four  divisions  of  production,  transportation,  refining,  and  marketing.  Any 
such  distribution  into  four  divisions  is  purely  arbitrary.  As  the  existence 
of  narrowly  specialized  units  shows,  the  many  activities  of  the  industry 
could  be  broken  down  into  a  great  number  of  divisions.  These  specialists 
are  sometimes  employed  by  major  companies  as  well  as  by  smaller  con- 
cerns. Mr.  H.  H.  Anderson,  vice  president.  Shell  Oil  Co.,  Inc.,  testified 
that  there  has  been  a  definite  trend  toward  the  use  of  contractors  by  the 
operators  in  the  industry.    He  said: 

"The  definite  trend  toward  increased  use  of  contractors  by  the  operators 
in  the  industry  has  continued.    It  has  aimed  principally  at  the  promotion 

30  Ibid.,  pt.  17,  pp.  9748-9749. 

31  Prices  and  Profits,  pt.  II,  p.  635. 

32  Temporary  National  Economic  Committee  Hearings,  pt.  14,  p.  7245. 
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of  stability  o£  employment  amongst  construction  and  maintenance  workers. 
In  certain  areas  local  labor  conditions  have  made  the  practice  expedient. 
It  has  in  most  cases  proved  beneficial  and  profitable  to  all  parties  con- 
cerned. It  has  been  found  advantageous  also  to  contract  jobs  where  the 
work  involved  is  of  such  a  magnitude  as  to  justify  bids  on  "turn-key  jobs," 
i.e.,  equipment  delivered  in  an  operating  condition,  such  as  derricks  and 
rigs,  and  in  cases  where  the  work  is  urgently  required  and  sufficient  regular 
forces  or  competent  local  labor  is  not  available.  The  relative  amount  of 
such  contract  work  is  estimated  to  have  increased  between  25  and  30  per 
cent  from  1929  to  1938. 

"Much  of  the  work  described  below  has  been  or  is  increasingly  being 
handled  by  specialty  contractors  in  certain  areas: 

"Producing:  Drilling  of  wells,  pulling  of  wells,  construction  of  field  plants 
and  pipe  lines,  other  construction  jobs,  paint  jobs,  special  repair  work, 
teaming  and  trucking,  boating,  etc. 

"Pipe  lines:  Construction,  special  repair  and  renewal  of  pipe  lines,  erec- 
tion of  buildings  and  steel  tankage,  etc. 

"Refining:  Construction  and  special  repair  of  operating  equipment  and 
facilities,  teaming,  trucking,  etc. 

"Marketing:  Installation  of  station  dispensing  equipment,  maintenance 
work,  mechanical  repair  work,  painting  of  service  stations  as  well  as  bulk 
plant  properties,  etc."  ^^ 

In  recent  years,  the  larger  companies  have  generally  withdrawn  from  the 
operation  of  filling  stations.  The  oil  industry  has  room  for  large  and  small, 
integrated  and  nonintegrated.  In  fact,  many  of  the  complexities  of  com- 
petition in  the  petroleum  industry  come  from  the  fact  that  there  are  so 
many  smaller  enterprises  beside  the  great  integrated  companies. 

THE  AMERICAN  PETROLEUM  INSTITUTE 

Mr.  Cook  charges  that  the  American  Petroleum  Institute  is  "essentially 
engaged  in  activities  to  more  eflectively  assist  the  major  oil  companies  in 
controUing  the  petroleum  industry,"  that  "the  work  of  the  institute  is  largely 
accomphshed  through  industry  committees"  whose  membership  "indicates 
very  conclusively  that  the  majors  do  predominate,"  and  that  the  institute 
publishes  "a  weekly  statistical  bulletin  which  covers  crude  oil  production, 
runs  to  stills,  stocks  of  crude  oil,  and  refined  petroleum  products,  imports 
and  exports,"  and  which  serves  "the  purpose  of  lessening  competition  and 
making  integration  more  effective  and  profitable." 

These  contentions  are  not  supported  by  any  testimony  before  the  T.N.E.C. 
which  heard  no  such  charges  and  which  had  ample  opportunity  to  ques- 
tion members  of  the  institute  about  its  activities.     As  the  20  large  com- 

33  Temporary  'Natiotial  Economic  Committee  Hearings,  pt.  16,  p.  9256. 
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panics  occupy  an  important  position  in  the  industry,  it  is  only  to  be  ex- 
pected that  they  would  have  many  members  on  institute  committees.  The 
fact  that  there  are  also  many  representatives  of  the  independents  on  the 
committees  should  be  ample  protection  against  the  use  of  the  institute 
to  further  the  interests  of  the  majors  at  the  expense  of  the  independents. 
It  may  be  remarked  in  passing  that  most  of  the  institute's  committees  are 
technical  committees,  dealing  with  the  problems  of  a  scientific  or  engineer- 
ing nature. 

The  weekly  statistical  bulletin  cannot  be  said  to  be  a  means  of  lessening 
competition  and  making  integration  more  profitable.  The  information  is 
not  secret;  nonmembers  of  the  institute  may  subscribe  to  the  statistical 
bulletin  for  $12.50  per  year;  the  information  is  available  to  buyers  and 
sellers  aUke  and  to  the  newspapers,  some  of  which  publish  summaries  of 
it  as  commercial  information.  Similar  information  for  other  industries  is 
commonly  published  by  government  bureaus,  other  trade  associations,  and 
commercial  reporting  agencies.  Mr.  Cook  quotes  the  director  of  the  insti- 
tute's statistical  department  as  suggesting  in  1939  that  runs  to  stills  be  re- 
stricted to  facilitate  a  reduction  of  gasoHne  stocks,  and  remarks  that  this 
statement  obviously  had  an  effect  on  the  price  structure.  Mr.  Cook  does 
not  endeavor  to  prove  this  claim;  in  fact,  the  runs  to  stills  and  gasoline 
stocks  remained  high  and  the  price  structure  continued  weak.  The  size 
of  gasoline  stocks  was  often  discussed  during  this  period,  both  in  the  trade 
journals  and  in  the  general  press.  Whether  for  better  or  worse,  gasoline 
stocks  cannot  be  controlled  by  publishing  the  views  of  the  institute's  stat- 
istician. 

In  his  chapter  on  "Basic  Factors,"  Mr,  Cook  has  failed  to  establish  his 
points.  Control  is  not  highly  concentrated;  and  concentration  is  not  in- 
creasing. Integration  has  real  advantages  for  the  economical  supply  of 
products  for  the  use  of  the  consuming  public.  The  American  Petroleum 
Institute's  activities  are  not  carried  on  for  the  benefit  of  the  majors  and 
at  the  expense  of  the  independents.  Mr.  Cook's  following  chapters,  on 
production,  transportation,  refining,  and  marketing  do  not  contain  any 
additional  support  for  the  arguments  he  has  advanced  in  this  chapter. 


Production 

COMMENTS  ON  CHAPTER  III  OF  MONOGRAPH  NO.  39 

Mr.  Cook's  principal  contentions  in  his  chapter  on  the  production  branch 
of  the  industry  are  as  follows: 

(1)  Proration  is  not  true  conservation. 

(2)  Control  of  production  is  unnecessary  because  there  is  "no  imminent 
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danger  of  exhaustion  of  the  petroleum  reserves  of  the  United  States"  and 
"if  the  reserves  should  ultimately  become  exhausted,  there  exist  practically 
inexhaustible  supplies  of  other  materials  from  which  gasoline  could  be 
produced  at  prices  only  slightly  higher  than  the  prices  now  prevailing  for 
petroleum  products." 

(3)  Proration  "works  a  hardship  on  the  nonintegrated  operator  and 
works  to  the  advantage  of  the  majors  who  have  many  sources  of  crude  oil." 

(4)  The  major  companies  have  a  greater  percentage  of  crude  oil  reserves 
than  their  percentage  of  crude  oil  production.  Mr.  Cook  infers  that  the 
major  companies  deliberately  hold  back  production. 

(5)  The  policy  of  major  companies  is  to  lease  land  "and  then  decline  to 
drill  until  oil  is  discovered  elsewhere." 

(6)  "When  an  independent  has  a  minority  interest  in  a  field  and  wants 
to  drill  his  own  well  rather  than  pool  his  interests,  or  sell  them,  he  usually 
has  trouble  in  getting  a  permit  to  drill." 

(7)  "Since  the  majors  have  a  virtual  monopoly  of  crude-oil  pipe  lines, 
the  only  practical  overland  means  of  transporting  oil,  they  are  able  to  post 
uniform,  noncompetitive  prices  for  crude  oil  purchased  in  a  particular  field, 
and  the  crude  oil  is  definitely  sold  on  a  buyer's  market." 

These  contentions  will  be  discussed  separately,  but  first  it  is  desirable 
to  present  a  brief  background  of  the  conservation  problem  to  supplement 
Mr.  Cook's  discussion  of  this  subject. 

The  petroleum  conservation  problem  cannot  be  understood  unless  cer- 
tain technological  and  legal  aspects  are  kept  firmly  in  mind.  These  pecu- 
liarities of  the  petroleum  problem  make  it  considerably  different  from 
the  conservation  problem  of  other  energy  resources,  of  our  forests,  and  of 
agriculture. 

Three  circumstances  combine  to  bring  the  interests  of  the  various  pro- 
ducers into  conflict  and  to  encourage  waste:  (1)  Under  common  law,  as 
developed  by  the  courts  in  this  country,  the  producer  who  brings  the  oil 
to  the  surface  is  the  owner  of  the  oil.  (2)  An  oil  well  can  drain  the  under- 
ground petroleum  reservoir  over  a  considerable  distance,  a  distance  often 
much  greater  than  the  property  owned  by  the  proprietor  of  the  land  on 
which  the  oil  well  itself  is  located.  (3)  The  bulk  of  our  land  overlying 
petroleum  reservoirs  is  in  the  hands  of  mmy  private  individuals. 

The  conflict  among  individual  owners  of  oil  land  or  oil  wells  and  the 
waste  of  an  irreplaceable  natural  resource  have  resulted  from  the  so-called 
"rule  of  capture."  Our  courts  have  established  as  our  common  law  that 
oil  and  gas  belong  to  the  owner  of  the  well  from  which  they  are  produced 
regardless  of  whether  or  not  they  have  migrated  from  a  neighbor's  land. 
The  rights  of  the  neighbors  in  the  oil  which  was  originally  located  under 
their  land,  the  so-called  "correlative  rights,"  are  not  recognized  by  the 
common  law.  State  legislation  has  been  enacted  to  recognize  the  correla- 
tive rights,  to  do  equity  among  the  several  claimants,  and  to  promote  con- 
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servation.  Under  the  rule  of  capture  there  was  frenzied  competition  among 
the  various  oil  wells  in  a  given  field  to  bring  to  the  surface  as  much  oil  as 
possible  in  the  shortest  possible  time. 

This  hurried  exploitation  of  an  oil  field  resulted  in  a  physical  waste  of 
the  oil  reserve.  In  most  of  the  oil  fields  of  the  country,  the  oil  is  brought 
to  the  surface  by  the  reservoir  energy.  Unless  steps  are  taken  to  preserve 
this  energy,  it  may  be  used  up  before  the  entire  oil  pool  is  drained.  In  the 
underground  reservoirs  a  considerable  amount  of  gas  is  under  pressure 
in  the  petroleum  and  constitutes  an  important  part  of  the  reservoir  energy. 
Unless  steps  are  taken  to  prevent  it,  this  gas  tends  to  come  out  of  solution 
and  flow  from  the  oil  well.  With  the  hurried  exploitation  of  oil  fields 
under  the  unrestricted  influence  of  the  rule  of  capture,  the  premature 
escape  of  gas  resulted  in  leaving  in  the  reservoir  much  inert  petroleum 
incapable  of  rising  to  the  surface  without  artificial  aid.  This  loss  of  gas 
was  characteristic  of  the  early  period  of  operation  of  an  open-flow  well  or 
gusher.  The  loss  of  gas  aflected  not  only  the  natural  lifting  power  of  the 
oil  but  also  its  ability  to  move  through  the  sands  from  its  original  location 
to  the  bottom  of  the  well. 

Two  brief  statements  of  the  essence  of  petroleum  conservation  were 
given  to  the  T.N.E.C.  One  witness,  Mr.  Ralph  J.  Watkins,  the  economic 
adviser  on  the  staff  of  the  National  Resources  Planning  Board,  said  that 
the  rule  of  capture  needs  "to  be  completely  displaced  by  a  thoroughgoing 
law  of  ownership  in  place,  which  would  allot  to  each  producer  that  propor- 
tion of  the  oil  and  gas  in  the  common  reservoir  which  underlies  the  land 
he  owns  or  controls."  ^ 

Another  witness,  Dr.  Joseph  E.  Pogue,  a  student  of  the  petroleum  indus- 
try who  appeared  before  the  Committee  at  the  request  of  Mr.  Thurman 
Arnold,  Assistant  Attorney  General,  testified:  "Proration  has  been  de- 
scribed in  a  single  phrase:  *No  more  gushers.'"^ 

By  preventing  gushers,  reservoir  energy  is  conserved.  Moreover,  one 
of  the  techniques  employed  by  the  proration  authorities  is  to  base  their  lim- 
itation of  output  from  an  oil  field  upon  observations  of  reservoir  energy. 
By  watching  the  pressure  within  the  reservoir,  the  proration  authorities 
can  determine  when  production  is  proceeding  too  rapidly.  Limitation  of 
production  down  to  this  point  clearly  serves  conservation  purposes.  To 
be  sure,  the  oil  which  would  be  left  in  the  reservoir  under  conditions  of 
flush  production  is  not  permanently  lost,  but  its  eventual  recovery  can  take 
place  only  at  a  much  higher  cost.  It  makes  little  difference  whether  the 
preservation  of  reservoir  energy  is  justified  by  caUing  it  "prevention  of 
physical  waste"  or  "prevention  of  excessive  cost  of  recovery."  The  economic 
advantage  of  preserving  reservoir  energy  is  so  clear  that  it  is  not  open  to 
effective  challenge. 

^  Temporary  National  Economic  Committee  Hearings,  pt.  17,  p.  9512. 
2  Ibid.,  pt.  14,  p.  7443. 
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The  term  "proration"  has  come  to  be  applied  to  the  states'  oil  conserva- 
tion programs  because  the  states  limit  the  output  of  the  individual  wells 
within  an  oil  field  and  limit  the  output  of  the  various  fields  within  the 
state  by  orders  which  allocate  or  prorate  the  output.  The  quota  allocated 
to  each  oil  well  is  called  its  "allowable"  and  this  allowable  constitutes  the 
maximum  amount  which  that  oil  well  may  legally  produce  within  the 
period.  The  Federal  Government  has  no  direct  part  in  establishing  quotas 
for  the  several  oil-producing  states  or  for  individual  wells.  The  Bureau  of 
Mines  of  the  Department  of  the  Interior  prepares  monthly  estimates  of 
the  market  demand  for  crude  petroleum  by  states,  and  these  estimates  are 
used  by  the  state  proration  authorities  as  one  of  their  guides  in  determining 
allowables. 

PRORATION  AND  CONSERVATION 

Mr.  Cook  makes  a  distinction  between  conservation  and  stabilization, 
saying  that  true  conservation  "of  oil  may  be  defined  as  an  avoidance  of 
waste  in  its  recovery  use,"  and  that  true  conservation  "should  not  be  con- 
cerned with  production  control  based  upon  market  demand."  The  impli- 
cation here  is  that  proration  does  not  embody  any  of  the  elements  of  con- 
servation, or  prevention  of  waste,  and  that  it  is  solely  designed  to  restrict 
production  in  accordance  with  market  demand.  Testimony  submitted  to 
the  T.N.E.C.  does  not  support  this  contention.  A  statement  prepared  by 
Mr.  Harold  B.  Fell  on  behalf  of  the  Independent  Petroleum  Association  of 
America  contained  the  following  comments  concerning  production  of  oil 
from  stripper  wells: 

"There  are  many  of  these  natural  laws  which  have  thus  necessitated  the 
application  of  statute  laws  and  have  also  been  a  determining  factor  in  the 
development  of  economic  laws.  In  illustration  of  this,  one  might  point  to 
the  stripper  wells  of  the  nation  or  the  wells  of  settled  production.  In  these 
wells,  there  is  no  longer  enough  gas  left  or  sufficient  water  pressure  to  bring 
the  oil  to  the  well.  The  oil  can  only  be  obtained  by  secondary  methods  of 
recovery.  These  are  expensive  processes.  They  add  to  the  cost  of  the  oil. 
Eventually,  it  may  be  expected  that  every  well  will  become  a  stripper  well 
or  go  dry.  In  most  of  the  stripper  well  areas  the  wells  must  be  operated 
continuously.  If  they  are  capped  or  allowed  to  remain  idle  for  a  long  period, 
salt  water  intrudes  and  the  deposits  of  oil  beneath  those  wells  may  be 
entirely  lost  or  its  recovery  made  economically  impossible. 

"It  is  true  that  some  of  these  wells  could  be  redrilled  or  made  to  produce 
by  the  application  of  some  of  the  modern  methods  of  recovery,  but  when 
the  maximum  recovery  of  a  well  is  only  a  few  barrels  a  day  or  as  little  as 
one  eighth  of  a  barrel  (as  is  the  case  in  many  instances)  it  is  self-evident 
that  the  investment  in  new  equipment  would  not  be  recovered  in  any  reason- 
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able  period.  Such  wells,  once  closed,  may  be  considered  lost  and  the  oil 
they  reached  as  impossible  o£  recovery. 

"The  force  of  natural  law  has  made  it  necessary  for  the  states  to  adopt 
regulatory  legislation  which  will  assure  these  stripper  wells  their  proper 
share  in  the  production  program.  While  it  is  true  that  the  large  flowing 
wells  could  entirely  supply  the  total  demand  of  this  country  for  a  brief 
period,  during  which  time  low  crude-oil  prices  might  be  expected,  this 
would  mean  the  loss  to  the  nation  of  the  greater  part  of  our  known  petro- 
leum reserves,  which  underlie  these  wells  of  settled  production."  ^ 

The  Honorable  Ernest  O.  Thompson,  member  of  the  Texas  Railroad 
Commission,  also  stated  that  proration  based  on  market  demand  was  neces- 
sary to  prevent  waste  occasioned  by  shut-downs  of  stripper  wells.  His  tes- 
timony was  as  follows: 

"We  have  in  Texas  about  50,000  of  our  67,000  wells  that  are  called  stripper 
wells.  They  produce  less  than  5  barrels  per  day,  and  we  know  from  experi- 
ence and  from  records  and  studies  made  by  the  Federal  Government  that  it 
costs  around  $1  a  barrel  to  operate  those  wells.  Those  wells  are  owned  and 
operated  largely  by  small  independent  operators,  many  times  farm-outs; 
some  fellow  runs  them  himself,  and  if  you  produce  oil  at  less  than  it  costs 
to  operate  it,  those  people  have  no  reserves  in  dollars  to  keep  them  going, 
and  any  time  the  price  of  oil  gets  below  the  point  where  those  wells,  150,000 
of  them  in  the  nation,  producing  5  barrels  or  less,  have  to  be  plugged  and 
abandoned,  then  you  would  be  causing  the  greatest  waste  possibly  known. 
Those  wells  are  the  backlog  of  our  oil-producing  industry  and  you  must 
protect  the  little  stripper  well.  Everything  that  we  have  heard  in  conserva- 
tion, so  far  as  I  know,  has  been  to  conserve  the  stripper  wells. 

"Now,  when  the  price  drops  so  low  that  the  stripper  well  cannot  operate, 
then  you  are  driving  out  these  two  or  three  hundred  thousand  wells,  cer- 
tainly 200,000  of  them  that  could  not  operate,  and  cutting  off  forever  the  two 
or  three  thousand  barrels  a  day  that  they  produce."* 

Mr.  Glenn  E.  McLaughlin,  assistant  professor  at  Hunter  College  and 
author  of  portions  of  the  report  entitled  Energy  Resources  and  National 
Policy  ^  prepared  by  the  National  Resources  Committee,  concurred  with 
this  view,  saying  that:  "The  abandonment  of  wells  because  of  low  price  of 
crude  has  been  estimated  to  constitute  a  considerable  economic  loss."  '^ 

In  his  testimony  before  the  T.N.E.C,  which  was  largely  concerned  with 
a  description  of  the  methods  used  in  preparing  forecasts  of  market  demand. 
Dr.  Alfred  G.  White,  chief  economist.  Petroleum  Economics  Division,  Bu- 
reau of  Mines,  stated  that  production  restricted  through  proration  on  a  basis 
of  market  demand    served   to  prevent  waste  by  eliminating   unnecessary 

^  TetJiporary  National  Economic  Committee  Hearings,  pt.  14,  p.  7554. 

^Ibid..  pt.  15,  p.  8225. 

5  H.  Doc.  No.  160,  77th  Cong.,  1st  sess. 

^Temporary  National  Economic  Committee  Hearings,  pt.  17,  p.  9531. 
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storage  above  ground.^  The  waste  referred  to  by  Dr.  White  is  of  two  kinds : 
the  waste  of  capital  caused  by  investment  in  unnecessary  storage  faciUties, 
and  the  losses  resulting  from  evaporation  which,  of  course,  are  irrecoverable 
at  any  cost.  Mr.  Fell  also  said,  in  his  statement  submitted  for  the  record, 
that  an  unbalanced  condition  of  supply  and  demand  caused  waste  by  divert- 
ing petroleum  products  into  inferior  uses.  His  statement  on  this  point  was 
as  follows: 

"Out  of  all  this  there  grew  a  recognition  of  the  fact  that  any  conservation 
program  for  the  petroleum  industry  must  be  extended  to  include  provision 
for  a  balance  between  supply  and  demand.  The  oil-producing  states  and 
the  industry  alike  thus  came  to  understand  that  economic  law  also  plays  a 
vital  part  in  the  avoidance  of  waste. 

"An  irreplaceable  natural  resource  must  not  be  wasted.  When  there  is 
an  excessive  supply  of  the  products  of  such  a  resource,  these  products  are 
diverted  into  inferior  uses  and  may  come  into  competition  with  the  prod- 
ucts of  other  natural  resources,  demoralizing  both  industries  without  real 
or  lasting  benefit  to  the  ultimate  consumer.  This  constitutes  one  of  a 
number  of  types  of  waste.  The  petroleum  industry  has  been  definitely  given 
to  understand  that  wastes  will  not  be  tolerated.  On  this  economic  plane 
the  petroleum  industry  is  confronted  with  two  conflicting  forces.  On  the 
one  hand  the  consumer  wants  the  most  possible  for  the  least  money.  On 
the  other  hand  the  advocates  of  conservation  insist  that  petroleum  shall  be 
so  produced  as  to  avoid  all  waste.  The  industry  has  been  endeavoring  to 
meet  both  of  these  demands."  * 

In  view  of  the  above  testimony,  it  is  clear  that  the  distinction  made  by 
Mr.  Cook  between  "true"  conservation  and  stabilization  resulting  from  re- 
striction of  production  on  the  basis  of  market  demand  is  oversimplified. 
Proration  based  upon  market  demand  does  prevent  waste,  both  physical 
and  economic,  and  therefore  has  elements  of  true  conservation  under  his 
definition. 

Much  of  what  has  been  said  already  serves  to  refute  Mr.  Cook's  implica- 
tion that  conservation  is  unnecessary,  but  some  attention  should  be  given 
to  the  statements  from  which  this  implication  is  derived.  Mr.  Cook  refers 
to  a  study  by  Mr.  Stanley  Gill  ®  who  was  reported  to  have  said  that  there 
is  no  imminent  danger  of  exhaustion  of  petroleum  reserves  in  the  United 
States  and  that  there  are  inexhaustible  supplies  of  other  materials  from  which 
gasoline  could  be  produced  at  prices  only  slightly  higher  than  the  prices 
now  prevailing.  Mr.  Cook  also  states  that  Mr.  Parish,  president  of  Standard 
Oil  Co.  (New  Jersey),  supports  this  latter  conclusion. 

The  statement  that  there  is  no  imminent  danger  of  exhaustion  of  our 

^  Temporary  National  Economic  Committee  Hearings,  pt.  17,  p.  9593. 

»Ibid..  pt.  14,  p.  7555. 

8  A  Report  on  the  Petroleum  Industry,  Gulf  Publishing  Co.,  Houston,   1934. 
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crude-oil  reserves  does  not  provide  an  argument  for  abandoning  conserva- 
tion methods,  because  it  is  desirable  to  prevent  any  waste  of  a  natural  re- 
source regardless  of  its  size.  This  view  was  expressed  by  Mr.  Ralph  J. 
Watkins,  economic  adviser,  National  Resources  Planning  Board,  in  his  tes- 
timony before  the  T.N.E.C.,  when  he  was  comparing  the  reserves  of  bitumi- 
nous coal  and  crude  oil.^" 

Mr.  Cook's  statement  that  "there  exist  practically  inexhaustible  supplies 
of  other  materials  from  which  gasoline  could  be  produced  at  prices  only 
slightly  higher  than  the  prices  now  prevailing  for  petroleum  products"  is 
inaccurate.  There  is  ample  testimony  in  the  T.N.E.C.  hearings  to  the  effect 
that  the  cost  of  producing  gasoline  from  coal  is  three  or  four  times  as  great 
as  the  cost  of  production  from  crude  oil.^^  Furthermore,  the  statement  that 
Mr.  Farish  supported  Mr.  Cook's  conclusion  regarding  comparative  produc- 
tion costs  is  also  inaccurate,  as  reference  to  his  source  will  show.^^  All  Mr. 
Farish  said  was  that  gasoline  could  be  produced  from  soft  coal  for  approxi- 
mately 12  cents  per  gallon.  This  figure  would  be  compared  with  a  cost  from 
crude  of  4  cents  to  5  cents. 

EFFECT  OF  PRORATION  ON  INDEPENDENT  PRODUCERS 

Mr.  Cook  states  that  "Proration  works  hardship  upon  the  nonintegrated 
operator  and  works  to  the  advantage  of  the  majors  who  have  many  sources 
of  crude  oil."  With  regard  to  independent  producers,  his  specific  complaints 
are  as  follows:  (1)  Proration  increases  the  cost  per  barrel,  because  a  longer 
time  is  required  to  amortize  the  investment.  (2)  Proration  often  forces  the 
small  operator  into  bankruptcy  since  he  can  operate  his  wells  in  only  a 
limited  way  and  major  interests  then  have  an  opportunity  to  buy  these  prop- 
erties at  special  prices.  (3)  Under  proration  the  operator  having  a  limited 
number  of  wells  is  progressively  subjected  to  lower  allowables.  (4)  Pro- 
ration usually  assures  the  maintenance  of  desirable  prices  and  tends  to  raise 
prices.  (5)  Effects  of  proration  may  reach  back  to  oil  exploration  and  con- 
ceivably limit  that  function.  (6)  Allowables  are  still  based  primarily  upon 
a  more  or  less  constant  allowable  per  well.  Mr.  Cook  also  states  that  pro- 
ration operates  to  the  disadvantage  of  independent  refiners  because  it  limits 
the  production  from  their  own  wells  or  those  of  independent  producers. 

With  regard  to  production  costs,  it  is  possible  that  the  immediate  effect 
of  proration  in  flush  fields  may  be  to  increase  the  production  cost  per  barrel, 
because  the  flow  is  restricted.  The  ultimate  cost  per  barrel  will  be  de- 
creased, however,  since  the  effect  of  additional  barrels  recovered  in  lowering 

'^^  Temporary  National  Economic  Committee  Hearings,  pt.   17,  p.  9513. 

11  Mr.  McLaughlin,  Temporary  National  Economic  Committee  Hearings,  pt.  17,  p.  9536; 
Mr.  Watkins,  ibid.,  p.  9580.  Mr.  Watkins  later  sent  the  Temporary  National  Economic  Com- 
mittee a  letter  from  A.  C.  Fieldner,  Chief,  Technologic  Branch,  Bureau  of  Mines,  which  con- 
firmed his  estimate  of  four  times  the  cost  of  gasoline  from  crude  oil  {ibid.,  pp.  9956-9957). 

1-  U.  S.  Cong.,  Petroleum  Investigation,  hearings  on  H.  R.  441,  1934,  p.  748;  also  p.  752. 
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unit  costs  will  more  than  offset  increases  in  capital  costs  resulting  from  a 
lengthening  of  the  period  of  recovery.  The  testimony  of  Dr.  Joseph  E. 
Pogue  serves  to  substantiate  this  view.^^ 

It  is  difficult  to  imagine  how  proration  would  cause  independents  to  go 
into  bankruptcy  in  view  of  Mr.  Cook's  statement 'that  proration  brings  sta- 
bihzed  crude  prices  and  tends  to  raise  them.  Perhaps  he  is  referring  to 
a  field  where  proration  was  put  into  eflect  after  the  field  was  partially  de- 
veloped, such  as  the  East  Texas  field.  In  that  field,  however,  it  is  likely 
that  there  were  more  bankruptcies  during  the  period  prior  to  proration  when 
oil  was  selling  for  25  cents  per  barrel  than  there  were  after  proration  was 
put  into  effect  and  prices  of  crude  increased.  No  evidence  regarding  bank- 
ruptcies of  independent  producers  was  given  to  the  T.N.E.C;  evidence  was 
given  to  show  that  the  number  of  independent  producers  in  Texas  is  increas- 
ing.   Mr.  Parish  stated: 

"When  the  independent  producer  makes  any  complaint,  his  chief  griev- 
ance is  that  conservation  restricts  him  from  exploiting  and  producing  rapidly 
all  the  oil  that  he  has.  As  indicated  above,  the  small  independent  producer 
is  likely  to  take  a  short-run  viewpoint;  he  does  not  always  like  to  play  the 
game  according  to  the  conservation  rules.  This  feeling,  however,  does  not 
prevent  numerous  new  producers  from  entering  the  oil  business.  In  the 
State  of  Texas,  for  instance,  operators  of  oil  wells  are  required  to  file  reports 
with  the  State  Comptroller,  and  I  offer  for  the  record  the  following  certi- 
fied analysis  of  the  number  of  operators  doing  business  in  Texas  as  of 
January  1  for  the  years  1930  to  1939":^* 

Year                                  Number  of  operators  Year                                  Number  of  operators 

1930  1,152  1935  2,479 

1931  1,194  1936  2,667 

1932  1,912  1937  2,780 

1933  2,242  1938  2,835 

1934  2,306  1939  3,312 

Mr.  Cook's  implication  regarding  allowables  is  that  the  independent  pro- 
ducers are  subjected  to  lower  allowables  than  the  majors.  This  argument 
does  not  harmonize  with  statements  made  elsewhere  by  him  to  the  effect 
that  the  majors  produce  their  reserves  more  slowly  than  the  independents. 
A  lower  rate  of  production  in  relation  to  reserves  would  indicate  that  allow- 
ables of  majors  are  restricted  in  favor  of  the  independents.  Mr.  W.  S. 
Parish,  president  of  the  Standard  Oil  Co.  (New  Jersey),  threw  some  light 
on  this  question  when  he  said: 

"The  subsidiaries  and  affiliates  of  the  Standard  Oil  Co.  (New  Jersey)  do 
not  produce  their  reserves  as  fast  as  some  other  firms.  One  important  reason 
for  this  situation  is  that  these  companies  are  making  a  genuine  effort  to  use 
engineering  standards  in  the  development  of  oil  fields  so  far  as  competitive 

^^  Temporary  National  Economic  Committee  Hearings,  pt.  14,  p.  l^'Yl. 
^^Ibid.,  pt.  17,  p.  9934. 
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conditions  permit.  They  are  seeking  optimum  output  from  all  fields.  They 
expect  to  be  in  business  many  years;  it  is  to  their  advantage  to  have  a  supply 
of  oil  at  as  low  a  cost  as  possible  for  a  long  time  to  come;  hence,  they  have 
every  reason  to  produce  according  to  the  best  engineering  standards. 

"Another  reason  why  the  oil  production  of  major  companies  is  not  so  high 
in  relation  to  their  reserves  as  independent  oil  production  is  in  relation  to 
independent  reserves,  is  that  in  granting  exceptions  to  spacing  rules  and  in 
setting  allowables  in  fields  in  which  independent  producers  predominate, 
state  regulatory  bodies  do  not  treat  major  companies  as  well  as  they  do  the 
independent  operators.  The  small  independent  operators  are  numerous. 
Not  all  of  them  are  wealthy  men.  They  are  more  anxious  to  obtain  their 
money  now  so  that  they  can  spend  it  while  they  are  living  rather  than  pass 
it  on  to  their  grandchildren.  As  a  practical  political  matter,  the  state  regu- 
latory bodies  probably  recognize  that  the  corporation  can  wait  better  than 
the  people  who  have  votes  to  cast.  This  is  only  human.  When  a  major 
company  is  discriminated  against  too  flagrantly,  it  can  and  does  resort  to 
the  courts. 

"In  spite  of  the  practice  of  cashing  in  on  some  of  his  discoveries  and  selling 
them  to  a  major  company,  thus  increasing  the  major  company's  proportion 
of  total  proved  reserves,  the  small  independent  has  really  enlarged  slightly 
his  proportion  of  proved  reserves  in  recent  years.  By  and  large,  the  inde- 
pendent has  held  about  the  same  proportion  of  proved  reserves  for  the  last 
20  years,  but  for  the  year  1938  as  compared  with  the  year  1937  the  inde- 
pendent has  increased  his  share  of  total  proved  reserves."  ^^ 

Mr.  Thompson's  testimony,  quoted  above  in  connection  with  stripper 
wells,  also  indicates  that  the  small  operators  are  protected,  as  restriction 
of  production  applies  only  to  flush  fields. 

The  statements  that  proration  on  the  one  hand  tends  to  raise  prices  and 
on  the  other  hand  tends  to  limit  exploration  for  oil  are  inconsistent.  Obvi- 
ously, if  prices  are  higher  because  of  proration,  exploratory  effort  should 
increase.  Furthermore,  there  is  no  reason  for  concluding  that  over  the  long 
run  proration  brings  about  a  high  price  for  crude. 

The  initial  effect  of  proration  on  prices  may  be,  as  in  the  case  of  a  flush 
field  like  East  Texas,  an  advance.  On  the  other  hand,  proration  adds  ap- 
preciably to  the  total  recovery  of  crude  oil,  thus  lowering  the  ultimate  cost 
per  barrel  which  in  turn  tends  to  lower  the  price.  Without  proration,  quite 
the  opposite  result  would  appear.  The  initial  price  would  be  lower  due  to 
the  heavy  flow  of  wells  during  first  stages  of  their  life,  but  the  ultimate  re- 
covery would  be  less  and  the  cost  of  production  per  barrel  greater.  The 
basic  fact  is  that,  over  a  period  of  time,  proration  increases  the  supply  of 
crude  oil  and  tends  to  lower  prices,  not  raise  them. 

It  is  probably  fair  to  state  that  proration  tends  to  reduce  the  wide  fluctua- 

^5  Ibid.,  pp.  9691-9692. 
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tions  in  price  which  accompany  flush  production.  This,  in  turn,  tends  to 
increase  exploratory  effort,  even  though  the  average  crude  price  may  be 
lower;  the  greater  price  stability  reduces  the  risks  involved  and  makes  bank 
loans  more  easily  obtainable.  The  growth  in  the  number  of  operators  and 
in  the  size  of  petroleum  reserves  indicates  that  exploratory  effort  has  not 
been  reduced  by  proration. 

Mr.  Cook's  statement  that  proration  "allowables  are  still  based  primarily 
upon  a  more  or  less  constant  allowable  per  well"  is  not  accurate.  In  his 
testimony  before  the  T.N.E.C,  Dr.  Joseph  E.  Pogue  said,  regarding  allow- 
ables, "the  course  of  evolution  is  from  those  faulty  methods  based  upon  the 
well  itself,  which  put  a  premium  on  too  much  drilling  and  investment,  to 
those  involving  some  combination  of  number  of  wells  and  acreage,  which 
is  the  present  status,  with  the  concept  moving  in  the  direction  of  more  ad- 
vanced procedures  involving  the  recoverable  oil  itself."  ^*'  This  view  was 
also  shared  by  Mr.  Robert  C.  Knox,  of  El  Dorado,  Ark.^' 

Mr.  Cook  also  complains  that  an  independent  refiner  is  at  a  disadvan- 
tage because  proration  limits  the  production  from  his  own  wells  or  those  of 
independent  producers  who  supply  him  with  crude  oil.  While  the  answer 
to  this  complaint  does  not  properly  belong  in  a  discussion  of  producing,  it 
involves  a  description  of  regulations  which  apply  to  the  production  division 
of  the  business. 

In  all  states  where  production  of  oil  is  regulated  by  law  such  regulation 
includes  the  requirement  of  "ratable  takings."  This  requirement  is  designed 
to  prevent  purchasers  of  oil  in  a  given  field  from  taking  oil  from  their  own 
wells  at  the  expense  of  other  producers  in  the  field  and  serves  to  provide  an 
equitable  distribution  of  the  total  purchases  among  the  producers,  generally 
in  accordance  with  their  allowables.  Therefore,  neither  major  companies 
nor  independent  refiners  can  obtain  all  the  oil  they  might  like  to  have  from 
their  own  wells,  but  there  is  no  regulation  which  prevents  either  majors  or 
independent  refiners  from  purchasing  oil  from  independent  producers, 
which,  of  course,  is  what  they  do. 

RESERVES  OF  CRUDE  OIL 

Much  of  Mr.  Cook's  chapter  has  to  do  with  the  production  of  the  major 
companies  relative  to  their  reserves  of  crude  oil.  He  draws  the  inference 
that  the  majors  deliberately  produce  less  crude  oil  in  relation  to  reserves 
than  do  independents. 

Mr.  Cook's  inference  is  based  upon  the  testimony  of  Mr.  E.  DeGolyer, 
an  independent  petroleum  producer,  geologist,  and  petroleum  engineer.^^ 
There  is  nothing  in  Mr.  DeGolyer's  testimony  to  the  effect  that  major  com- 
panies deliberately  held  back  production.    He  merely  said  that  major  com- 

^^  Temporary  National  Economic  Committee  Hearings,  pt.  14,  p.  7121. 
^nbid.,  pt.  15,  p.  8570-8571.  ^^Ibid.,  pt.  14,  pp.  7389-7423. 
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panics  did  produce  their  reserves  more  slowly  than  independents  and  that 
he  didn't  know  why."  Nor  did  he  say,  as  attributed  to  him  by  Mr.  Cook, 
that  major  companies  "maintain  these  reserves  to  protect  their  other  invest- 
ments in  the  integrated  form."  He  did  say  that  independent  producers  have 
no  real  reason  to  have  much  of  a  feeling  about  maintaining  reserves.-" 

Mr.  Cook  also  states  that  the  difference  between  the  percentage  of  total 
reserves  and  the  percentage  of  total  production  of  the  major  companies  "is 
made  possible  through  their  control  of  the  crude-oil  market  through  pipe 
hnes."  This  statement  is  not  substantiated.  No  connection  is  apparent  be- 
tween the  alleged  control  of  pipe  lines  and  the  disparity  between  reserves 
and  production. 

In  his  section  on  oil  discovery  and  production  methods,  Mr.  Cook  empha- 
sizes the  fact  that  independents  do  a  large  part  of  the  exploratory  work, 
but  that  most  of  the  crude-oil  reserves  are  owned  by  the  majors.  Appar- 
ently Mr.  Cook  believes  that  this  indicates  the  dominance  of  the  majors  to 
the  detriment  of  the  independents.  Mr.  Cook  said  elsewhere  that  "very  few 
independent  producers  are  engaged  in  other  divisions  of  the  industry," 
whereas  majors  by  definition  are  engaged  in  all  branches.  Independent 
producers,  therefore,  have  little  need  for  large  crude  reserves,  since  their 
sole  interest  is  to  dispose  of  the  crude  oil.  On  the  other  hand,  majors  have 
refineries  and  established  markets  for  which  a  continuous  supply  of  crude 
must  be  obtained.  After  the  discovery  well  has  been  completed,  but  before 
the  field  has  been  developed,  independents  frequently  sell  all  or  part  of 
their  holdings  to  major  companies,  because  many  of  them  do  not  wish  to 
risk  large  amounts  of  capital  relative  to  their  means.  They  prefer  to  cash 
in  on  their  discoveries  and  turn  to  new  ventures  elsewhere. 

Much  of  Mr.  Cook's  section  dealing  with  discovery  also  is  based  upon  tes- 
timony of  Mr.  DeGolyer  before  the  T.N.E.C.  Throughout  the  discussion, 
the  implication  is  that  independent  prospectors  work  under  handicaps  as 
compared  to  the  majors  but  in  spite  of  this  they  do  very  well.  The  state- 
ment is  made  through  reference  to  Mr.  DeGolyer's  testimony  "^  that  "inde- 
pendent prospectors,  known  as  'wildcatters,'  are  willing  to  take  chances  on 
a  venture  whose  odds  have  been  from  30  to  40  against  striking  oil.  On  the 
other  hand,  under  the  best  modern  methods  used  by  majors  in  special  areas, 
the  odds  are  as  low  as  8  to  1."  It  should  be  pointed  out  that  when  present- 
ing the  figures  on  odds  Mr.  DeGolyer  was  referring  to  all  prospectors  and 
not  to  independents  as  compared  with  majors.  Furthermore,  the  odds  of 
30  or  40  to  1  applied  to  all  prospectors  during  the  history  of  oil  exploration, 
while  the  lower  odds  applied  to  a  more  recent  period  and  assumed  the  use 
of  the  most  modern  techniques.  In  connection  with  oil  discovery,  it  should 
also  be  said  that  the  term  "wildcatter"  applies  to  any  prospector,  whether 

^^  Ibid.,  p.  7393.  20  Ibid.,  p.  739^.  21 /^/^.^  pp.  7664-7665. 
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major  or  independent,  who  drills  a  well  in  unproved  ground,  and  is  not 
restricted  to  an  independent  prospector. 

As  to  the  assertion  that  majors  use  more  scientific  technique  and  equip- 
ment than  do  the  independents,  Mr.  DeGolyer's  comments  concerning  the 
availability  of  such  techniques  to  the  independent  are  of  interest: 

"There  are  many  competent  and  independent  geologists  whose  serv- 
ices may  be  engaged  in  order  to  assist  in  selecting  the  site;  there  are  many 
competent  and  independent  geophysical  service  organizations  who  can  map 
the  structure  of  the  prospect  in  order  to  determine  whether  or  not  a  trap  is 
present;  there  are  scores  of  competent  and  independent  lease  brokers  who 
can  take  the  leases;  there  are  dozens  of  competent  and  independent  drilling 
contractors  who  will  engage  to  drill  the  well  to  the  required  depth  and  com- 
plete it  properly  and  in  a  workmanlike  manner.  There  are  independent 
service  organizations  to  case,  cement,  perforate,  electrically  log,  or  perform 
any  other  required  service.  Scores  if  not  hundreds  of  wells  are  being  drilled 
currently  at  any  time  with  the  assistance  of  these  independent  service  or- 
ganizations of  unquestionable  competence."  "^ 

LEASING  OF  OIL  LAND 

Mr.  Cook's  principal  contention  regarding  leasing  practices  of  the  majors 
is  that  "their  policy  is  to  lease  this  land  and  then  refuse  to  drill  until  oil 
is  discovered  elsewhere."  No  attempt  is  made  to  substantiate  this  charge, 
and  testimony  presented  before  the  T.N.E.C.  contains  no  grounds  for  this 
assertion.  In  view  of  the  dominant  position  that  leasing  has  played,  and  is 
still  playing,  in  the  development  and  day-to-day  operation  of  the  petroleum 
industry,  and  in  view  of  the  fact  that  leases  are  familiar  to  many  people  in 
different  walks  of  life,  it  is  difficult  to  see  how  any  company  or  group  of 
companies  could  afford  to  let  such  a  practice  exist.  If  such  practices  ever 
did  exist,  it  is  likely  that  they  were  shortlived,  because  the  keen  competition 
for  leases  would  make  them  very  costly  to  the  persons  who  employed  them. 

Some  attention  is  also  given  by  Mr.  Cook  to  changes  in  the  Form  88  lease 
which  he  says  were  instituted  by  the  majors  to  the  detriment  of  the  land- 
owner. Apparently  the  source  of  this  information  was  the  testimony  of  Mr. 
Robert  C.  Knox  before  the  T.N.E.C.  The  source  reference  is  attached  to 
the  first  sentence  of  the  discussion  on  the  Form  88  lease,  while  the  remainder, 
which  is  not  documented,  contains  the  complaints  concerning  practices  of 
majors  indicated  above.  An  examination  of  all  the  testimony  submitted  by 
Mr.  Knox  reveals  that  he  did  not  charge  that  "the  major  oil  companies  have 
been  instrumental  in  changing  this  lease."  The  comments  of  the  witness 
dealt  generally  with  oil  companies  which  lease  land  for  purposes  of  drilling, 
and  at  no  time  did  the  witness  purposely  draw  a  distinction  between  inde- 

22  Temporary  National  Economic  Committee  Hearings,  pt.  14,  p.  7665. 
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pendents  and  majors.    In  fact,  Mr.  Knox  made  his  position  very  clear  at  the 
outset  when  he  said: 

"Nothing  which  I  shall  say  is  intended  to  question  the  good  faith  of  any 
of  the  people  engaged  in  the  business  of  acquiring  oil  and  gas  leases  or  the 
methods  employed  or  the  types  of  the  contracts  which  they  use.  I  am  merely 
trying  to  point  out  the  effect  of  some  of  the  newer  forms  of  leases  which  I 
think  are  being  used  because  of  this  tremendous  overproduction  of  oil  and 
the  potential  supply,  and  that  many  in  the  industry  feel  that  these  changes 
in  the  types  of  leases  have  become  necessary  for  their  protection."  ^^ 

DRILLING  PERMITS 

The  case  of  John  W.  Dailey  is  used  by  Mr.  Cook  as  a  basis  for  generaliz- 
ing about  the  independent's  difficulty  in  obtaining  driUing  permits.  He  con- 
tends that  the  independent  "usually  has  trouble  in  getting  a  drilling  permit." 
He  makes  a  general  allegation  and  offers  only  one  instance  in  its  support. 
He  states  particularly  that  a  drilling  permit  was  refused  to  Mr.  Dailey  by 
the  Texas  Railroad  Commission  through  the  influence  of  majors,  and  that 
Mr.  Dailey  was  therefore  prevented  from  drilUng  on  a  20-acre  tract  in  the 
Old  Ocean  field  which,  according  to  Mr.  Cook,  was  controlled  by  major 
interests. 

The  statement  that  the  Old  Ocean  field  was  controlled  by  major  company 
interests  is  inaccurate,  because  all  the  interests  in  the  Old  Ocean  field  were 
independent.^*  Regarding  the  complaint  that  Mr.  Dailey  was  prevented 
from  drilling,  Mr.  DeGolyer  testified: 

"Mr.  Dailey  was  offered,  as  I  understand  from  him,  and  as  I  understood 
at  the  time,  an  opportunity  to  combine  20  of  his  acres  with  20  acres  of  the 
partnership  in  order  to  get  the  40-acre  basis  and  drill  the  well.  That  was 
done  probably  in  more  than  a  dozen  cases  within  the  field.  In  all  of  these 
other  cases,  which  I  cite  but  one,  the  land  was  already  under  lease,  so  it  was 
only  a  combination  of  the  royalty  interests,  but  in  the  one  other  case  where 
the  land  was  not  under  lease,  this  same  combination  that  was  offered  to  Mr. 
Dailey  was  carried  through. 

"I  have  no  other  comments  to  make  on  this  matter,  except  to  say  that  in 
my  opinion  equity  was  offered  to  Mr.  Dailey,  and  that  this  is  just  one  of 
the  type  of  problems  that  will  recur  from  time  to  time  in  an  attempt  to 
produce  fields  as  units."  ^^ 

CRUDE-OIL  PIPE  LINES 

In  Mr.  Cook's  summary  and  conclusions  on  production,  the  statement  is 
made: 

23  Ibid.,  pt.  15,  p.  8252.  24  ii,id._  pt.  14.  p.  7293.  25  /^/^.^  p.  7415. 
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Since  the  majors  have  a  virtual  monopoly  of  crude-oil  pipe  lines,  the  only 
practical  overland  means  of  transporting  oil,  they  are  able  to  post  uniform, 
noncompetitive  prices  for  crude  oil  purchased  in  a  particular  field,  and  the 
crude  oil  is  definitely  sold  on  a  buyer's  market. 

Discussion  of  these  charges  properly  belongs  under  a  subsequent  treatment 
of  crude-oil  pipe  lines  in  the  section  on  "Crude  Oil  Transportation,"  where 
it  is  discussed  at  greater  length,  but  it  is  desirable  to  show  here  that  the 
presence  of  uniform  prices  is  proof  neither  of  monopoly  nor  of  competition. 
Uniform  prices  may  occur  under  either  set  of  conditions.  Where  several 
buyers  are  competing  for  the  same  kind  of  crude  oil  in  a  given  field,  prices 
should  be  the  same  to  all  sellers,  otherwise  the  producers  would  sell  only  to 
the  highest  bidder.  If  the  purchasers  got  together  and  agreed  upon  a  price, 
uniform  prices  might  also  prevail.  On  the  other  hand,  discrimination  in 
prices  among  sellers  would  suggest  monopoly  on  the  buying  side,  as  it  would 
mean  that  one  buyer  was  strong  enough  to  purchase  from  one  producer  at 
one  price  and  to  pay  a  different  price  to  others.  This  is  a  situation  which 
the  sellers  would  not  tolerate  if  they  had  any  control  over  it.  It  is  fair  to 
ask  what  Mr.  Cook  would  have  said  had  there  been  evidence  of  discrimina- 
tory prices  rather  than  uniform  prices. 

Perhaps  the  most  satisfactory  answer  to  Mr.  Cook's  complaint  that  prices 
of  crude  oil  in  a  given  field  are  uniform  is  the  fact  that  the  T.N.E.C.  hear- 
ings include  no  evidence  of  complaints  on  this  score  by  independent  pro- 
ducers. 

Nor  does  the  substantial  ownership  of  trunk  pipe  Unes  by  majors  con- 
stitute proof  of  monopoly.  The  fact  is  that  most  of  the  pipe  lines  are  in 
competition  with  each  other,  as  a  glance  at  Chart  XIV  in  the  Appendix  to 
the  monograph  will  show."''  The  fact  that  independents  use  the  pipe  lines 
to  a  small  degree  relative  to  the  total  is  also  not  damaging  evidence.  The 
important  fact  so  far  as  the  independent  producer  is  concerned  is  that  inter- 
state pipe  lines  have  a  common  carrier  status  and  are  regulated  by  the  Inter- 
state Commerce  Commission.  They  are  also  regulated  by  many  of  the 
states  through  which  they  pass.  The  common  carrier  status  assures  the 
independent  producer  that  the  difference  between  the  price  of  crude  at  one 
end  of  the  line  and  at  the  other  will  reflect  only  the  transportation  charges. 
Because  of  this,  he  always  has  the  choice  of  selling  his  crude  at  the  well  head 
or  at  some  other  market  of  his  own  choice.  The  independent's  right  to 
ship  is  valuable  to  him  whether  he  elects  to  ship  or  elects  to  get  parity  prices 
in  the  field.  In  practically  all  cases,  however,  independent  producers  sell  at 
the  well  head  since  they  prefer  to  let  someone  else  provide  the  capital  neces- 
sary to  seek  the  markets.  The  choice  as  to  where  he  will  sell  his  crude  is 
open  to  him,  nevertheless.  If  the  independent  producer  elects  to  sell  at  the 
destination  of  the  crude,  he  must,  of  course,  comply  with  the  minimum 

26  T.N.E.C.  Monograph  No.  39,  Chart  XIV,  facing  p.  80;  see  also  Temporary  J^ational 
Economic  Committee  Hearings,  pt.  15,  chart  facing  p.  8543. 
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tender  requirements  of  the  pipe  lines  which  are  estabHshed  at  amounts  suffi- 
cient only  to  prevent  excessive  diffusion  of  the  different  kinds  of  crude  oil 
passing  through  the  pipe  line.  The  size  of  the  minimum  tender  require- 
ments was  one  of  the  chief  complaints  of  Mr.  Cook  in  his  chapter  on  pipe 
lines.    These  charges  are  answered  in  the  discussion  of  that  section. 

C GENERAL  COMMENTS 

Before  leaving  the  discussion  of  crude-oil  production,  one  important  in- 
ference should  be  refuted.  The  general  theme  of  this  and  other  sections  of 
Monograph  No.  39  is  that  independents  are  in  one  line  of  trenches  facing 
with  drawn  pistols  another  line  of  trenches  occupied  by  majors  who  are 
armed  with  cannons.  It  is  perhaps  unfortunate  and  certainly  misleading  to 
paint  a  warlike  picture  of  the  relations  between  independent  producers  and 
major  companies,  because  it  is  common  knowledge  that  these  groups  are 
not  best  described  by  a  scene  presenting  them  ready  for  battle.  On  the 
contrary,  there  is  considerable  co-operation  between  them  and  each  group 
realizes  that  depression  and  prosperity  will  treat  them  alike.  The  majors 
willingly  admit  that  the  independent  is  an  important  and  necessary  part  of 
the  production  division  of  the  business  and  have  no  desire  whatever  to 
eliminate  him  from  the  industry.  Mr.  W.  S.  Parish  made  these  comments 
before  the  T.N.E.C: 

"The  credit  for  the  discovery  of  America's  oil  fields  goes  to  the  small 
exploratory  enterprise  rather  than  the  large  organization.  It  is  the  indi- 
vidual, the  small  company,  the  so-called  "independent,"  the  itinerant  wild- 
catter who  has  found  America's  oil.  This  has  been  true  in  the  past  and 
it  is  true  today.  In  my  judgment,  it  will  be  just  as  true  10  years  from  now. 
The  truth  of  this  statement,  that  the  discovery  of  new  oil  fields  is  usually 
made  by  the  small  fellow  rather  than  the  integrated  company  is  borne  out, 
not  only  by  the  statistics  kept  by  our  own  company,  but  by  the  observations 
of  others  outside  our  organization."  ^^ 

There  actually  is  much  co-operation  between  majors  and  independents  in 
prospecting  for  oil,  as  is  shown  by  the  following  testimony: 

"Mr.  Parish.  That  may  be  true;  but  the  so-called  small  man  seems  to  be 
growing  larger,  and  the  ability  of  the  so-called  small  man  to  join  with  other 
small  men  seems  to  be  facilitated,  to  the  end  that  this  discovery  of  new  areas 
by  the  independents — I  go  back  to  the  word  "independent" — is  just  as  good 
today  as  it  ever  has  been. 

"The  Vice  Chairman.  They  block  out  an  acreage  and  then  get  other 
people  to  help  contribute  the  money  to  make  the  exploration. 

-"'  Temporary  National  Economic  Committee  Hearings,  pt.  17,  pp.  9687-9688. 
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"Mr.  Parish.  Yes,  sir.  To  give  you  one  practice  that  is  common  in  the 
oil  country,  some  entrepreneur — I  don't  Hke  to  call  him  a  promoter,  but 
'promoter'  is  probably  a  little  more  familiar  to  the  oil  man  than  the  other 
one — some  promoter  will  get  the  idea  either  from  the  study  of  geology  or 
from  getting  a  hunch,  if  you  will,  or  a  tip  from  somebody  who  had  studied 
the  geology  and  maybe  has  used  new  geological  methods,  that  a  certain 
area  is  favorable,  and  he  looks  at  that  area  and  he  sees  that  it  is  a  very 
divided  ownership.  In  other  words,  tv/o  or  three  or  four  major  companies 
will  own  some  acreage  on  it;  some  of  it  will  be  open,  and  some  independ- 
ents will  own  some.  This  fellow  says,  'I  am  going  to  promote  a  well  on 
that  prospect.'  The  well  may  cost  10  thousand,  20  thousand,  even  50  thou- 
sand dollars,  depending  on  the  probable  depth  you  have  to  go  to  find  oil. 

"So  this  promoter  goes  to  this  company  and  that  company,  another  one, 
and  so  on,  and  he  says,  'I  want  to  drill  this  prospect.  I  have  160  acres  there 
of  my  own.  Obviously,  I  can't  drill  a  wildcat  well  on  160  acres,  so  are  you 
interested  in  seeing  the  prospect  drilled,'  and  by  one  way  and  another  he 
will  get  contributions  of  acreage  from  other  owners  and  he  will  get  some 
contributions  of  what  we  call  in  the  industry  dry-hole  money.  In  other 
words,  somebody  will  say,  'I  don't  want  to  give  you  any  acreage  but  I  will 
give  you  $5,000  to  pay  for  a  dry  hole  if  you  drill  it  there,  in  order  to  prove 
whether  this  prospect  is  productive  or  not.' 

"We  will  assume  that  this  promoter  gets  several  hundred  acres  by  dona- 
tion, several  thousand  dollars,  fifteen  or  twenty,  maybe,  and  he  launches 
out  and  starts  his  well.  Of  course  in  drilling  that  well  he  will  have  oppor- 
tunity maybe  to  sell  some  of  his  acreage  to  others  who  think  there  is  going 
to  be  oil  discovered  there  and' he  would  like  to  have  a  piece  of  acreage  in 
the  field,  and  he  drills  his  well  and  pays  for  it,  frequently  without  any  cost 
to  him  whatsoever.  That  is  a  common  practice  in  the  oil  industry  and  it 
is  going  on  every  day,  all  over. 

"So  this  business  of  the  little  fellow,  Senator,  if  I  may  go  back  to  it  just 
a  little  bit,  gets  back  in  the  final  analysis  to  how  much  abihty  he  has  got, 
how  hard  he  is  willing  to  work  and  how  good  a  salesman  he  is  in  getting 
somebody  else  to  pay  part  of  his  bill. 

"The  Chairman.  And  your  testimony  is  that  the  door  is  as  wide  open 
to  the  little  fellow  today  in  the  petroleum  industry  as  ever,  in  the  search 
for  oil. 

"Mr.  Parish.    I  think  so.    I  honestly  think  that  is  the  truth,  sir."  -* 

On  the  whole,  Mr.  Cook's  chapter  on  crude  oil  production  gives  an  inac- 
curate picture  of  the  position  of  the  independent  producer.  None  of  his 
principal  contentions  are  borne  out  by  testimony  presented  before  the 
T.N.E.C.  Mr.  Cook's  discussion  of  proration  amounts  to  a  rejection  of  all 
conservation  efforts.    In  his  eagerness  to  prove  that  the  majors  are  oppressing 

28  Temporary  National  Economic  Committee  Hearings,  pt.  17,  pp.  9688-9689. 
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the  independents  or  nonintegrated  operators  he  protests  that  proration  is 
not  true  conservation  and  that  anyhow  there  is  no  need  to  regulate  pro- 
duction, because  there  is  no  danger  o£  exhaustion  of  crude  supphes  and  be- 
cause, even  if  they  were  exhausted,  practically  inexhaustible  resources  still 
remain  in  shales,  coal,  and  other  substitutes.  In  thus  taking  up  the  cause 
of  those  who  oppose  all  conservation  efforts,  he  places  himself  in  direct 
opposition  to  the  whole  policy  which  the  National  Government  and  the 
governments  of  the  oil-producing  states  have  adopted  after  many  years  of 
consideration  and  experience.  The  Interstate  Oil  Compact  was  first  ap- 
proved by  Congress  in  1935,  for  an  experimental  period  of  2  years;  it  was 
renewed  by  Congress  in  1937  for  2  years  more;  and  renewed  again  by  Con- 
gress in  1939.  Likewise  the  Connally  hot  oil  law  was  first  enacted  for  a 
limited  period,  and  then  re-enacted.  These  measures  have  been  considered 
in  the  utmost  detail  both  at  Washington  and  in  the  compacting  states. 
They  have  been  accepted  by  all  except  an  unimportant  minority  as  a  great 
forward  step. 


Crtide-Oil  Transportation 

COMMENTS  ON  CHAPTER  IV  OF  MONOGRAPH  NO.  39 

The  principal  contentions  of  Mr.  Cook  regarding  crude  oil  transportation 
are:  (1)  The  control  of  crude  pipe  lines  at  present  is  "in  many  respects 
similar  to  that  found  to  exist  by  the  Commission  in  1906."  (2)  Interstate 
pipe  lines,  though  legally  common  carriers,  in  effect  are  not  common  car- 
riers because  of  restrictions  as  to  their  use.  (3)  Pipe-line  ownership  is  to 
the  advantage  of  majors  at  the  expense  of  independents.  (4)  Through 
ownership  of  pipe  lines,  majors  control  crude  prices.  (5)  The  use  of  tankers 
is  not  open  to  the  independent  refiner  as  he  must  have  excessive  storage 
facilities.  These  contentions  will  be  discussed  in  the  order  presented  above, 
after  a  brief  description  of  petroleum  transportation  which  was  given  by 
Mr.  Fayette  B.  Dow  in  the  introduction  to  his  statement  to  the  T.N.E.C.: 

"Petroleum  is  unique  in  that  it  employs  in  large  volume  all  of  the  impor- 
tant facilities  of  transportation — railroads,  ships,  pipe  lines,  and  trucks. 

"Petroleum,  except  for  such  byproducts  as  greases,  wax,  and  asphalt,  is 
liquid  in  form  and  it  therefore  adapts  itself  to  any  agency  capable  of  moving 
a  liquid  from  one  place  to  another.  It  can  be  loaded  into  a  container  and 
carried  on  wheels  or  in  a  water-borne  vessel,  or  it  can  be  pumped  through 
pipes.  Whatever  the  vehicle — tank  car,  ship,  pipe  line,  or  tank  truck — the 
loading  and  unloading  are  done  by  pumping,  a  fact  which  greatly  reduces 
transportation  costs  because  the  process  is  mechanical,  rapid,  and  continuous 
until  completion.    It  greatly  reduces  the  idle  time  of  the  vehicle.    The  tank 
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car  or  tank  truck  is  loaded  or  unloaded  in  a  few  minutes,  the  tank  ship  in 
a  few  hours.  They  are  then  ready  for  the  next  trip.  Thus  petroleum, 
whether  as  crude  oil  on  its  way  to  the  manufacturing  plant  or  as  gasoline 
from  the  plant  into  the  avenues  of  distribution,  is  virtually  in  continuous 
movement  and  has  attained  the  economies  of  that  continuity.  The  pipe- 
Une  movement  is  in  fact  continuous. 

"It  rriay  be  said  also  that  modern  petroleum  transportation  is  unique  in 
that  it  has  not  been  furnished  primarily  by  outside  agencies  whose  busi- 
ness is  transportation  itself.  Had  the  industry  waited  for  professional  trans- 
porters to  solve  its  transportation  problems,  to  invent,  devise,  create  the  im- 
provements needed  to  meet  rapidly  changing  demands  of  a  rapidly  growing 
industry,  it  is  clear  that  the  present  efficiency  would  not  have  been  attained. 
Anyone  who  studies  oil-industry  transportation  finds  as  the  first  outstanding 
fact  that  the  industry,  from  the  very  beginning,  has  created  and  supplied  a 
very  large  part  of  its  own  transportation.  He  finds  also  that  the  transporta- 
tion so  provided  has  been  remarkably  efficient,  both  in  service  and  economy, 
and  that  it  has  contributed  a  substantial  part  toward  the  progressively  lower 
prices  at  which  petroleum  products  have  been  made  available  to  the  public.^ 

CRUDE-OIL  PIPE  LINES 

Much  of  the  material  referred  to  by  Mr.  Cook  as  evidence  of  control  of 
pipe  lines  by  the  majors  was  published  25  to  35  years  ago.  Reference  is 
made  to  investigations  of  the  oil  industry  by  the  Interstate  Commerce  Com- 
mission in  1907  before  the  dissolution  decree,  which  separated  the  old 
Standard  Oil  Co.  into  many  companies.  The  reader  might  get  the  impres- 
sion that  the  conditions  referred  to  still  exist.  On  one  occasion,  Mr.  Cook 
states,  "The  system  as  it  exists  today  is  a  virtual  monopoly  of  the  majors." 
A  reference  is  attached  to  this  assertion  indicating  that  it  was  drawn  from 
an  investigation  made  by  the  Bureau  of  Corporations  in  1904.  Obviously, 
evidence  of  37  years  ago  cannot  be  used  to  support  allegations  of  monopoly 
today. 

The  only  current  evidence  submitted  by  Mr.  Cook  to  indicate  control  of 
pipe  lines  by  majors  consists  of  figures  of  the  I.C.C.  showing  the  number 
of  miles  operated  by  majors  in  relation  to  the  total.  These  figures  showed 
chat  14  major  companies  reporting  to  the  I.C.C.  had  89  per  cent  of  the  total 
trunk  line  mileage.  While  this  is  a  substantial  percentage,  it  by  no  means 
shows  that  conditions  are  similar  to  those  found  to  exist  in  1906,  when  one 
company  completely  dominated  pipe-line  operations.  Control  of  pipe  lines 
today  is  certainly  not  comparable  with  the  period  prior  to  the  dissolution 
decree.  Today  many  companies  operate  pipe  lines;  and,  as  shown  by  the 
map,  Chart  XIV  in  the  Appendix  to  the  monograph,'  many  of  these  lines 

1  Temporary  National  Economic  Committee  Hearings,  pt.  15,  p.  8584. 

2  See  T.N.E.C.  Monograph  No.  39,  Chart  XIV,  facing  p.  80. 
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are  parallel  and  compete  with  each  other.  The  testimony  of  Mr.  Walsh, 
an  independent  refiner,  confirms  this  statement.  He  said  that  his  refinery 
was  connected  to  the  pipe  lines  of  three  major  companies.^ 

COMMON  CARRIER  STATUS 

In  Mr.  Cook's  opinion,  pipe  lines  "are  common  carriers  in  name  only  and 
not  in  fact."  His  chief  argument  here  is  that  they  are  operated  solely  for 
the  benefit  of  the  majors  and  that  independents  are  unable  to  use  them 
because  the  minimum  tender  requirements  are  excessive.  Most  of  the  dis- 
cussion presented  deals  with  conditions  in  the  industry  10  to  30  years  ago 
as  did  his  presentation  of  the  extent  of  the  majors'  control  of  pipe  lines.  As 
for  the  present  minimum  tender  requirement,  he  states  that  an  examina- 
tion of  tariiiEs  on  file  with  the  I.C.C.  today  reveals  that  the  typical 
minimum  tender  on  crude  oil  is  50,000  barrels.  This  conclusion  does  not 
correspond  to  facts  concerning  minimum  tender  requirements  of  pipe  lines 
in  Texas  given  in  testimony  before  the  T.N.E.C.  by  Mr.  W.  S.  Parish,  and 
supported  by  testimony  of  Mr.  Fayette  B.  Dow.*  Mr.  Parish's  comments 
were  as  follows: 

"Mr.  Parish.  The  general  system  of  any  industry,  of  any  producer,  who 
wants  to  move  his  oil  through  a  pipe  line  to  somebody  else  rather  than  the 
owner  of  the  pipe  line,  is  to  ask  the  pipe-line  company  to  connect  up  to 
his  lease  and  run  his  oil,  which  they  do,  100  barrels  a  day  or  500  barrels  a 
day,  whatever  the  amount  is,  and  deliver  it  in  certain  quantities  at  the  end 
of  the  Hne,  subject  to  the  rules  and  regulations  of  the  system,  which  are 
under  supervision  by  the  state  authorities  and  by  the  I.C.C.  That  oil  is 
gathered  and  accumulated  and  delivered  as  he  orders  it. 

"The  Chairman.  Then  you  are  telling  me  and  the  committee  that  vari- 
ous statements  which  are  made  to  this  committee,  some  of  them  formally 
and  some  of  them  informally,  that  the  pipe  lines  are  not  actually  in  prac- 
tice operated  as  common  carriers,  are  without  foundation? 

"Mr.  Parish.  To  anyone  who  wants  to  use  them;  yes,  sir,  I  make  that 
statement. 

"The  Chairman.  That  the  pipe  lines  as  far  as  your  experience  goes  are 
free  and  open  common  carriers  operated  without  restraint  upon  any  person 
who  offers .? 

"Mr.  Parish.  That  is  true;  I  think  it  is  true  in  law  and  I  think  it  is  true 
in  practice."  ^ 

Mr.  Parish  also  said: 

2  Temporary  National  Economic  Committee  Hearings,  pt.  14,  p.  7337.  This  testimony  is 
quoted  later  on  p.  710. 

*  Summaries  to  tables,  Exhibit  1192,  Temporary  National  Economic  Committee  Hearings, 
pt.  15,  pp.  8617  and  8618. 

^Ibid.,  pt.  17,  p.  9705. 
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"In  the  State  of  Texas,  since,  I  think,  the  year  1914  or  1915,  I  have 
forgotten  which,  we  have  a  minimum  tender  of  500  barrels  a  day,  and  they 
take  less.  I  know  this  is  a  fact  because  in  1915,  operating  this  same  little 
plant  I  described  to  Mr.  Sumners  awhile  ago,  when  my  well  went  dry  I  had 
some  production  in  north  Texas  and  I  got  the  Texas  Co.  to  deliver  me  my 
production  in  north  Texas  at  Humble  to  keep  this  little  plant  running,  and 
I  had  about  300  barrels  a  day  production  up  there,  I  ran  the  oil,  put  it  in 
a  tank,  pumped  it  over,  and  they  got  a  tankful  and  kept  going.  I  want  to 
register  very  definitely  on  this  charge  that  there  is  a  restricted  use  of  pipe 
lines;  there  is  absolutely  nothing  in  it."  ^ 

Our  own  examination  of  the  interstate  pipe-line  tariffs  on  file  with  the 
I.C.C.  today  gives  different  results  from  those  of  Mr.  Cook.  The  following 
table  gives  the  results  of  our  own  study  of  the  official  file  of  minimum 
tender  requirements  of  48  interstate  crude-oil  pipe-line  companies: 

Minimum  tender  Number  of 

requirement  in  barrels  pipe-line  companies 

None    3 

500     1 

1,000     1 

10,000  18 

25,000  10 

50,000  2 

75,000   2 

100,000   9 

10,000  to  75,000   1 

Variable     1 

Total    48" 

These  figures  cannot  support  the  statement  that  "the  typical  minimum 
tender  on  crude  oil  is  50,000  barrels."  The  most  common  requirement  is 
10,000  barrels  and  is  used  by  over  one  third  of  the  48  pipe-line  companies. 
Furthermore,  some  pipe-line  companies  will  store  free  of  charge  the  daily 
output  of  a  shipper  until  the  amount  accumulated  is  equal  to  the  tender 
requirement.  Free  storage  is  provided  by  some  pipe-line  companies  for  as 
long  as  59  days.'^ 

Minimum  tender  requirements  are  regulated  by  the  I.C.C,  and  any 
shipper  may  complain  to  the  Commission  if  he  believes  requirements  to  be 
unreasonable.  In  his  testimony,  Mr.  Fayette  B.  Dow,  an  attorney  of  Wash- 
ington, D.  C,  who  is  chairman  of  the  American  Petroleum  Institute  com- 
mittees on  railroad  transportation,  on  pipe-line  accounting  regulations,  and 
on  pipe-line  valuation,  and  who  represents  various  oil  and  other  interests 
in  Washington,  could  remember  only  one  case  where  a  complaint  was  made 
by  a  shipper  about  minimum  tender  requirements  of  crude  oil  pipe  lines.^ 

Regarding  the  common  carrier  status  of  pipe  lines,  it  should  be  remem- 
bered that  pipe  lines  are  regulated  and  the  producers  are  thus  protected 

^  Temporary  National  Economic  Committee  Hearings,  pt.  17,  p.  9704. 
7  Testimony  of  Mr.  Dow,  ibid.,  pt.  15,  p.  8298.  »Ibid.,  p.  8301. 
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against  exorbitant  rates.  The  tender  requirements  are  also  regulated  so  that 
the  crude  producer  can  ship  if  he  wants  to.  The  important  question  to 
raise  is  why  he  does  not  exercise  his  right  to  use  the  common  carrier.  As 
was  pointed  out  in  the  preceding  chapter,  his  right  to  use  the  pipe  line 
assures  him  that  the  crude-oil  prices  at  the  two  ends  of  the  line  difler  only 
by  the  transportation  charges,  and  these  parity  prices  commonly  lead  him 
to  take  the  more  convenient  course  of  selling  his  crude  in  the  field. 

Mr.  Cook  also  failed  to  mention  why  a  minimum  tender  is  required,  thus 
possibly  leaving  the  impression  that  it  is  merely  a  device  used  by  the  majors 
to  force  independents  to  sell  at  the  well  head.  The  reason  is  simple.  There 
are  many  types  of  crude  oil  which  have  different  properties.  When  dif- 
ferent crudes  travel  through  a  pipe  line  at  the  same  time  there  will  be  con- 
tamination or  mixing  at  points  where  they  are  in  contact.  Obviously,  the 
smaller  the  quantities  shipped,  the  greater  the  contamination  per  barrel  of 
oil.  Therefore,  minimum  quantities  are  set  to  avoid  excessive  mixing  of 
the  crudes.® 

Mr.  Cook  admits  that  the  independents  do  not  complain  about  current 
tender  requirements  and  present-day  pipe-line  rates.  He  explains  this  by 
asserting  that  complaints  cost  too  much;  he  says  that  it  is  "very  costly  for 
the  independents  to  bring  cases  before  the  Interstate  Commerce  Commis- 
sion." In  the  first  place,  complaints  to  the  state  and  Federal  administrative 
bodies  are  not  difficult.  Colonel  Thompson,  speaking  of  the  practice  of 
the  Texas  commission,  insisted  that  complaints  could  be  made  cheaply  and 
easily;  ^°  and  Mr.  Dow  stated  that  the  proceedings  before  the  Interstate  Com- 
merce Commission  were  not  expensive. ^^  In  the  second  place,  the  public 
press  and  the  hearings  of  the  frequent  governmental  investigations  of  the 
oil  industry  give  ample  opportunity  for  voicing  complaints.  Mr.  Cook  can- 
not explain  away  the  absence  of  complaints,  which  is  the  strongest  possible 
evidence  against  his  claim  that  the  current  pipe-line  situation  is  essentially 
the  same  as  that  of  30  or  40  years  ago. 

CRUDE-OIL  PIPE  LINES  AND  THE  INDEPENDENTS 

The  general  inference  intended  by  Mr.  Cook  in  this  chapter  is  that,  be- 
cause of  pipe-line  control,  major  companies  have  the  advantage  over  inde- 
pendents. A  particular  inference  is  that  major  companies  are  able  to  locate 
refineries  near  markets  because  their  pipe  lines  assure  an  adequate  supply 
of  crude  at  all  times.  One  might  gain  the  impression  from  this  discussion 
that  an  independent  could  not  locate  where  he  wanted  to  and  be  assured 

^  It  should  also  be  pointed  out  that  diffusion  of  gasoline  is  greater  than  the  diffusion  of 
crudes,  a  fact  which  accounts  for  the  larger  minimum  tender  requirements  of  gasoline  pipe 
lines.  It  is  also  more  important  to  prevent  diffusion  in  the  case  of  gasoline  because  it  is  a 
refined  product,  the  differing  characteristics  of  which  have  been  used  as  a  basis  of  advertising 
to  obtain  consumer  patronage. 

10  Temporary  National  Economic  Committee  Hearings,  pt.   15,  p.   8248. 

11  Ibid.,  pp.  8283-8284. 
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of  an  adequate  supply  of  crude  so  long  as  he  had  to  make  use  of  the  majors' 
pipe  lines.  In  this  connection,  the  testimony  of  Mr.  Louis  J.  Walsh,  an 
independent  refiner  from  Houston,  Tex.,  is  of  interest: 

"Mr.  Walsh.  .  .  .  Our  position  as  an  independent  refiner  in  the  Gulf 
coast  is  this:  We  own  no  pipe  lines,  we  have  no  production.  We  are  con- 
nected to  the  pipe  lines  of  three  of  the  major  companies.  We  have  available 
to  us  crude  from  practically  every  field  in  Texas. 

"Mr.  Henderson.    You  don't  have  any  trouble  getting  crude? 

"Mr.  Walsh.    None  whatever. 

"Mr.  Henderson.    At  your  Houston  refinery.? 

"Mr.  Walsh.    None  whatever. 

"Mr.  Henderson.  Do  you  have  any  trouble  with  these  three  major  com- 
panies with  their  pipe  lines.'* 

"Mr.  Walsh.  None  whatever.  We  have  available  crude  from  practically 
all  the  fields  in  Texas,  New  Mexico,  and  some  fields  in  Louisiana."  ^^ 

It  should  also  be  pointed  out  that  many  independent  refineries  own  and 
operate  their  own  pipe-line  facilities.  In  his  testimony  before  the  T.N.E.C., 
Mr.  Fayette  B.  Dow  presented  statistics  showing  that  of  31  independent  re- 
fineries in  the  Wichita  Falls,  Tex.,  area,  19  refineries  owned  and  operated 
their  own  pipe-line  facilities  and  9  were  connected  with  pipe  lines  of  major 
companies.  A  similar  analysis  of  18  independent  refineries  in  the  Corpus 
Christi,  Tex.,  area  showed  that  8  used  their  own  pipe-line  facilities  while  7 
were  connected  with  pipe  lines  of  major  companies.^^ 

Mr.  Cook's  principal  objection  to  the  ownership  of  pipe  lines  by  the  majors 
is  that  pipe-line  rates  are  too  high  and  that  the  earnings  of  pipe-line  com- 
panies are  excessive.  He  indicates  that  the  rate  of  return  was  26.7  per  cent 
of  the  investment  in  1938  based  upon  compilations  from  I.C.C.  figures.  It 
should  be  pointed  out,  however,  that  this  percentage  was  derived  by  dividing 
the  earnings  by  the  book  or  depreciated  value  of  the  plant  investment,  a 
method  which  will  give  a  substantially  higher  figure  than  if  the  capital  in- 
vestment accepted  by  the  I.C.C.  for  rate  making  is  used  as  the  divisor.  Mr. 
Farish's  testimony  on  this  point  was  as  follows:  ^* 

"In  regard  to  pipe-hne  earnings,  one  further  point  should  be  made.  Earn- 
ings are  not  in  fact  so  high  as  they  were  made  to  appear  by  the  method 
used  by  the  Department  of  Justice.  It  appears  from  Table  22  in  'Exhibit 
No.  1139'  ^^  that  the  Department  of  Justice  calculated  a  percentage  rate  of 
return  which  used  'net  investment'  as  the  base.  This  term  'net  investment' 
was  defined  as  'the  investment  in  carrier  property  after  depreciation.'  This 
basis  unfairly  excludes  some  of  the  assets  of  the  pipe-line  companies;  the 

'^-  Temporary  National  Economic  Committee  Hearings,  pt.  14,  p.  7337. 

-^^Ibid.,  pt.  15,  Exhibit  1192,  pp.  8616-8618. 

^^Ibid.,  pt.  17,  p.  9759.  ^^Ibid.,  pt.  14-A,  p.  7796. 
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total  current  assets,  for  example,  are  omitted,  although  they  are  surely  part 
of  the  business.  How  may  a  pipe-line  company  get  along  without  operating 
oil  stock  necessary  for  operation,  warehouse  material  and  supplies,  and  a 
working  cash  balance,  just  to  cite  some  major  items?" 

Mr.  Parish  also  stated  that  the  pipe-line  companies  of  his  organization 
were  not  earning  over  8  to  9  per  cent  on  the  pipe-line  investment.^*'  Mr. 
Cook  neglected  to  say  that  pipe-line  rates  have  been  reduced  considerably 
in  recent  years.    Mr.  Parish  commented  as  follows  on  this  point: 

"The  continued  reduction  in  pipe-line  rates  during  the  last  8  years  has 
been  brought  about  by  three  principal  causes.  In  the  first  place,  proration, 
by  extending  the  life  of  oil  fields,  has  also  extended  the  life  of  the  pipe  lines 
to  those  fields.  The  capacity  of  some  pipe  lines  is  not  taxed.  In  the  second 
place,  a  number  of  new  sources  of  crude  oil  have  been  discovered.  The 
most  influential  discovery  was  in  East  Texas,  which  because  of  its  location 
within  a  comparatively  short  distance  of  Gulf  coast  refineries,  enabled  the 
refiners  there  to  secure  crude-oil  supplies  at  low  pipe-line  cost.  The  first 
indication  of  the  importance  of  this  East  Texas  competition  was  given  in 
an  announcement  on  April  21,  1931,  by  the  Humble  Pipe-line  Co.,  of  an 
average  reduction  of  pipe-line  rates  affecting  its  entire  system.  .  .  .  Since 
that  date  there  has  been  continuous  pressure  on  pipe-line  rates  in  Texas, 
and  several  reductions  in  pipe-line  rates  have  taken  place.  East  Texas  best 
illustrates  the  significance  of  new  sources  of  oil  supply  because  it  was  the 
most  important.  It  does  not,  however,  stand  alone,  for  other  new  discoveries 
have  had  a  similar  impact. 

"The  third  cause  of  the  reductions  in  pipe-Hne  rates  has  been  the  develop- 
ment of  other  means  of  transportation  of  crude  petroleum  and  its  products. 
These  have  directly  or  indirectly  affected  the  demand  for  the  services  of 
the  pipe  lines.  Both  ocean  and  river  transportation  have  greatly  increased 
in  importance.  They  may  reduce  the  barrels  of  oil  carried  by  the  pipe-line 
systems.  Pressure  from  regulatory  authorities  was  of  relatively  little  impor- 
tance, although  the  investigations  and  orders  of  the  Interstate  Commerce 
Commission  of  recent  years  have  doubtless  been  of  some  weight  in  rate 
reductions. 

"Successive  reductions  in  rates  have  brought  the  present  earnings  of  pipe 
lines  down  to  a  point  where  the  return  may  well  be  inadequate  in  some 
instances.  The  risk  in  pipe  lines  has  by  no  means  disappeared.  Oil  fields 
become  exhausted  and  demands  shift."  ^^ 

The  summary  statistics  of  pipe-line  companies  reporting  to  the  Interstate 
Commerce  Commission,  for  the  years  1929  through  1937,  show  the  lowering 
of  the  return  on  investment  as  a  result  of  the  reductions  of  pipe-line  rates 

i«W/V/.,  pt.  17,  p.  9756.  ^Ubid .  pp.  9942-9943 
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and  show  also  that  the  rate  o£  return  is  not  really  so  high  as  Mr.  Cook  made 
it  appear  by  leaving  out  part  of  the  investment/^ 

Mr.  Cook  also  states  that  the  independent  operator  is  at  a  disadvantage 
because  he  must  pay  the  published  tariff  for  pipe-line  transportation  whereas 
a  major  company  owning  the  facility  ultimately  pays  only  the  cost  of  opera- 
tion. Surely,  Mr.  Cook  does  not  expect  rates  to  be  sufficient  only  to  cover 
costs.  He  would  certainly  concede  that  the  owner  of  the  facility  should  re- 
ceive some  return  on  his  investment.  There  are  risks  involved  in  any  capital 
investment,  particularly  a  pipe-line  investment,  because  the  development  of 
new  producing  areas  may  reduce  the  amount  of  crude  taken  from  existing 
fields  serving  those  areas.  The  development  of  Illinois  production  serves  as 
a  recent  example  of  this.  Additional  crude  oil  produced  in  Illinois  dis- 
placed crude  produced  in  Oklahoma  and  Kansas  which  was  moved  through 
pipe  lines  to  refineries  serving  the  North  Central  States.  The  volume  of 
these  pipe  lines  was  seriously  reduced,  as  indicated  by  Mr.  Parish  in  his  tes- 
timony regarding  the  Ajax  Pipeline  Co.^^  In  some  cases  also  pipe  lines  are 
actually  removed  because  new  fields  do  not  produce  as  much  crude  as  was 
expected  when  the  lines  were  constructed.  This  point  was  brought  out  by 
Mr.  Fayette  B.  Dow  in  his  testimony  regarding  pipe  lines  in  north  Texas 
fields.'" 

PIPE  LINES  AND  CRUDE-OIL  PRICES 

In  his  treatment  of  crude-oil  transportation,  Mr.  Cook  included  a  discus- 
sion of  the  purchases  of  crude  by  the  majors  who  own  the  pipe  lines.  He 
states  that  the  presence  of  uniform  prices  in  a  given  field  suggests  "an  agree- 
ment to  work  together  to  control  crude  prices,"  and  that  posted  prices  of 
all  majors  in  a  given  field  change  at  the  same  time. 

In  our  discussion  of  his  chapter  on  production,  it  was  pointed  out  that 
uniform  prices  are  proof  neither  of  monopoly  nor  of  competition  but  that 
uniformity  can  exist  under  either  set  of  circumstances.  Different  prices  to 
different  producers,  in  other  words  discriminatory  prices,  would  suggest 
monopoly.  Therefore,  uniform  prices  do  not  suggest  "an  agreement  to  work 
together  to  control  crude  prices"  any  more  than  they  suggest  that  compe- 
tition is  keen.  Mr.  Cook  made  no  attempt  to  describe  the  influences  affect- 
ing the  price  of  crude  in  a  given  field,  nor  did  he  attempt  to  show  how 
prices  are  established.  To  facilitate  an  understanding  of  this  subject  by  the 
reader,  some  attention  will  now  be  given  to  the  crude-oil  market  and  the 
determination  of  crude-oil  prices. 

The  following  characteristics  of  the  product  and  its  buyers  and  sellers  need 
to  be  borne  in  mind: 

18  Temporary  National  Economic  Committee  Hearings,  pt.  14-A,  table  17c,  p.  7792.  The  tabic 
is  reproduced  in  the  appendix  of  this  reply  as  Table  2,  p.  757,  injra. 

^^Ibid..  pt.  17,  p.  9731.  -^^Ibid..  pt.  15,  p.  8302 
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Crude  oil  is  of  many  different  qualities.  Crudes  differ  as  to  the  type 
and  amount  of  impurities  which  they  contain,  as  to  the  yield  of  gasoline 
and  other  products  which  can  be  secured,  and  in  many  other  ways.  Simi- 
larly, crude  is  found  in  many  different  locations,  some  near  refineries,  some 
distant  from  refineries.  These  differences  among  crudes  affect  importantly 
the  value  of  the  crudes  to  buyers. 

The  buyers  of  crude  oil  include  both  large  and  small  concerns,  but  large 
enterprises  predominate.  The  sellers  of  crude  oil  also  include  both  large 
and  small  concerns,  but  the  small  enterprises  are  somewhat  more  promi- 
nent on  the  selling  side  than  on  the  buying  side. 

Many  buyers  of  crude  oil  are  also  producers  from  their  own  wells.  This 
is  true  of  both  large  concerns  and  small  concerns.  Most  large  concerns  are 
net  buyers  of  crude:  that  is,  they  do  not  produce  all  that  they  use  in  their 
refineries.  Even  the  large  companies  which  are  net  sellers  of  crude  buy  sub- 
stantial quantities,  either  because  they  require  particular  grades  which  they 
do  not  themselves  produce  or  because  they  need  oil  at  particular  locations 
where  they  do  not  have  production. 

Crude  oil  is  commonly  purchased  at  the  point  of  production;  field  storage 
is  ordinarily  reduced  to  a  minimum.  Sellers  of  crude  normally  make  con- 
stant and  continuous  deliveries  to  buyers. 

POSTED  PRICES  AND  PRICE  LEADERSHIP 

Over  a  period  of  years  a  posted-price  system  has  developed  for  the  pur- 
chase of  crude  oil.  This  system,  which  superseded  purchase  by  long-term 
contracts,  was  described  by  Mr.  Parish  in  these  words: 

".  .  .  The  posted-price  system  needs  a  careful  explanation,  because  it  is 
a  system  which  well  suits  the  peculiar  economic  and  technical  needs  of  the 
oil  industry  but  is  not  a  system  of  price  protection  that  is  suited  to  the  needs 
of  other  industries.  The  entire  industry  would  oppose  any  tampering  with 
the  ■  system,  however  much  dissatisfaction  there  may  be  with  the  prices 
themselves. 

"Crude  prices  are  posted  by  the  purchasing  interests  in  the  oil  fields. 
Sometimes  the  price  is  posted  by  only  one  purchaser,  and  the  others  either 
buy  at  that  price  or  offer  premiums  or  discounts  based  on  it.  In  larger 
fields,  the  prices  are  posted  by  several  purchasers. 

"The  posted-price  system  has  three  functions.  It  serves  to  tell  the  producer 
the  price  at  which  the  company  will  take  the  oil.  It  serves  as  a  basis  for 
settling  with  royalty  interests,  who  are  also  sellers  of  oil.  The  royalty  in- 
terest in  a  single  well  may  be  divided  between  many  individuals.  The 
posted  price  system  also  serves  to  tell  purchasers  of  oil  from  an  oil  mer- 
chant (who  has  bought  crude  from  a  producer)  the  terms  on  which  the 
merchant  will  sell.    A  large  oil  company  has  to  make  thousands  of  settle- 
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ments,  and  some  common  basis  for  them  all  is  needed  for  both  equity  and 
economy.  The  same  basis,  the  posted  price,  is  used  for  settlements  with 
both  large  and  small  sellers  and  purchasers. 

"The  posted-price  system  of  quoting  prices  has  no  necessary  connection 
with  either  monopoly  or  competition.  If  either  the  buying  or  the  selling 
of  the  crude  oil  produced  in  the  fields  were  concentrated  in  a  single  hand, 
the  monopolist  might  post  a  price.  He  might  also  make  contracts  for  long- 
term  deliveries.  A  monopolist  might  post  the  same  price  for  all  or  he 
might  discriminate  among  his  sellers  or  customers.  The  system  of  quoting 
posted  prices  in  the  oil  fields  may  have  some  slight  effect  on  crude  prices, 
because  almost  everything  that  happens  in  the  industry  and  even  outside 
the  industry  may  have  some  effect  on  crude  prices.  But  if  the  posted  system 
is  not  necessarily  connected  with  either  monopoly  or  competition,  the  pe- 
culiarities of  this  method  can  best  be  understood  by  studying  the  system  as 
it  exists — under  competition.  Under  the  posted-price  system  the  purchaser 
ordinarily  stands  ready  to  take  all  the  production  which  a  producer  may 
legally  obtain.  Usually  a  large  purchaser  does  not  find  such  rapid  changes 
in  his  requirements  that  he  has  to  make  short  term  increases  or  decreases  in 
his  takings.  He  sometimes  has  to  do  so,  and  always  reserves  his  right  to 
do  so. 

"The  emphasis  placed  upon  the  fact  that  in  some  fields  there  is  only  one 
or  only  a  few  purchasers  is  entirely  unwarranted.  The  fact  is,  of  course, 
true,  but  it  has  little  or  no  economic  significance.  All  of  the  oil  wells  of  the 
United  States  are  really  a  part  of  a  common  market,  and  the  United  States 
market  is  only  a  part  of  a  world  market.  In  the  whole  market  there  are 
many  buyers  and  many  sellers.  In  the  testimony  before  the  T.N.E.C.  there 
is  abundant  evidence  that  there  are  many  economic  interconnections  be- 
tween the  various  petroleum  markets.  In  effect,  then,  the  posted-price  sys- 
tem brings  the  world  market  to  the  door  of  the  smallest  well. 

"Of  course,  the  various  parts  of  the  world  market  are  not  always  in  pre- 
cise alinement.  The  very  effects  of  the  slight  inequalities  between  markets 
are  part  of  the  process  by  which  those  inequalities  are  constantly  tending 
to  disappear."  "^ 

There  is  no  evidence  in  the  T.N.E.C.  testimony  of  collusive  agreements 
among  either  buyers  or  sellers  of  crude  in  regard  to  prices.  Mr.  Parish 
denied  flatly  that  such  collusive  agreements  exist,  and  this  testimony  was 
confirmed  by  Mr.  Shatford  with  the  emphatic  statement,  "the  problem  is 
not  one  of  conspiracy  and  collusion."  ^^ 

In  discussing  price  leadership  in  his  formal  statement,  Mr.  Farish  said: 

-1  Temporary  National  Econoniic  Committee  Hearings,  pt.    17,  pp.   9943-9944. 
■^"^  Ibid.,  ■pi.  15,  p.  8152. 
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"Suspicion  about  conspiracies  to  control  prices  also  arises  from  misunder- 
standing the  significance  of  so-called  price  leadership.  The  power  of  the 
so-called  price  leader  is  greatly  overestimated.  This  exaggerated  picture 
develops  because  the  general  public,  and  even  men  in  the  industry,  get  in  the 
habit  of  looking  only  at  the  changes  in  the  posted  published  prices.  These 
are  the  conspicuous  changes,  but  they  merely  follow  unpublicized  changes 
in  the  prices  actually  paid,  or  other  developments  which  clearly  foreshadow 
a  market  trend. 

"When  the  crude  market  tends  to  be  weak,  unpubHcized  discounts  from 
the  posted  price  appear;  that  is,  some  sellers  offer  oil  to  some  buyers  at 
prices  below  the  posted  figure.  If  these  discounts  are  small  and  scattered, 
little  attention  is  paid  to  them.  But  when  they  spread  so  that  a  substantial 
quantity  of  crude  is  moving  below  the  prevailing  market  price,  some  one 
company,  usually  but  not  always  the  largest  buyer  in  the  territory,  finally 
accepts  the  responsibility  of  recognizing  formally  the  change  that  has  taken 
place.  Essentially,  then,  this  so-called  price  leader  merely  takes  the  lead  in 
announcing  a  change  in  market  price  that  has,  to  all  intents  and  purposes, 
already  occurred. 

"In  the  opposite  situation,  when  the  market  is  tending  to  be  strong,  there 
have  been  times  when  premiums  over  the  posted  price  were  paid.  Pre- 
miums today  are  infrequent,  but  there  are  many  other  indications  when  the 
market  is  strengthening,  such  as  sales  running  far  beyond  estimates,  high 
market  prices  for  finished  products,  short  inventory  positions,  activity  of 
crude  buyers  in  closing  contracts  and  making  connections,  disappearance 
of  any  substantial  volume  of  crude  moving  under  the  posted  market,  and, 
particularly,  a  strong  attitude  of  the  regulatory  authorities  toward  maintain- 
ing firm  allowables  and  not  granting  special  favors  to  producers.  Perhaps 
the  most  important  evidence  of  all  is  an  advancing  cost  of  getting  the  oil 
from  underground.  When  an  individual  company,  usually  one  that  is  a 
large  buyer  of  crude,  interprets  these  various  signs  as  indicating  that  basic 
conditions  are  tending  to  require  a  higher  price,  it  takes  the  step  of  formally 
recognizing  the  changed  market  situation  by  means  of  an  advance  in  the 
posted  price. 

"Thus  the  so-called  price  leader  is  merely  the  interpreter  of  market  con- 
ditions. He  is  by  no  means  a  necessarily  infallible  interpreter,  and  if  he 
guesses  wrong,  he  finds  himself  out  on  a  limb.  The  price  leader  is  not 
always  the  biggest  buyer,  and  it  is  not  always  the  same  company  which 
takes  the  initial  action  in  each  instance.  In  general,  changes  in  the  posted 
prices  of  crude  lag  behind  changes  in  gasoline  prices.  There  is  no  formula 
for  determining  the  one  right  ratio  of  crude  prices  to  gasoline  prices  and 
no  formula  for  determining  the  one  right  lag  of  posted  crude  prices  behind 
product  prices.  The  existence  of  the  lag  is  inevitable  because  the  price 
leader  is  really  the  price  follower.  He  announces  the  changes  which  have 
taken  place.     Somebody  always  criticizes  any  price  change;   that  is  only 
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natural,  and  that  is  why  the  situation  of  the  so-called  price  leader  is  not  a 
happy  one.  But  there  is  much  more  criticism  of  price  decreases  than  of 
price  increases.  As  Mr.  DeGolyer  remarked,  it  is  practically  an  article  of 
faith  with  producers  that  crude  oil  is  worth  more  than  they  get  for  it.  The 
company  which  takes  the  lead  in  posting  a  price  cut  is  distinctly  unpopu- 
lar. After  all,  the  sellers  are  in  close  contact  with  the  buying  company; 
they  are  the  people  that  the  company  has  to  live  with  from  day  to  day. 
Hence  the  posted  price  of  crude  shows  less  responsiveness  to  market  changes 
which  point  toward  a  lower  price  than  it  does  to  market  changes  which 
point  toward  a  higher  price.  In  other  words,  the  downward  price  changes 
tend  to  be  delayed;  and  it  is  an  elementary  fact  that  after  the  market  situa- 
tion has  become  clear  any  delay  in  a  price  change  increases  the  size  of  the 
eventual  adjustment."  ^^ 

TANKERS 

Mr.  Cook  was  concerned  about  the  control  of  tankers  by  the  major  com- 
panies. Some  space  was  used  to  describe  a  plan  for  pooling  of  tankers  by 
major  companies  which  was  commented  upon  by  Mr.  Louis  J.  Walsh  in 
his  testimony  before  the  T.N.E.C.  The  condensation  of  Mr.  Walsh's 
testimony  was  reasonably  accurate  except  that  Mr.  Cook  omitted  Mr. 
Walsh's  important  statement  that  the  plan  was  never  put  into  effect.^* 

Another  complaint  concerning  ownership  of  tankers  by  majors  is  that 
"similar  problems  to  pipe  lines  are  encountered  by  independents  in  that 
it  is  necessary  to  build  excessive  storage  facilities  so  as  to  store  enough  crude 
oil  or  gasoline  to  make  a  shipment."  The  word  "excessive"  is  improperly 
used  in  this  connection.  So  long  as  transportation  by  tanker  is  cheaper 
than  any  other  form  (and  it  is  admitted  to  be  cheaper  by  Mr.  Cook),  the 
storage  necessary  to  take  advantage  of  water  transportation  is  not  "exces- 
sive." Independents  do  not  have  to  own  tankers,  as  they  may  either  char- 
ter them  to  move  their  products  or  crude,  or  sell  products  to  others  for 
loading  at  the  Gulf.  In  any  case,  an  independent  refiner  selling  products 
to  majors  or  to  others  requiring  movement  in  tankers  does  not  necessarily 
have  to  provide  enough  storage  to  load  a  large  tanker.  He  may  provide 
enough  storage  to  load  one  compartment  in  a  large  tanker  or  he  may  use 
a  small  tanker.  At  some  points,  he  may  find  storage  facilities  not  owned 
by  any  other  refiner  available  for  hire.  There  is  no  evidence  in  the  T.N.E.C. 
record  to  support  the  claim  that  the  independent  refiners  are  handicapped 
by  having  to  provide  excessive  storage. 

In  the  foregoing  pages,  the  principal  contentions  of  Mr.  Cook  regarding 
crude  transportation  have  been  stated  and  discussed.  It  has  been  shown 
that  much  of  his  argument  was  based  upon  statements  made  many  years 
ago  and  that  other  generalizations  are  refuted  by  the  statements  of  wit- 

-3  Temporary  National  Economic  Committee  Hearings,  pt.  17,  p.  9945. 
'^'^Ibid..  pt.  14,  p.  7335. 
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nesses  before  the  T.N.E.C.  The  general  impHcation  that  independent 
refiners  and  producers  are  being  abused  because  of  ownership  of  crude 
transportation  facilities  by  major  companies  is  not  substantiated. 

In  no  part  of  his  monograph  has  Mr.  Cook  failed  more  conspicuously 
to  present  an  accurate  picture  of  current  conditions  of  the  oil  industry  than 
in  his  discussion  of  crude-oil  pipe  lines.  There  is  now  competition  among 
pipe  lines.  Thanks  to  the  protection  of  equitable  taking  laws  and  of  regu- 
lated tenders  and  rates  and  thanks  to  the  posted-price  system,  the  independ- 
ent oil  producers  now  have  effective  access  to  the  world  market. 


Refining 

COMMENT  ON  CHAPTER  V  OF  MONOGRAPH  NO.  39 

Mr.  Cook's  chief  contentions  regarding  refining  activities  are:  (1)  Major 
companies  have  advantages  of  mass  production  and  of  location  in  refinery 
centers,  whereas  "independent  refiners  are  usually  located  in  or  near  the 
oil  field  because  of  transportation  disadvantages,  and  their  market  is  lim- 
ited." (2)  Major  companies  "can  buy  oil  from  many  sources  and  the  effects 
of  proration  are  not  the  same  as  to  the  independents,  who  could  not  buy 
or  produce  enough  of  their  own  oil  under  the  laws  to  keep  their  refineries 
going."  (3)  Majors  "appHed  what  is  known  as  the  refinery  'price  squeeze' " 
in  order  to  control  or  eliminate  independents.  (4)  Majors  have  control 
of  patents,  and  this  control  constitutes  one  of  their  "strongest  weapons," 
since  the  independents  must  pay  "substantial,"  "high,"  and  "considerable" 
royalties  for  the  use  of  these  patents.  Independents  are  harassed  by  majors 
for  alleged  infringements,  and  they  cannot  afford  to  defend  themselves  in 
litigation.     (5)  Exchanges  of  gasoline  by  majors  lessen  competition. 

MAJOR  COMPANIES  VERSUS  INDEPENDENTS 

Independent  refiners  do  have  the  opportunity  to  locate  at  the  seaboard 
or  consuming  centers.  It  is  true  that  many  independent  refineries  are  lo- 
cated in  or  near  oil  fields;  some  small  refineries  owned  by  majors  are  also 
located  there.  It  is  also  true,  as  pointed  out  by  Mr.  Cook,  that  there  are 
16  independent  refiners  located  on  the  Gulf  coast.  One  of  these,  Mr.  Walsh, 
testified  as  follows  before  the  T.N.E.C.  regarding  refinery  location: 

".  .  .  We  checked  the  whole  situation  over  and  decided  that  we  would 
build  our  refinery  at  Houston.  We  chose  Houston  because  Houston  was 
at  that  time,  and  still  is,  the  greatest  single  refining  center  in  the  world, 
both  from  the  number  of  refiners  and  the  barrels  of  crude  handled  every 
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day.  Houston  is  also  an  excellent  refiner  center  because  of  its  transporta- 
tion facilities.  From  Houston  you  can  compete  with  world  markets  any 
place. 

"In  1935  we  went  ahead  and  spent  about  eight  or  nine  hundred  thousand 
dollars  and  built  our  refinery  at  Houston.  We  built  the  best  plant  we  could 
build.  It  was  modern,  as  up  to  date  as  anything  we  knew  of  at  that  time. 
Our  plant  there  has  a  capacity  of  15,000  barrels  per  day,  of  which  10,000 
barrels  is  cracking  capacity,  the  remaining  5  being  topping  capacity."  ^ 

This  testimony  is  also  of  interest  because  it  shows  that  an  independent 
refiner  can  have  as  much  cracking  capacity  as  he  wants.  Mr.  Walsh  also 
stated  that  he  had  no  trouble  in  obtaining  crude  supplies." 

Mr.  Cook  produced  no  evidence  to  support  his  general  inference  that 
the  independent  was  being  forced  out  of  business  by  the  majors.  His  dis- 
cussion consisted  mainly  of  the  presentation  of  some  figures  showing  the 
size  of  majors  as  compared  with  independents,  the  mortality  of  independent 
refiners  in  East  Texas,  and  the  percentage  of  capacity  operated  by  inde- 
pendents as  compared  with  majors.  One  might  conclude  from  Mr.  Cook's 
picture  of  East  Texas  that  independents  never  made  any  money  and  that 
their  activities  were  on  the  wane.  As  to  the  first  point,  it  should  be  noted 
that  abandonment  of  a  refinery  in  itself  does  not  prove  the  refinery  was 
unprofitable.  Many  independent  refineries  made  money  even  though  they 
were  short-lived.  Regarding  the  point  that  independent  refineries  are  de- 
creasing, the  facts  indicate  quite  the  opposite.  Dr.  R.  E.  Wilson,  president 
of  Pan  American  Petroleum  &  Transport  Co.,  testified  as  follows  concern- 
ing the  growth  of  independent  refineries: 

"May  I  add  that  to  go  to  the  other  end  of  the  picture  and  give  the  small 
refinery  picture  in  Texas,  I  have  taken  independent  refineries,  that  is,  com- 
panies that  are  not  in  the  first  20,  operating  in  Texas,  by  years,  under  10,000 
barrels  a  day;  there  were  44  in  '29,  56  in  '31,  71  in  '33,  79  in  '35,  which  is 
about  the  height  of  the  East  Texas  small  refinery,  and  74  in  '38.  In  other 
words,  while  there  have  been  many  refineries  shut  down  in  East  Texas, 
there  have  been  enough  more  built  in  other  points  during  that  period,  and 
incidentally  during  the  period  of  proration,  to  keep  the  total  very  close. 
That  applies  only  to  the  refineries  below  10,000  barrels  a  day.  There  are 
a  number  of  independent  refineries,  above  10,000  barrels  a  day,  and  those 
are  the  companies  which  you  might  say  are  growing  and  getting  into  the 
semimajor  field.  In  1929,  2;  '31,  still  2;  '33  there  were  5;  '35  there  were  5; 
in  1938  there  were  7.  In  other  words,  quite  a  number  of  these  companies 
which  started  small  are  growing.  This  refinery  that  I  mentioned  in  north- 
ern Kansas  which  was  shipping  so  much  by  truck  I  think  has  twice  dou- 

1  Temporary  National  Economic  Committee  Hearings,  pt.  14,  p.  7336. 

2  Ibid.,  p.  7337.  This  statement  is  reproduced  in  the  discussion  of  crude  oil  transportation, 
p.  710,  supra. 
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bled  the  size  of  that  refinery;  I  believe  it  started  out  4,000,  they  raised  it 
to  8,  and  then  they  raised  it  to  about  15,  and  they  are  still  going.  Again 
and  again  if  you  get  a  favorably  located,  well-managed  company,  it  is  able 
to  go  ahead,  but  not  every  company  that  enters  can  go  ahead."  ^ 

The  above  testimony  is  quite  the  opposite  of  the  picture  painted  by  Mr. 
Cook  and  indicates  that  something  must  be  wrong  with  the  statistics  pre- 
sented by  him  in  his  Table  10  on  page  33,  which  present  a  comparison  of 
the  capacity  of  majors  and  independents  over  a  period  of  years.  Careful 
study  of  the  text  immediately  preceding  the  table  shows  definitely  that 
something  is  wrong  with  it.  The  two  sets  of  facts,  one  concerning  majors 
and  the  other  having  to  do  with  independents,  are  not  comparable  statis- 
tically. The  capacity  figures  for  the  majors  include  refineries  in  "territory 
where  the  supply  of  crude  from  the  East  Texas  field  was  available."  This 
is  an  ambiguous  statement,  but  presumably  the  area  includes  the  Texas 
Gulf,  part  of  all  of  the  interior  of  Louisiana  and  Arkansas,  and  East  Texas, 
because  the  figures  are  somewhat  greater  than  he  formerly  attributed  to 
majors  on  the  Gulf  coast.  Capacity  figures  for  independents,  on  the  other 
hand,  include  only  those  in  East  Texas.  The  only  comparison  worth  any- 
thing statistically  would  be  one  comparing  independents  and  majors  in 
the  same  area.  Were  this  done,  the  independents  on  the  Gulf  coast  and 
other  parts  of  the  territory  would  be  included,  and  the  answer  would  be 
similar  to  that  given  by  Dr.  Wilson. 

Dr.  Wilson  also  described  the  conditions  in  a  wide-open  field  such  as 
East  Texas  which  lead  to  the  construction  of  more  refineries  than  can  eco- 
nomically exist.    Excerpts  from  his  testimony  follow: 

"The  remaining  point  I  wish  to  cover  was  the  situation  with  regard  to 
the  East  Texas  refiners,  of  which  a  considerable  number  have,  as  you  know, 
gone  out  of  business  in  recent  years.  Does  that  mean  that  the  way  is  no 
longer  open  for  the  small  man  to  get  started  and  make  a  profitable  entry 
into  business,  or  just  what  does  it  mean.?  To  understand  that  situation  I 
think  it  is  necessary  to  picture  the  conditions  in  an  oil  field  that  comes  in 
when  there  is  a  diversity  of  ownership  and  no  effective  proration.  That  is, 
a  large,  flush  field  of  the  type  we  have  had  quite  a  number  of  in  the  past. 
The  wells,  in  general,  start  coming  in  faster  than  pipe  lines  can  be  built 
to  take  care  of  the  oil.  That  means  that  everyone  is  scrambling  for  an 
outlet.  He  is  willing  in  order  to  give  an  outlet  to  sacrifice  the  prices  of 
his  crude  because  he  realizes  that  every  barrel  he  can  get  out  of  his  prop- 
erty before  the  other  man,  his  neighbor,  can  get  it  out  is  velvet,  so  to  speak. 
That  is,  it  really  costs  him  nothing  because  if  he  doesn't  get  it  then  his 
neighbor  will  get  it  at  some  later  time,  and  therefore  there  is  a  tremendous 
scramble  to  get  oil  to  market  at  any  price,  practically. 

3  Ibid.,  pt.  15,  p.  8377. 
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".  .  .  Now  when  you  have  this  situation  o£  overproduction,  some  pro- 
ducers having  difficulty  in  getting  rid  of  their  crude  say,  'Let's  build  a 
refinery  and  sell  the  product.'  They  realize  that  in  that  immediate  locality 
there  is  demand  for  gasoline,  and  if  they  can  build  the  first  refinery  or 
second  refinery  they  can  save  the  freight  two  ways,  because  up  until  then 
the  crude  has  been  going  to  a  refining  area  and  has  been  refined  and 
shipped  back  as  gasoline.  They  build  a  small  refinery,  generally  first  only 
a  skimming  plant.  The  minute  they  do  that,  the  other  producers  realize 
that  man  is  getting  more  than  his  fair  share  of  the  crude  and  they  think 
the  only  thing  to  do  is  to  build  a  refinery,  so  in  almost  any  field  you  get 
a  number  of  refineries  of  that  size  built  rather  promptly,  and  of  that  gen- 
eral characteristic.  As  soon  as  you  get  four  or  five  you  begin  to  have  so 
much  competition  that  they  can't  sell  their  products  in  that  local  area.  They 
must  sell  farther  and  farther  afield. 

"A  refinery  located  in  an  oil  field  is  advantageously  located  so  far  as  a 
limited  market  in  that  vicinity  is  concerned,  but  it  is  poorly  located  if  it 
has  to  go  far  afield  to  sell  its  gasoline,  especially  if  it  makes  a  low  yield  of 
gasoline  and  has  a  lot  of  fuel  oil  to  sell,  because  fuel  oil  is  generally  pretty 
much  of  a  drug  on  a  market  in  an  oil  field,  because  there  is  always  gas 
available  for  ordinary  fuel  requirement. 

"And  so  when  the  crude,  when  the  price  of  crude,  gets  up  to  a  normal 
figure,  these  refineries  just  can't  compete.  They  are  built  to  operate  on 
very  cheap  crude.  They  have  in  the  value  of  their  products  a  disability 
against  them  of  something  like  20  cents  a  barrel.  That  is  the  difference 
between  the  value  of  the  barrel  of  products  made  with  cracking  and  the 
value  of  a  barrel  of  products  made  by  a  simple  skimming  plant.  The  qual- 
ity is  poor,  not  competitive,  in  general^  with  the  demands  of  the  modern 
motorcar."  * 

REFINERY  CRUDE  SUPPLY 

Mr.  Cook's  complaint  that  proration  prevents  the  independent  refiner 
but  not  the  major  company  from  buying  or  producing  enough  oil  to  run 
his  refinery  is  really  an  argument  against  proration.  It  has  already  been 
shown  that  if  there  is  any  discrimination  in  the  administration  of  proration 
laws  it  is  in  favor  of  the  independent,  who  is  given  proportionately  greater 
allowables.  Therefore,  Mr.  Cook  must  be  complaining  about  proration  in 
general.  The  conservation  aspects  and  benefits  of  proration  have  already 
been  presented  and  need  not  be  reiterated.  It  is  necessary,  however,  to  point 
out  again  that  the  reason  a  refiner  is  not  allowed  to  take  as  much  oil  as  he 
wants  to  is  because  he  is  prevented  from  doing  so  by  ratable  taking  laws 

^Temporary  National  Economic  Committee  Hearings,  pt.  15,  pp.  8338;  8339-8340. 
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which  are  designed  to  provide  equitable  distribution  of  the  total  purchases 
of  oil  among  the  various  producers  in  a  field.  No  one  refiner,  whether 
independent  or  major,  should  be  allowed  to  take  oil  from  his  own  wells  at 
the  expense  of  other  producers,  and  he  is  not  allowed  to  do  so. 

Mr.  Cook's  figures  on  percentages  of  capacity  operated  by  majors  and 
independents  are  interesting  because  they  show  that  majors  operate  at  a 
higher  rate.  Apparently  these  facts  are  designed  to  show  how  the  majors 
have  the  advantage  over  independents.  They  serve  to  remind  one,  how- 
ever, of  Mr.  Cook's  complaint  that,  because  the  major's  percentage  of  re- 
serves is  greater  than  their  percentage  of  production,  they  are  deliberately 
holding  back  production.  Mr.  Cook  complains  both  because  the  majors 
produce  at  a  low  rate  and  because  they  refine  at  a  high  rate. 

"PRICE  SQUEEZE" 

Mr.  Cook  had  something  to  say  about  the  refinery  "price  squeeze,"  stat- 
ing that  it  was  applied  by  the  majors  "in  order  to  control  or  eliminate  these 
independents."  "Refinery  price  squeeze"  is  the  term  he  used  to  describe 
a  situation  where  product  prices  are  low  relative  to  crude  prices  and  where 
the  refiner  has  a  smaller  margin  to  cover  his  costs.  Such  a  condition  can 
and  does  exist  from  time  to  time  either  because  product  prices  are  abnor- 
mally low  or  crude  prices  are  abnormally  high.  The  reverse  situation, 
where  crude  prices  are  low  in  relation  to  product  prices,  has  also  existed. 
It  is  during  such  periods  that  most  independent  refineries  are  constructed, 
because  refinery  margins  are  more  than  adequate  to  cover  costs. 

For  the  charge  to  be  true  that  the  majors  are  responsible  for  the  so-called 
refinery  price  squeeze,  majors  as  a  group  must  be  guilty  either  of  forcing 
crude  prices  up  or  forcing  product  prices  down.  Examination  of  the 
T.N.E.C.  testimony  reveals  no  proof  that  there  are  any  collusive  agreements 
among  refiners  to  bring  about  either  artificially  high  prices  for  crude  or 
artificially  low  prices  for  products,  nor  is  there  any  evidence  of  agreement 
regarding  the  amount  of  refinery  runs  or  the  size  of  inventories  to  be  car- 
ried. Furthermore,  there  is  no  evidence  that  price  reductions  apparently 
caused  by  excursion  of  small  refiners  into  new  markets  are  deliberate.  Un- 
doubtedly, the  small  refiner  entered  the  new  market,  in  part  at  least,  on 
the  basis  of  price  reductions;  and  what  he  objects  to  is  the  fact  that  the 
major  companies  meet  the  price  reductions  when  their  volume  is  sufficiently 
aflfected  to  make  it  worth  .while  to  reduce  prices  to  regain  volume. 

There  is  considerable  price  competition  in  the  marketing  of  petroleum 
products,  and  this  competition  undoubtedly  exerts  pressure  upon  the  mar- 
gins of  refiners  generally  and  also  upon  crude  prices.  The  small  produc- 
ing interests  assert  that  the  price  of  crude  is  reduced  as  a  result  of  excessive 
product   inventories,   whereas   the   small   refining  interests   maintain   that 


722     FACT  AND  FANCY  IN  THE  T.N.E.C.  MONOGRAPHS 

crude  prices  do  not  respond  to  the  pressure  of  such  inventories  promptly 
or  adequately.    Both  sides  cannot  be  right. 

PATENTS 

Mr.  Cook's  contentions  concerning  the  control  and  use  of  patents  are  not 
well  founded.  He  claims  that  patents  are  used  to  "harass  independent 
refiners  for  alleged  infringement  of  patents"  and  that  royalties  paid  to 
majors  for  use  of  patents  are  "high,"  "substantial,"  and  "considerable." 
There  is  no  evidence  whatever  in  the  T.N.E.C.  testimony  that  patents  are 
used  by  majors  to  harass  the  independents;  there  were  no  complaints  about 
either  the  availability  of  patents  or  royalties  for  their  use;  and  Mr.  Cook 
oflers  neither  proof  nor  authority  for  his  statements.  On  the  contrary,  the 
testimony  indicates  that  ownership  and  control  of  patents  is  not  a  major 
problem  in  the  oil  business.  No  single  patent  pool  exists,  no  closed  patent 
pool  is  used,  and  some  trading  among  companies  with  valuable  patents 
is  characteristic  of  the  industry.  The  small  refiner  who  wishes  to  use 
several  patents  which  are  owned  by  a  number  of  different  companies  and 
which  are  necessary  to  employ  a  particular  refining  process  does  not  have 
to  go  to  all  the  different  companies  for  a  separate  license.  Any  one  of  the 
companies  is  permitted  to  grant  a  hcense  on  all  the  patents  necessary  for 
the  process.  Since  one  company  rarely  obtains  all  the  patents  that  are  used 
in  one  refining  process,  companies  usually  exchange  rights  to  use  patents; 
and  as  a  result  of  these  agreements  the  small  refiner  obtains  convenient 
access  to  a  variety  of  patents.  As  to  the  availability  and  cost  of  the  patents, 
Dr.  Wilson's  testimony  before  the  T.N.E.C.  was  as  follows: 

"The  Vice  Chairman.  To  what  degree  do  patents  on  processes  of  crack- 
ing oil,  and  so  forth,  controlled  by  some  of  the  major  companies  interfere 
with  the  opportunity  of  the  small  man  to  go  into  the  business? 

"Dr.  Wilson.  Practically  every  patent  that  is  owned  by  the  industry  is 
available  for  license  on  a  reasonable  rate.  Further  than  that,  when  I  say 
a  reasonable  rate  I  mean  a  rate  which  is  figured  to  be  a  small  percentage 
of  the  savings  that  he  can  make  by  using  that  process.  Furthermore,  in 
order  to  simplify  the  matter,  where  patents  that  are  owned  by  a  number 
of  different  companies  are  necessary  to  practice  a  particular  process  that  he 
wants  to,  he  doesn't  have  to  go  to  all  those  different  companies  to  get  a 
separate  license,  he  can  get  a  license  to  use  every  patent  of  a  substantial 
number  of  companies  for  that  particular  process  if  he  wants  to  do  it. 

"The  Vice  Chairman.  The  effect  of  your  statement,  then,  is  that  patents 
and  the  opportunity  to  use  them  doesn't  interfere  substantially  with  the 
opportunity  of  the  independent  man  to  go  into  business. 

"Dr.  Wilson.    That  is  correct. 

"Dr.  LuBiN.    Is  the  license  fee  charged  to  all  people  alike.? 
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"Dr.  Wilson.  Generally  there  is  a  sliding  scale  with  the  size  of  opera- 
tion or  the  total  amount  processed.  It  starts  out  on  the  same  basis.  Of 
course  there  are  special  arrangements  whereby  some  companies  which  have 
patents  turn  in  those  patents  and  get  a  credit  on  their  royalty  rate.  There 
are  a  great  many  special  deals  of  that  sort,  because  there  are  comparatively 
few  companies  in  the  industry  who  have  done  research  on  cracking  that 
don't  have  some  developments  that  are  of  importance. 

"Dr.  LuBiN.  But  all  people,  all  refineries,  pay  exactly  the  same  rate,  and 
where  there  are  differences  it  is  based  upon  volume? 

"Dr.  Wilson.  No.  Some  refineries  have  free  licenses  because  they  ex- 
change cross-licensing  agreements,  so  different  companies  which  have  got 
a  substantial  amount  of  patents  will  get  free  licenses  under  some  other  com- 
panies. There  is  quite  a  bit  of  exchange  among  the  industry  of  that  char- 
acter. 

"Dr.  LuBiN.    Is  there  a  patent  pool  in  the  industry? 

"Dr.  Wilson.    No  single  patent  pool. 

"Dr.  LuBiN.    It  is  just  a  bargaining  between  different  companies? 

"Dr.  Wilson.  On  each  different  type  of  process  there  are  different  ar- 
rangements. It  is  very  seldom  that  one  company  gets  all  the  patents  that 
bear  on  some  one  process  they  want  to  operate.  One  man  gets  certain 
features,  another  man  gets  certain  features,  and  they  find  that  to  operate 
successfully  they  must  make  an  agreement.     They  get  together  and  do  it. 

"Patents  have  not  been  used  to  build  up  monopolies  or  to  keep  other 
people  out.  As  I  say,  practically  every  patent  in  the  industry  is  available 
for  license."  ^ 

There  is  no  evidence  in  the  T.N.E.C.  testimony  regarding  the  profitable- 
ness of  patents  to  companies  which  own  them,  but  Mr.  J.  Howard  Pew, 
president  of  the  Sun  Oil  Co.,  ventured  the  following  opinion: 

"I  should  point  out  that  the  cost  of  developing  these  processes  is  probably 
greater  than  all  the  royalties  that  have  ever  been  obtained  from  them.  I 
suggest  that  as  something  you  gentlemen  might  look  into.  I  don't  know, 
but  I  think  that  is  probably  true."  *^ 

Patents  in  the  oil  industry  are  the  results  of  long  and  costly  research. 
Such  technical  advances,  particularly  in  the  field  of  chemical  engineering, 
require  large  expenditures  beyond  the  resources  of  small  units.  By  pay- 
ment of  royalties,  however,  the  small  companies  are  able  to  use  the  results 
of  expensive  research  and  indirectly  contribute  to  the  costs  of  the  research 
sums  consistent  with  their  smaller  resources. 

^  Temporary  National  Economic  Committee  Hearings,  pt.  15,  pp!  8328-8329. 
^Ibid..  pt.  14,  p.  8218. 
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EXCHANGES  OF  GASOLINE 

In  connection  with  exchanges  of  gasoHne,  Mr.  Cook  uses  as  a  heading 
to  the  discussion,  "Lessening  of  Competition  through  Exchanging  of  Gas- 
oHne." Nowhere  in  his  discussion,  however,  does  he  explain  how  exchanges 
lessen  competition.  In  fact,  exchanges  of  gasoline  increase  rather  than 
decrease  competition.  There  are  certain  to  be  some  areas  in  the  marketing 
territory  of  a  major  company  where  its  delivered  costs  are  higher  than  at 
other  points  because  of  the  distance  from  its  refinery.  A  competing  major 
company  may  have  a  refinery  more  advantageously  located  to  serve  such 
an  area,  but  it  may  be  at  a  similar  disadvantage  as  to  refinery  location  in  an 
area  of  the  first  company's  territory.  By  exchanging  gasoline,  each  com- 
pany is  able  to  deUver  gasoline  to  these  particular  areas  more  cheaply  than 
if  no  exchange  were  made. 

If  exchanges  were  not  possible,  the  company  in  a  disadvantageous  loca- 
tion would  have  to  either  withdraw  from  the  market  or  build  another  re- 
finery so  that  it  could  compete  with  the  competitor  more  favorably  situated. 
Either  of  these  alternatives  would  be  to  the  disadvantage  of  the  consumer. 
If  the  company  withdrew  from  the  market,  competition  would  be  lessened, 
and  the  addition  of  an  unnecessary  refinery  would  be  an  economic  waste. 
Perhaps  the  best  way  to  counter  Mr.  Cook's  claim  is  to  ask  what  he  would 
think  of  a  marketing  system  where  the  majors  deliberately  avoided  the 
exchanging  of  gasoline. 

In  the  foregoing  discussion,  it  has  been  shown  through  testimony  of  wit- 
nesses before  the  T.N.E.C.  that  the  independent  refiners  have  a  place  in 
the  industry  and  that  their  numbers  have  increased.  They  are  not  neces- 
sarily at  a  disadvantage  in  location;  they  generally  have  readily  available 
crude  suppHes;  and  they  can  obtain  the  right  to  use  patented  processes  from 
a  variety  of  sources  at  reasonable  cost.  There  is,  however,  ample  evidence 
of  pressure  on  badly  located  or  antiquated  refineries.  If  all  the  badly  lo- 
cated or  antiquated  refineries  were  able  to  make  profits,  a  claim  could 
plausibly  be  made  that  there  was  a  conspiracy  to  exact  monopoly  profits 
from  the  consumers.  Under  the  circumstances  as  they  actually  exist,  it  is 
to  be  hoped  and  expected  that  the  elimination  of  wasteful  gusher  produc- 
tion will  prevent  the  waste  of  capital  involved  in  erecting  short-lived  field 
refineries.  The  majors  are  not  responsible  for  the  refinery-price  squeeze, 
and,  with  their  relatively  large  stake  in  refining,  they  generally  suffer  from 
maladjustments  between  the  prices  of  crude  and  the  prices  of  products  just 
as  much  as  do  the  independents. 
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Marketing 
COMMENTS   ON   CHAPTER  VII   OF   MONOGRAPH  NO.  39 

Mr.  Cook's  chief  complaint  concerning  the  marketing  branch  o£  the 
industry  is  that  majors  control  jobbers  and  service  station  operators.  He 
also  makes  several  general  allegations  which  are  related  to  his  statement 
that  "there  is  virtually  no  price  competition  among  the  majors,"  but  most 
of  his  discussion  is  devoted  to  the  alleged  control  over  jobbers  and  operators 
of  retail  outlets.  He  gives  no  attention  to  the  factors  which  influence  prices 
and  to  the  processes  through  which  prices  are  established.  This  omission 
affects  Mr.  Cook's  whole  argument,  because  an  explanation  of  these  influ- 
ences and  processes  would  serve  to  nullify  many  of  his  complaints  con- 
cerning jobbers  and  retailers.  For  this  reason,  Mr.  Cook's  general  allega- 
tions will  be  discussed  first. 

The  value  of  Mr.  Cook's  monograph  is  impaired  by  the  fact  that  he 
sometimes  states  conclusions  in  his  chapter  summaries  about  subjects  which 
are  discussed  nowhere  in  his  text,  and  it  is  in  the  summary  to  this  particu- 
lar chapter  that  he  says  "there  is  virtually  no  price  competition  among  the 
majors."  Almost  in  the  same  sweep  of  his  pen,  in  fact  in  the  preceding 
paragraph,  he  also  states  that  "the  marketing  division  is  overbuilt  and  the 
most  competitive  of  all  divisions  of  the  petroleum  industry,"  and  that  "the 
majors  account  for  85  per  cent  of  the  domestic  sales  of  gasoline."  If  the 
majors  account  for  85  per  cent  of  the  sales  of  gasoline  and  do  not  compete 
with  each  other,  how  can  the  marketing  division  be  the  most  competitive.? 
Or,  if  the  marketing  division  is  the  most  competitive,  how  can  there  be 
"virtually  no  price  competition  among  the  majors"?  One  of  these  state- 
ments must  be  wrong,  and  examination  of  the  testimony  before  the  T.N.E.C. 
shows  that  it  is  erroneous  to  conclude  that  there  is  no  competition  among 
majors.  On  the  contrary,  the  testimony  leads  to  the  conclusion  that  the 
marketing  of  petroleum  products  is  so  competitive  that  complaints  from 
those  engaged  in  that  branch  of  the  business  are  to  be  expected.  Not  every- 
one engaged  in  an  extremely  competitive  business  can  prosper.  Some  are 
bound  to  be  affected  adversely  by  aggressive  action  of  others  in  the  general 
scramble  for  a  share  of  the  total  business. 

NATURE  OF  COMPETITION  IN  THE  MARKETING  BRANCH 
OF  THE  PETROLEUM  INDUSTRY 

In  the  petroleum  industry,  as  elsewhere,  the  word  "competition"  means 
many  things  to  many  men.  A  suitable  common  denominator  for  the  many 
forms  taken  by  competition  may  be  found  in  the  phrase  "a  conflict  for 
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advantage."  Enterprises  and  individuals  in  the  marketing  branch  of  the 
petroleum  industry  conflict  with  each  other  in  lowering  prices  to  obtain 
greater  gallonage,  in  extending  service  to  motorists,  in  securing  choice  loca- 
tions for  filling  stations,  in  advertising  their  products  and  services,  and 
in  improving  the  effectiveness  of  their  salesmanship.  These  points  of 
conflict  are  illustrative  only;  the  list  could  be  expanded. 

The  T.N.E.C.  testimony  showed  that  no  company  or  group  of  companies 
remains  aloof  from  conflicts  for  advantage  and  that  no  clear-cut  lines  of 
demarcation  separate  companies  as  to  their  desire  to  gain  advantages 
over  competitors.  Division  of  the  industry  into  the  categories  "big  and 
little,"  or  "integrated  and  nonintegrated,"  or  "Standard  Oil  companies  and 
independents,"  is  of  no  use  in  defining  the  intensity  of  conflict.  Large 
companies  compete  against  each  other  and  against  nonintegrated  enter- 
prises; and  the  old  pattern  of  competition,  which  was  that  between  the 
Standard  Oil  Trust  on  the  one  hand  and  the  independents  on  the  other, 
has  been  supplanted  by  a  new  pattern  of  competition  in  which  companies 
once  parts  of  the  old  Trust  are  in  conflict  with  each  other  and  with  other 
enterprises,  both  large  and  small. 

Certain  fundamental  characteristics  of  the  market  for  gasoline  seem  to 
have  shaped  the  character  of  competition.  The  use  of  the  automobile  has 
become  so  much  a  habit  of  the  American  people  that  moderate  price  changes 
do  not  materially  influence  aggregate  consumption.  On  the  other  hand, 
the  volume  of  any  single  supplier  is  extremely  sensitive  to  any  difference 
in  price.  Because  the  purchaser  is  in  a  moving  vehicle,  there  is  ordinarily 
no  inconvenience  involved  in  traveling  from  a  station  quoting  a  higher 
price  to  one  quoting  a  lower  price.  It  is  this  factor  which  serves  as  an 
incentive  for  each  seller  to  move  quickly  to  meet  a  lower  price  of  a  com- 
petitor and  which  makes  for  the  substantial  uniformity  in  the  quoted 
prices  of  gasoline.  There  are,  moreover,  in  any  territory  a  sufficiently  small 
number  of  sellers  so  that  each  competitor  can  readily  know  what  actions 
others  take.  Indeed,  because  of  the  open  and  public  character  of  the  trans- 
action, it  is  well-nigh  impossible  to  offer  lower  prices  without  the  fact 
becoming  known  to  competitors. 

These  facts  relate  directly  to  price  competition  at  retail,  and  they  are 
paralleled  in  the  wholesale  market.  Suppliers  recognize  that  an  open  re- 
duction in  the  tank  wagon  price  has  the  effect,  if  the  price  cutter  is  of  any 
importance  in  the  market,  of  making  necessary  a  similar  reduction  by  all 
competitors.  Recognition  is  general  that  an  open  price  reduction  is  not 
an  effective  means  of  gaining  gallonage.  On  the  other  hand,  the  urge  for 
increased  gallonage  is  very  strong  because  of  the  proportion  of  costs  which 
are  fixed. 

Special  attention  should  be  given  to  the  place  in  the  market  occupied  by 
the  seller  of  unbranded  or  unadvertised  gasoline.    To  obtain  business  such 
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concerns  must  offer  price  concessions,  particularly  if  they  operate  in  loca- 
tions inconvenient  for  most  motorists.  Many  so-called  trackside  stations 
are  of  this  character.  In  most  communities  a  fairly  well-defined  differen- 
tial in  price  exists  between  these  concerns  and  the  stations  selling  branded, 
advertised  gasoline.  If  this  differential  increases  or  decreases,  substantial 
gallonage  is  shifted,  the  amount  depending  upon  the  location  of  the  cut- 
price  station,  the  income  level  of  the  community,  the  public  demand  for 
car  lubrication  and  other  services  in  addition  to  gasoline  supply. 

PRICE  LEADERS 

With  this  background  in  mind,  we  may  now  proceed  to  an  examination 
of  the  specific  allegations  made  by  Mr.  Cook.  Unless  his  words  are  studied 
carefully,  one  might  gain  the  impression  that  the  majors  have  divided 
the  United  States  into  sections  and  that  each  section  is  dominated  by  one 
major  company,  which  acts  as  the  price  leader  and  generally  controls  op- 
erations with  the  consent  of  the  other  majors  operating  therein.  That  this 
may  be  Mr.  Cook's  purpose  is  indicated  by  use  of  such  phrases  as  "quite 
similar  to  that  set  up  after  the  1911  decree"  and  "the  effect  of  this  division 
of  territory."  In  fact,  as  already  noted,  many  of  the  companies  once  parts 
of  the  old  Standard  Oil  Co.  have  expanded  their  operations  and  are  now 
competing  with  one  another.  At  the  same  time  Mr.  Cook  states  that  "the 
number  of  major  oil  companies  operating  in  the  different  states  ranges 
from  5  to  16,  the  model  number  being  11."  Therefore,  to  be  true,  his  im- 
plication concerning  division  of  territories  would  require  the  co-operation 
of  not  less  than-  5  majors  in  any  state  and  as  many  as  16  in  some  states. 
How  as  many  major  companies,  all  of  them  aggressively  competing  for 
gallonage,  in  territories  where  thousands  of  independent  retailers  operate, 
could  get  together  so  that  one  company  would  be  price  leader  and  would 
be  able  to  "maintain  the  price  structure"  is  very  difficult  to  understand. 

Because  of  the  thousands  of  independent  retailers,  the  price  leader  is  not 
an  all-powerful  figure.  He  is  under  many  sorts  of  competitive  pressures, 
and  has  to  adjust  his  prices  to  meet  the  developments  in  the  competitive 
situation.  He  leads  only  in  publishing  price  changes  which  market  con- 
ditions have  made  inevitable;  he  is  really  more  of  a  follower  than  a  leader. 

To  Mr.  Cook,  price  leadership  apparently  means  some  great  and  perhaps 
even  dangerous  power  to  control  the  level  of  prices.  Since  price  leadership 
is  often  misunderstood  by  the  layman,  and  apparently  sometimes  by  the 
expert,  it  is  desirable  to  call  attention  to  the  best  explanation  of  price  lead- 
ership and  the  marketing  operations  of  major  companies  in  general  with 
respect  to  posted  prices;  the  best  explanation  on  this  subject  was  presented 
to  the  T.N.E.C.  by  Mr.  Sidney  A.  Swensrud,  vice  president  of  the  Standard 
Oil  Company  of  Ohio.    His  testimony  follows: 


728     FACT  AND  FANCY  IN  THE  T.N.E.C.  MONOGRAPHS 

"Over  the  last  20  years  the  gasohne  market  has  been  a  down-price  mar- 
ket; that  is,  price  reductions  have  been  more  frequent  than  price  advances 
or  they  have  been  of  longer  duration  or  they  have  represented  a  greater 
change  (for  example,  a  1-cent  cut  followed  by  a  Vz-cent  advance  at  a  later 
date).  The  reasons  for  this  down  trend  will  not  be  treated  at  this  point 
in  the  memorandum;  but  there  is  no  question  of  the  fact.  Let  us  look 
first,  therefore,  at  how  price  reductions  come  about. 

"In  any  territory  all  suppliers  are  watching  the  same  things.  They  watch 
the  statistical  position  of  the  industry  as  a  whole,  that  is,  production  of  crude 
oil  and  gasoline,  sales  of  petroleum  products,  and  stocks  of  crude  oil  and 
gasoline.  They  watch  these  same  statistics  for  the  part  of  the  industry 
which  is  directly  serving  the  specific  territory.  They  watch  the  ambitions 
of  competitors  to  increase  their  share  of  the  business  in  the  territory.  They 
gage  these  ambitions  by  reports  of  salesmen  on  price  concessions  to  com- 
mercial customers,  by  observations  of  the  amount  of  business  done  by 
trackside  operators  and  sellers  of  unbranded  and  locally  branded  gasoline, 
by  the  reports  of  salesmen  as  to  competitive  offers  being  made  to  dealers,  and 
by  reports  of  salesmen  as  to  the  extent  of  secret  price  cuts,  discounts, 
and  the  like  being  offered  by  retailers.  All  these  facts  are  constantly  before 
local  managers  and  central  organizations. 

"Now  suppose  that  secret  price  cutting  by  dealers  in  some  particular  area 
breaks  out  into  the  open  in  the  form  of  a  cut  in  the  posted  price  because 
some  dealer  becomes  disgusted  with  the  uncertainty  as  to  how  much  busi- 
ness he  is  losing  to  competitors  granting  secret  discounts.  As  the  openly 
admitted  price  reduction  operates,  the  local  officers  of  all  suppliers  are 
assailed  with  demands  from  dealers,  relayed  and  in  some  instances  empha- 
sized by  salesmen,  for  a  reduction  in  the  tank-wagon  price.  The  local  man- 
agers of  all  suppliers  face  the  problem  of  what  to  do.  The  local  manager 
of  the  leading  marketer  of  course  faces  more  demands  than  any  other  man- 
ager. He  attempts  to  gage  the  permanence  of  the  retail  cut.  Frequently 
local  managers  elect  to  make  no  change  in  the  tank-wagon  price.  Ordi- 
narily this  decision  springs  from  the  conclusion  that  the  local  price  war 
will  soon  run  its  course  because  it  is  not  supported  by  weakness  in  basic 
markets.  On  other  occasions  the  local  manager  concludes  that  the  causes 
of  the  retail  price  cutting  rest  primarily  on  the  availability  of  sufficient 
low-price  gasoline  so  that  the  condition  may  be  considered  deep-seated, 
and  he  therefore  authorizes  or  recommends  a  local  reduction  of  the  tank- 
wagon  price. 

"Again,  a  company  boring  into  the  territory  may  be  offering  unpublicized 
concessions  to  secure  dealers.  The  company  most  afTected  by  such  efTorts 
is  ordinarily  the  company  with  the  largest  share  of  the  business.  The  local 
manager  of  that  company  must  therefore  meet  the  situation  if  he  is  to  hold 
his  dealers.  He  may  elect  to  reduce  the  tank-wagon  price  in  a  particular 
area  to  recognize  and  meet  intensive  unpublicized  price  competition.    When 
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he  does  so,  all  other  companies  meet  the  price  reduction  because  long  ex- 
perience in  the  industry  has  proved  that  failure  to  do  so  will  result  in  a 
substantial  loss  in  business.  Thus  the  particular  local  territory  becomes  a 
subnormal  territory,  that  is,  one  in  which  prices  are  out  of  line  with  those 
generally  prevailing  in  the  marketing  area. 

"The  major  sales  executives  of  all  companies  watch  carefully  the  number 
and  size  of  the  subnormal  markets.  These  executives  are  naturally  reluc- 
tant to  lower  prices,  because  profits  are  thereby  adversely  affected.  The 
sales  executives  refrain  from  reducing  prices  generally  as  long  as  it  is  pos- 
sible to  do  so,  because  they  are  anxious  to  secure  as  much  business  as  pos- 
sible at  the  higher  price.  But  if  the  number  of  local  price  cuts  increases, 
if  the  number  and  amount  of  secret  concessions  to  commercial  consumers 
increase,  if  the  secret  unpubUcized  concessions  to  dealers  increase,  it  be- 
comes more  and  more  diiHcult  to  maintain  the  higher  prices.  In  other 
words,  the  so-called  subnormal  prices  are  becoming  the  normal  prices. 
Finally  some  company,  usually  the  largest  marketer  in  the  territory,  recog- 
nizes that  the  subnormal  price  has  become  the  normal  price  and  announces 
a  general  price  reduction  throughout  the  territory.  As  in  the  local  situa- 
tion, all  other  suppliers  meet  the  price  reduction  because  they  know  busi- 
ness will  flow  to  others  if  they  do  not. 

"The  reverse  situation,  the  price  advance,  is  rarer  because  of  the  many 
forces  working  to  reduce  prices.  Price  advances  may  be  either  local  in- 
creases which  represent  a  reversal  of  a  previous  price  reduction  or  a  general 
price  advance.  Local  price  advances  come  about  when  dealers'  struggles 
have  spent  themselves.  The  salesmen,  therefore,  constantly  gage  the  atti- 
tude of  dealers.  All  companies  serving  the  particular  territory  are  anxious 
to  raise  the  price  in  the  subnormal  market,  but  the  leading  marketer  in 
the  territory  is  naturally  most  anxious  to  get  the  price  up  because  the  terri- 
tory is  more  important  to  him  than  to  the  other  companies.  But  the  local 
nianager  of  the  leading  company  does  not  know  whether  his  competitors 
are  ready  to  advance  the  price.  He  fears  that  they  may  seize  upon  any 
price  advance  by  him  as  an  opportunity  to  gain  volume  at  his  expense. 
He  therefore  asks  his  salesmen  to  gage  the  attitude  of  competitors  through 
the  reports  of  customers  as  to  actions  and  comments  of  the  salesmen  of 
competitors.  Finally,  the  local  manager  for  the  leading  company  decides 
that  the  decrease  in  the  ambitions  of  dealers  and  his  competitors  makes 
possible  a  price  advance  in  the  local  area,  and  a  price  advance  is  announced. 
In  some  instances  the  decision  is  correct;  in  other  instances,  it  is  incorrect. 
If  the  decision  is  incorrect  and  competitors  do  not  follow,  the  local  man- 
ager has  to  decide  whether  he  should  sit  tight,  lose  gallonage,  and  hope 
competitors  will  soon  follow,  or  reduce  the  price  again.  Occasionally  the 
local  manager  makes  the  wrong  decision;  but  if  he  makes  the  wrong  deci- 
sion too  often,  his  company  does  not  remain  the  leading  marketer  in  the 
territory  and  he  does  not  remain  the  local  manager  very  long. 
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"The  central  sales  organization  of  the  leading  marketer  has  been  watch- 
ing throughout  the  period  the  statistical  position  of  the  industry  and  the 
sum  total  of  all  the  local  situations  of  the  character  just  described.  When 
the  number  of  subnormal  markets  is  small,  when  basic  gasoline  prices  (Gulf 
cargo  market  and  Midwest  tank  car  market)  are  firm  and  showing  a 
tendency  to  rise,  when  production  and  stocks  are  in  balance,  when  costs 
are  increasing,  conditions  are  ripe  for  a  general  price  advance.  Under  such 
conditions  the  industry  generally  will  be  eager  for  an  advance  but  will  be 
afraid  to  take  the  step  before  the  leading  marketer  in  the  territory  for  fear 
of  losing  business.  The  leading  marketer  will  also  be  anxious  to  go  up 
but  will  also  be  afraid  of  losing  business.  For  example,  in  1937,  the  com- 
pany which  is  the  leading  marketer  in  a  certain  Midwest  area  observed 
that  the  statistical  position  of  the  industry  was  strong.  Basic  market  prices 
for  gasoline  were  firm.  All  these  considerations  pointed  toward  a  price 
advance,  but  a  tabulation  of  the  whole  territory  showed  that  many  areas 
were  below  the  generally  prevailing  price;  i.e.,  the  number  of  subnormal 
markets  was  large.  From  long  experience  the  executives  of  the  company 
knew  that  such  conditions  forecast  that  many  competitors  would  fail  to 
follow  the  price  advance.  Therefore  they  concluded  that  an  advance  in 
the  price  was  impossible. 

"In  the  same  period  in  1937  the  executives  of  the  Colonial  Beacon  Oil 
Co.,  a  subsidiary  of  the  Standard  Oil  Co.  (New  Jersey),  saw  the  appar- 
ently strong  basic  position  of  the  industry  and  announced  a  general  price 
advance  on  July  13,  1937,  throughout  the  New  York  and  New  England 
territories.  In  that  territory  the  leading  marketer  by  far  is  the  Socony- 
Vacuum  Oil  Co.  In  spite  of  the  fact  that  the  advance  was  based  on  a 
sharp  increase  in  transportation  cost  from  the  Gulf,  on  a  firm  Gulf  cargo 
market,  and  on  a  strong  statistical  position  in  the  industry,  competitors 
failed  to  follow.  These  competitors  apparently  had  a  different  appraisal 
of  the  situation.  On  July  15,  therefore,  the  Colonial  Beacon  Oil  Co.  re- 
duced the  price  throughout  the  territory  by  the  amount  of  the  advance. 
Failure  to  have  done  so  would  have  resulted  in  heavy  loss  of  volume.  Sub- 
sequent events  showed  that  the  competitors'  appraisal  of  the  situation  evi- 
dently was  sounder,  because  the  demand  fell  oflf  shortly  thereafter  as  the 
depression  in  the  fall  of  1937  deepened  and  the  basic  Gulf  price  began  a 
slow  decline. 

"In  summary,  therefore,  the  so-called  price  leadership  in  the  petroleum 
industry  boils  down  to  the  fact  that  some  company  in  each  territory  most 
of  the  time  bears  the  onus  of  formally  recognizing  current  conditions.  With 
increasing  frequency  companies  other  than  the  leading  marketer  prove  too 
impatient  to  await  the  action  of  the  leading  marketer.  If  this  description 
is  accurate,  the  lot  of  the  executives  of  the  leading  marketer — the  local 
executives  and  the  central  office  executives — is  not  a  happy  one.  They 
must  always  consider  themselves  a  target  for  the  rest  of  the  industry;  they 
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must  always  be  subjected  to  criticism;  and  they  are  always  in  danger  of 
taking  a  step  with  which  competitors  will  not  agree,  with  the  penalty  for 
misjudgment  a  sharp  reduction  in  profits  unless  the  misjudgment  is  recti- 
fied at  once.  In  short,  unless  the  so-called  price  leader  accurately  inter- 
prets basic  conditions  and  local  conditions,  it  soon  will  not  be  the  leading 
marketer.  Price  leadership  does  not  mean  that  the  price  leader  can  set 
prices  to  get  the  maximum  profit  and  force  other  marketers  to  conform."  ^ 

BASING  POINT  SYSTEMS 

Besides  giving  a  clear  picture  of  how  and  why  price  changes  take  place, 
Mr.  Swensrud's  statement  is  interesting  because  it  points  out,  through  the 
example  of  the  Colonial  Beacon  Oil  Co.,  that  prices  on  the  Atlantic  sea- 
board are  not  based  on  the  Gulf  quotations  plus  freight  to  Atlantic  coast 
points.  Nevertheless,  Mr.  Cook,  in  the  course  of  his  general  discussion 
of  basing  point  systems,  said  in  regard  to  tank  car  or  tank  wagon  prices 
on  the  Atlantic  coast,  "The  Gulf  coast  price,  plus  transportation  charges, 
is  the  tank  car  or  jobber  price  at  New  York  harbor  and  other  eastern  sea- 
board cities."  His  basis  for  this  contention  is  a  statement  in  the  Buffalo 
Courier-Express:  of  January  29,  1930,  describing  an  announcement  of  a  new 
price  policy  by  the  Standard  Oil  Co.  of  New  York.  It  would  seem  a  seri- 
ous weakness  in  the  force  of  Mr.  Cook's  argument  on  the  basis  of  pricing 
gasoline  today  that  he  accepts  a  statement  made  in  the  year  1930,  11  years 
ago,  by  only  one  of  the  many  companies  operating  on  the  Atlantic  sea- 
board. The  fact  of  the  matter  is  that  tank-car  prices  in  New  York  harbor 
and  other  Atlantic  coast  cities  are  not  always  equal  to  the  quoted  prices  in 
the  Gulf  plus  transportation  charges.  This  equality  is  seldom  found  and, 
if  it  does  occur  at  any  time,  it  is  a  result  of  accident,  because  prices  in  the 
various  areas  along  the  Atlantic  seaboard  are  based  upon  the  conditions 
of  supply  and  demand  in  those  areas.  A  comparison  of  Gulf  coast  prices 
plus  transportation  charges  to  New  York  harbor  with  New  York  harbor 
quotations  will  show  no  identity  nor  will  the  differential  be  constant. 
There  is,  of  course,  a  general  relationship  between  these  two  sets  of  prices, 
and  this  is  to  be  expected  because  both  places  are  parts  of  a  common  mar- 
ket, where  the  Gulf  coast  represents  the  source  of  supply  and  the  contact 
with  the  world  market  and  New  York  harbor  represents  conditions  of 
demand  in  a  very  large  area  of  domestic  consumption. 

Mr.  Cook  also  has  something  to  say  about  pricing  in  other  parts  of  the 
countrv,  particularly  the  interior.  He  claims  that  the  group  3,  or  Tulsa 
plus,  basis  "is  one  of  the  best  known  basing  points  used  by  the  major  oil 
companies"  and  that  "they  (basing  point  systems)  are  used  to  maintain 
the  price  structure  of  majors  and  to  realize  price  advantages  from  their 

1  Temporary  National  Economic  Committee  Hearings,  pt.  15,  pp.  8700-8702. 
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control  of  transportation  and  strategic  refinery  locations."  In  regard  to 
this  contention  also,  Mr.  Cook  is  dealing  with  situations  which  changed 
so  many  years  ago  that  they  have  no  present  significance.  In  earlier  days 
of  the  petroleum  industry,  the  so-called  group  3,  or  "Tulsa  plus,"  basis  was 
a  factor  in  the  marketing  of  gasoline.  Before  the  gasoline  pipe  line  came 
into  existence  and  before  Texas  became  the  largest  source  of  crude  oil, 
the  mid-continent  area  was  supplied  with  crude  and  products  chiefly  from 
Oklahoma.  Because  of  the  importance  of  Oklahoma  as  a  source  of  crude 
and  the  fact  that  products  were  consumed  outside  that  state  and  necessarily 
moved  by  rail,  the  railroads  quoted  a  single  rate  for  the  movement  of  gas- 
ohne  to  any  one  destination  from  any  one  of  several  refinery  points  in  the 
mid-continent  area.  These  facts  provided  the  basis  for  the  Tulsa  plus 
basis  of  pricing.  As  crude  oil  from  other  areas  began  to  compete  with 
that  from  Oklahoma  and  as  gasoline  pipe  lines  were  constructed,  the  im- 
portance of  Tulsa  quotations  tended  to  become  less.  Tulsa  quotations  do 
not  determine  quotations  elsewhere  in  the  interior  nor  does  "Tulsa  plus 
transportation  by  rail"  provide  the  basis  for  quotations  of  tank  car  lots  in 
Chicago  or  other  mid-continent  consuming  areas.  T.N.E.C.  testimony  on 
this  point  was  presented  by  many  different  people.  Excerpts  are  presented 
below. 

The  following  exchange  of  comments  took  place  during  the  testimony 
of  Mr.  Paul  E.  Hadlick,  secretary.  National  Oil  Marketers  Association, 
Washington,  D.  C: 

"Mr.  Snyder.  Have  you  been  familiar  with  the  so-called  'jobber  contracts' 
over  any  period  of  time.? 

"Mr.  Hadlick.    Well,  I  have  watched  the  development  from  1924  on,  yes. 

"Mr.  Snyder.  Take  the  Middle  West  area,  for  instance.  At  what  price 
does  the  major  company  jobber  buy  gasoline  from  the  major  company  under 
those  contracts.'' 

"Mr.  Hadlick.  Usually  it  is  SYz  cents  under  the  Tulsa  price  in  the  pub- 
lication known  as  Oilgram,  or  under  the  Midwest  market  of  the  Chicago 
Journal  of  Commerce. 

"There  has  been  a  tendency  recently  for  those  contracts  not  to  refer  even 
to  that,  but  simply  to  the  5^/^  cents  under  the  supplier's  tank  car  posted  at 
the  point,  not  of  shipment,  but  of  delivery,  in  both  cases  with  a  provision 
for  a  split  in  case  of  a  local  price  war,"  ^ 

Mr.  Swensrud  in  his  testimony  said  that  sales  to  jobbers  in  his  company 
(Standard  Oil  Co.  of  Ohio)  were  made  at  prices  tied  to  the  price  to 
dealers.^  He  also  made  the  following  statements  concerning  price  quota- 
tions in  general: 

^Temporary  National  Economic  Committee  Hearings,  pt.  16,  p.  8885. 
^  Ibid.,  pt.   15,  p.    8493, 
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"At  the  outset  it  is  desirable  to  explain  and  destroy  two  widely  prevalent 
misconceptions  in  regard  to  prices  in  the  petroleum  industry.  In  the  first 
place,  it  is  necessary  to  make  a  clear-cut  distinction  between  posted  or  pub- 
lished prices,  on  the  one  hand,  and  the  prices  at  which  goods  actually  move, 
on  the  other  hand.  As  will  be  pointed  out  in  detail  in  the  course  of  the 
discussion  of  particular  kinds  of  prices,  a  substantial  proportion  of  the  busi- 
ness is  done  at  prices  which  are  not  those  posted  or  published.  The  as- 
sumption that  all  or  almost  all  the  business  is  done  at  posted  prices  has  led 
many  investigators  into  completely  fallacious  reasoning.  For  example, 
comparisons  have  been  made  of  posted  tank  car  prices  with  posted  tank 
wagon  prices,  purporting  to  show  the  spread  or  margin  available  to  jobbers. 
In  fact,  for  many  companies  and  for  many  territories  the  great  bulk  of  the 
jobbers  do  not  pay  the  posted  tank  car  price.  Again,  one  encounters  com- 
parisons between  posted  retail  prices  and  posted  tank  wagon  prices  which 
purport  to  show  the  spread  or  margin  available  to  retailers.  Actually,  as 
many  motorists  will  testify,  a  considerable  share  of  the  retail  business  is 
done  at  less  than  posted  prices;  and  it  is  by  no  means  certain  that  dealers 
consistently  and  uniformly  pay  posted  tank  wagon  prices. 

"In  the  second  place,  it  is  essential  for  an  understanding  of  the  price- 
making  procedure  to  distinguish  between  the  form  in  which  prices  are 
quoted,  on  the  one  hand,  and  the  considerations  which  are  taken  into  ac- 
count in  arriving  at  the  figure  on  the  other  hand.  The  need  for  this  dis- 
tinction can  best  be  made  clear  by  an  illustration.  Assume  a  refinery  located 
at  Cofleyville,  Kans.,  and  a  jobber  located  at  Clinton,  Mo.  The  jobber 
calls  the  Coffeyville  refinery  for  a  price  quotation.  The  refiner  replies 
that  the  price  is  5  cents  plus  Vz  cent  freight  from  Coffeyville  to  Clinton. 
The  jobber  repHes,  'That  doesn't  mean  anything  to  me;  what  is  the  price, 
group  3?'  The  refiner  calculates  the  equivalent  of  his  Coffey ville  price 
at  group  3.  If  the  transportation  rate  from  group  3  to  Clinton  is  0.8  cent, 
the  refiner  replies  that  his  price  is  4.7  cents  group  3  plus  transportation 
charges.  In  other  words,  he  has  adjusted  the  form  of  his  price  quotation 
to  that  most  convenient  for  his  customer  who  wants  price  quotations  on 
the  same  basis  to  facilitate  comparisons.  But  this  form  of  price  quotation 
does  not  in  any  way  indicate  how  the  price  is  actually  made.  Even  if 
through  long  experience  and  many  repetitions  of  the  request  for  group  3 
prices  the  refiner  in  Coffeyville  is  led  in  the  first  instance  to  quote  his  price 
in  the  form  of  4.7  cents  group  3  plus  transportation,  it  is  no  more  than  a 
form  of  price  quotation  and  has  no  significance  in  the  question  of  how 
prices  are  made. 

"There  are,  of  course,  many  kinds  of  prices  in  the  petroleum  industry; 
Gulf  cargo  market  prices,  group  3  tank  car  prices,  consumer  tank  car  prices, 
refinery  tank  car  prices,  tank  wagon  prices,  undivided  dealer  tank  wagon 
prices,  divided  dealer  tank  wagon  prices,  retail  prices,  crude  prices.    In  addi- 
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tion,  of  course,  there  are  a  variety  of  prices  for  petroleum  products  other 
than  gasoHne."  ' 

It  is  clear  from  the  above  discussions  that  basing  point  systems  at  present 
play  no  significant  part  in  the  pricing  of  gasoline.  With  regard  to  "Tulsa 
plus"  Mr.  Cook  was  referring  to  an  era  long  past  in  the  petroleum  industry. 
With  respect  to  Atlantic  coast  prices,  there  is  no  foundation  for  his  state- 
ments. 

ETHYL  GASOLINE  CORPORATION 

Another  contention  of  Mr.  Cook  not  specifically  related  to  the  question 
of  control  over  jobbers  and  dealers  had  to  do  with  the  Ethyl  Gasoline  Cor- 
poration. His  chief  contention  here  is  that  the  use  of  the  fluid  (tetraethyl 
lead)  is  contingent  upon  an  agreement  to  maintain  a  differential  price 
between  grades  of  gasoline  including  ethyl  fluid  and  those  not  including 
it.  It  is  true  that  the  Ethyl  GasoHne  Corporation  insisted  upon  such  a 
differential  and  became  involved  in  litigation  on  this  account.  This  con- 
troversy involved  the  question  as  to  how  far  a  corporation  granted  a  mo- 
nopoly through  the  Patent  Office  could  go  without  running  afoul  of  the 
antitrust  laws.  The  courts  found  against  the  corporation,  and  the  use  of 
such  contracts  was  abandoned.  The  Ethyl  Gasoline  Corporation  was  trying 
to  establish  a  brand  preference  for  its  product  and  insisted  upon  the  main- 
tenance of  a  price  differential  as  a  part  of  a  program  to  achieve  that  result. 

There  is  no  evidence  that  independents  were  prevented  from  use  of  the 
fluid  so  long  as  they  complied  with  the  agreements  embodied  in  the  con- 
tract. In  fact,  there  is  ample  evidence  that  it  is  widely  used  both  by  inde- 
pendents and  majors.  It  is  also  a  fact  that  one  major  oil  company  (Sun 
Oil  Co.)  has  never  used  the  fluid  but  markets  an  unleaded  product  ob- 
tained through  processes  of  its  own. 

Mr.  Cook  also  makes  a  point  of  showing  that  the  cost  of  the  different 
amounts  of  tetraethyl  lead  in  regular  and  premium  gasolines  is  less  than 
the  suggested  difference  in  selling  price.  He  implies  that  the  only  differ- 
ence between  regular  and  premium  grade  motor  fuel  is  the  amount  of 
tetraethyl  lead  content.  Close  examination  of  the  specifications  ^  for  the 
two  grades,  however,  shows  that  there  are  other  differences  between  them. 
The  difference  in  lead  content  does  not  measure  all  the  differences  in  man- 
ufacturing costs,  including  crude  oil  costs.  Furthermore,  differences  in 
manufacturing  costs  are  not  the  only  differences  in  total  costs,  because  dis- 
tribution costs  are  higher  owing  to  the  smaller  quantity  of  premium  gas- 
oline handled. 

*Ibid.,  pt.  15,  pp.  8691-8692.  ^  Ibid.,  pt.  14-A,  pp.  7824-7827. 
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JOBBERS 

With  regard  to  jobbers,  Mr.  Cook's  claims  are:  (1)  Jobbers  have  been 
ehminated  by  majors;  (2)  jobbers'  margins  have  been  narrowed  by  actions 
of  majors;  (3)  the  eUmination  o£  bulk  plants  through  use  of  oil-tank 
trucks  has  been  detrimental  to  jobbers.  This  listing  of  complaints  is  the 
one  used  by  Mr.  Cook,  and,  after  the  comments  under  each  heading  have 
been  read,  these  complaints  can  be  consolidated  into  one,  namely,  that  the 
majors  are  forcing  the  jobbers  out  of  business  through  a  variety  of  prac- 
tices. The  practices  referred  to  by  Mr.  Cook  are  by  and  large  the  same 
practices  which,  in  his  opinion,  give  the  majors  control  over  retail  outlets. 
Therefore,  much  of  the  discussion  concerning  jobbers  will  also  have  to  do 
with  service  stations. 

Mr.  Cook  uses  the  term  "jobber"  to  mean  any  wholesaler  of  petroleum 
products  in  the  ordinary  sense  of  the  word.  The  jobber  is  the  person  who 
operates  a  bulk  terminal  and  performs  the  function  of  buying  products 
from  refiners  and  selling  them  to  service  stations  or  to  ultimate  consumers. 
Sometimes  the  jobber  operates  his  own  service  stations.  Mr.  Cook  is  most 
particularly  concerned  about  the  status  of  the  independent  jobber  who  buys 
his  supplies  from  independent  refiners.  In  fact,  one  of  his  complaints  is 
that  many  independent  jobbers  have  been  forced  to  become  distributors 
of  the  major  companies.  According  to  Mr.  Cook,  the  "jobber  squeeze" 
is  forcing  the  jobber  out  of  business  and  it  is  brought  about  by  deliberate 
action  of  major  companies  through  a  reduction  of  margins. 

Testimony  before  the  T.N.E.C.  indicates  that  the  jobber  margin  in 
cents  per  gallon  has  tended  to  become  less.  The  proof  given  by  Mr.  Cook 
in  Table  13,  page  43,  is  by  no  means  conclusive,  however,  because  the  figures 
used  for  his  computed  delivered  price  in  Des  Moines  were  based  upon  tank 
car  quotations  in  Tulsa  plus  freight,  and  there  is  no  assurance  that  these 
were  the  actual  prices  paid  by  the  jobbers  and,  therefore,  no  assurance 
that  the  jobbers'  spread  or  margin  is  correctly  stated.  In  spite  of  doubt 
about  the  correctness  of  the  figures  given  by  Mr.  Cook,  it  may  be  admitted 
that  jobber  margins  in  cents  per  gallon  have  tended  to  decrease.  Never- 
theless, it  is  by  no  means  certain  that  the  margin  expressed  as  a  percentage 
of  the  price  has  decreased.  As  indicated  by  Mr.  Swensrud  [quoted  below], 
there  is  a  difference  between  talking  of  margins  in  terms  of  cents  per  gallon 
and  in  terms  of  percentage  of  price. 

Since  Mr.  Swensrud  also  discussed  some  of  the  other  complaints  of  job- 
bers referred  to  by  Mr.  Cook,  most  of  his  statement  about  jobbers  is  repro- 
duced : 

"There  are  some  differences  between  the  complaints  of  the  two  types  of 
jobbers,  wholesalers  and  distributors.  Basically,  wholesalers  complain  that 
it  is  diiiicult  to  make  a  profit.    Some  of  them  even  argue  that  the  integrated 


736     FACT  AND  FANCY  IN  THE  T.N.E.C.  MONOGRAPHS 

companies  deliberately  endeavor  to  'squeeze'  wholesalers  out  of  the  indus- 
try. To  evaluate  this  complaint,  we  must  look  at  the  conditions  under 
which  wholesalers  operate.  They  sell  their  own  private  brands  of  gasoline, 
not  the  brands  of  the  large  integrated  companies.  Because  of  advertising, 
product  improvement,  and  service,  the  public  generally  accepts  the  brands 
of  the  integrated  companies  as  the  standard  of  value,  and  ordinarily  does 
not  buy  less  well-known  private  brands  without  a  price  inducement.  This 
means  that  wholesalers'  private  brands  of  gasoline  usually  must  be  sold  on 
a  price-appeal  basis.  This,  of  course,  is  a  situation  quite  common  to  a  great 
many  other  industries,  such  as  groceries,  drugs,  and  cosmetics,  for  example. 
Since  wholesalers  must  sell  their  private  brands  at  prices  below  those  of  the 
brands  of  major  companies,  the  problem  is  how  to  do  it  and  still  make  a 
profit.  Wholesalers  ordinarily  are  not  able  to  undersell  on  the  basis  of 
lower  costs  of  bulk  plant  operation.  Hence,  if  wholesalers  are  to  undersell, 
they  usually  must  accomplish  this  end  by  reducing  retail  costs  through  high 
volume  at  cut  prices  or  by  buying  at  lower  prices.  Thus  there  are  two  situa- 
tions in  which  wholesalers  get  along  very  well,  namely,  periods  of  business 
depression  and  periods  of  rapid  exploitation  of  new  sources  of  crude  petro- 
leum; for  in  both  these  situations  there  are  plentiful  supplies  of  cheap 
gasoline. 

"When  states  adopted  proration  laws,  supplies  available  at  distress  prices 
may  have  been  reduced,  even  though  there  was  considerable  gasoline  avail- 
able which  had  been  made  by  small  refiners  from  so-called  'hot  oil.'  With 
the  passage  of  the  Connally  Act  prohibiting  interstate  shipment  of  products 
made  from  'hot  oil'  and  with  the  improvement  in  business  and  gasoline 
demand,  the  supply  of  lower-priced  gasoline  available  to  wholesalers  has 
probably  decreased.  Some  wholesalers  opposed  the  passage  of  the  Connally 
Act  because  they  thought  it  would  result  in  a  small  supply  of  lower-price 
gasoline.  Continued  agitation  for  repeal  of  the  act  comes  from  the  same 
source. 

"One  of  the  factors  which  has  put  the  wholesalers  under  pressure  has  been 
the  long  downward  trend  in  gasoline  prices.  The  prices  of  the  brands  of 
the  major  companies  have  moved  downward  over  a  substantial  period,  to 
the  great  benefit  'of  the  consumer,  but,  of  course,  to  the  disadvantage  of 
wholesalers  who  have  to  maintain  a  price  differential  below  the  prices  of 
advertised  brands.  It  is  also  important  to  keep  in  mind  the  fact  that  the 
large  integrated  companies  have  the  most  up-to-date  refining  equipment 
and  have  thus  been  able  to  improve  the  quality  of  gasoline  to  a  very  marked 
degree,  whereas  wholesalers  buy  much  of  their  gasoline  from  small  refiners 
who  do  not  have  the  cracking  equipment  from  which  the  better  gasolines 
are  ordinarily  obtained.  This  quality  difference  increases  the  pressure  on 
the  wholesaler  to  maintain  a  differential  between  prices  of  better-known 
brands  and  his  own  prices. 
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"Another  development  in  the  oil  industry  during  the  last  10  or  15  years 
has  contributed  to  the  difficulties  of  the  wholesalers.  The  integrated  oil 
companies  have  given  more  attention  to  the  development  of  brand  demand- ' 
In  the  early  stages  of  the  industry,  executives  were  busy  with  the  pressing 
technical  problems  of  producing  and  refining.  When  these  problems  were 
well  on  the  road  to  solution,  the  companies  sought  to  create  a  greater  brand 
demand  by  increased  advertising  and  sales  promotion  and  particularly  by 
the  provision  of  stations  and  service  which  pleased  customers  and  brought 
increased  patronage.  Alert  wholesalers  recognized  the  values  of  service  and 
location;  nevertheless,  they  did  not  possess  the  advantages  of  advertising. 
Not  only  did  the  company  with  widespread  geographic  coverage  of  stations 
receive  business  because  of  its  brand  advertising;  but  the  fact  of  its  coverage 
helped  strengthen  its  brand  position,  for  many  customers  like  to  use  the 
same  gasoline  wherever  they  travel.  The  brand  position  of  the  large  inte- 
grated companies  was,  of  course,  strengthened  by  the  public  recognition  that 
such  companies  were  taking  the  lead  in  the  quality  improvement  already 
mentioned. 

"Turning  now  to  the  distributors,  those  jobbers  who  handle  well-known 
brands,  complaints  from  them  are  to  the  effect  that  the  large  integrated  oil 
companies  have  deliberately  reduced  the  margins  of  distributors  in  an  effort 
to  eliminate  them  from  the  industry.  This  idea  of  elimination  is  a  false  con- 
cept. Some  refiners  rely  almost  entirely  on  distributors,  and  most  refiners 
sell  through  distributors  in  parts  of  their  marketing  territory.  Distributors 
therefore  are  considered  by  their  refinery  suppliers  as  an  essential  part  of 
the  distribution  system  for  their  gasoline.  Because  of  their  local  standing, 
distributors  frequently  are  preferred  so  long  as  they  can  operate  at  least  as 
effectively  as  the  companies  themselves  can.  Naturally,  it  is  true  in  the  oil 
industry,  as  in  any  competitive  industry,  that  manufacturers  contract  with 
distributors  to  perform  wholesale  functions  only  so  long  as  the  latter  can  do 
fully  as  effective  a  job  as  the  manufacturer  when  he  performs  his  own 
wholesale  function.  When  a  distributor  fails  to  keep  pace  in  methods  of 
selling  or  in  facilities  for  physical  handling  or  when  his  costs  or  volume 
are  out  of  line  with  what  the  manufacturer  can  obtain,  the  manufacturer 
usually  undertakes  the  job  of  wholesaling  himself. 

"For  both  wholesalers  and  distributors  there  has  admittedly  been  a  de- 
crease in  the  margin  or  spread  during  recent  years.  In  this  connection,  one 
peculiarity  of  the  oil  industry  should  be  kept  in  mind.  It  is  customary  to 
think  of  margins  or  spreads  in  this  industry  in  terms  of  so  many  cents  per 
gallon.  In  many  instances  marginal  contracts  are  used  which  provide  that 
the  price  to  the  distributor  is  to  be  a  certain  number  of  cents  off  the  posted 
tank  wagon  price  in  the  territory;  but  whether  marginal  contracts  are  used 
or  not,  it  is  customary  throughout  the  industry  to  think  of  margin  or  spread 
in  terms  of  cents  per  gallon.    This  is  quite  a  different  point  of  view  from 
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that  of  a  majority  of  other  hnes  of  business,  where  it  is  customary  to  think 
of  margins  in  terms  of  percentages  either  of  cost  or  of  seUing  price,  such 
as  16%,  20,  33-^3  per  cent  and  so  on.  Such  percentage  margins,  of  course, 
are  not  directly  affected  by  price  changes;  but  where  margins  are  in  terms 
of  cents  per  gallon,  it  is  manifest  that  the  declining  price  structure  of  the 
petroleum  industry  must  inevitably  have  exerted  pressure  on  these  margins. 
"The  other  chief  factor  which  has  exerted  pressure  on  the  margins  of 
wholesalers  and  distributors  is  the  decrease  in  the  cost  of  performing  the 
wholesale  function,  that  is,  the  decrease  in  the  cost  of  operating  bulk  plants. 
The  major  integrated  companies  have  taken  the  lead  in  developments  which 
have  made  this  cost  reduction  possible.  New  transport  trucks  and  new  types 
of  trucks  for  making  deliveries  from  bulk  plants  to  filling  stations,  coupled 
with  improvements  in  highways,  have  brought  lower  unit  costs  directly  and 
have  made  possible  other  savings  from  the  consolidation  of  bulk  plants. 
Many  large  integrated  companies  have  been  steadily  reducing  the  number 
of  bulk  plants  and  increasing  the  quantities  handled  in  each.  Under  the 
pressure  of  the  last  few  years,  intensive  study  has  been  devoted  to  the  best 
methods  of  loading  trucks  at  bulk  plants  and  unloading  them  at  service  sta- 
tions. Similarly,  careful  studies  of  truck  routes  have  minimized  backtrack- 
ing and  have  reduced  the  number  of  trips  with  less  than  capacity  loads. 
One  company,  for  instance,  has  recently  reported  an  increase  of  sales  between 
1933  and  1937  of  $90,000,000,  while  it  was  reducing  its  market  expenses 
$8,000,000.  No  one  company  has  had  a  monopoly  of  these  efforts,  and  it  is 
therefore  not  surprising  that  competition  among  the  companies  has  forced 
them  to  pass  a  large  share  of  the  savings  on  to  their  customers."  ^ 

As  Mr.  Swensrud  has  pointed  out,  there  is  no  policy  on  the  part  of  majors 
to  make  life  more  difficult  than  it  used  to  be  for  the  jobbers  and  there  are 
definite  reasons  why  the  jobbers"  spread  has  narrowed,  Mr.  Swensrud's 
statements  regarding  the  improvement  of  distribution  facilities,  resulting  in 
the  elimination  of  bulk  plants,  are  of  particular  interest,  especially  in  view 
of  Mr.  Cook's  complaints  on  this  score.  These  improvements  in  transporta- 
tion facilities  are  of  direct  benefit  to  the  consumers,  and  it  is  surprising  that 
Mr.  Cook  should  have  any  complaint  about  changes  which  have  such  re- 
sults. The  elimination  of  bulk  plants  through  oil  tank  trucks  is  part  of  the 
explanation  of  the  lowering  of  the  cost  of  the  jobbing  function  which  Mr. 
Cook  found  "difficult  to  understand."  Furthermore,  Mr.  Swensrud  also  pre- 
sented facts  showing  that  jobbers  are  not  being  eliminated  but  on  the  con- 
trary are  increasing  in  numbers: 

"The  best  available  evidence  of  the  trend  in  the  number  of  jobbers  is  found 
in  the  listings  published  by  the  Petroleum  Register,  owned  by  the  magazine 
World  Petroleum.    This  publication  listed  1,580  marketers  and  jobbers  in 

'^Temporary  National  Economic  Committee  Hearings,  pt.  15,  pp.  8689-8690. 
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1918,  2,259  ill  1923,  4,508  in  1928,  8,273  in  1933,  and  9,926  in  1938.  These 
figures  show  a  steady  and  substantial  increase  in  the  number  of  jobbers  over 
the  years.  There  has  even  been  an  increase  between  1933  and  1938,  a  period 
during  which  complaints  have  been  heard  that  jobbers  were  disappearing 
from  the  industry.  It  is  the  opinion  of  the  writer  that  a  more  accurate  indi- 
cation of  what  has  been  happening  is  to  be  found  in  the  public  statement 
of  the  Socony-Vacuum  Oil  Co.  to  the  effect  that  the  number  of  its  gasoline 
jobbers  has  steadily  increased  since  1931  and  has  more  than  doubled."  ^ 

A  more  recent  statement  concerning  the  place  of  the  jobber  in  the  oil 
business  was  made  by  Mr.  Paul  G.  Blazer,  president  of  the  Ashland  Refin- 
ing Co.,  an  independent  refinery  in  Kentucky,  in  a  speech  given  on  February 
3,  1941,  before  the  Tennessee  Oil  Men's  Association.     He  said: 

"For  many  years  I  have  been  interested  in  ascertaining  the  extent  to  which 
the  large  integrated  oil  companies  subsidize  their  operations  in  certain 
branches  of  the  industry  at  the  expense  of  their  earnings  in  other 
branches.  I  have  discussed  the  subject  with  hundreds  of  dilTerent  people 
representing  almost  every  phase  of  the  industry.  Almost  invariably  the 
person  I  am  talking  to  assures  me  that  the  particular  branch  of  the  in- 
dustry in  which  he  is  engaged  is  being  ruined  by  the  competition  of  the 
major  oil  companies  which  are  subsidizing  their  unfair  competition  in  that 
branch  by  drawing  on  their  huge  earnings  from  other  branches  of  their 
business.  Further  questioning,  however,  often  discloses  that  the  profits  of 
the  person  speaking  are  far  larger  in  proportion  to  his  investment  than  the 
overall  return  on  the  investments  of  the  large  integrated  oil  companies. 
I  would  say  that  almost  invariably  that  is  true  in  the  case  of  independent 
marketers. 

"Of  the  hundreds  of  oil  jobbers  I  have  known,  I  do  not  recall,  at  this  time, 
a  single  one  who  has  become  bankrupt,  but  I  know  of  scores  of  them  who 
have  made  small  fortunes.  If  a  young  man  with  little  capital  but  plenty  of 
energy  should  come  to  me  for  advice  concerning  going  into  business  for  him- 
self, I  would  advise  him  to  become  an  oil  marketer.  One  of  the  best  argu- 
ments in  support  of  that  advice  is  the  fact  that  the  company  with  which  I 
am  associated  sold  a  number  of  million  dollars  of  petroleum  products  last 
year  to  independent  jobbers  without  losing  a  dollar  on  credits.  In  more  than 
15  years  of  selling  to  independent  jobbers,  we  have  yet  to  lose  pay  for  the 
first  car  of  gasoline.  That  record  would  not  be  possible  except  for  the  fact 
that  the  independent  jobbers,  in  the  area  where  we  market  the  output  of 
our  refinery,  have  always  made  money."  * 

Thus,  Mr.  Blazer  finds  that  he  as  an  independent  refiner  has  been  able 
to  prosper  by  selling  his  products  exclusively  through  independent  jobbers 
who  have  also  prospered. 

''Ibid.,  p.  8689.  ^National  Petroleum  News,  February  19,  1941,  pp.  24-25. 
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The  general  review  o£  the  position  of  the  jobbers  given  above  does  not 
show  that  they  are  being  run  out  of  business.  Jobber  margins  measured 
in  cents  per  gallon  have  in  fact  been  narrowed,  but  this  fact  does  not  mean 
that  percentage  margins  have  decreased.  In  the  face  of  a  constantly  declin- 
ing retail  price  level,  excluding  taxes,  it  would  not  be  expected  that  the 
spread  of  the  jobber  would  remain  constant.  Part  of  the  explanation  of  the 
lowered  margins  is  to  be  found  in  the  better  methods  of  distribution  which 
have  been  devised  and  have  lowered  costs.  Credit  for  the  cost  reductions 
does  not  belong  solely  to  the  majors  but  is  shared  also  by  independent  job- 
bers and  distributors. 

SERVICE  STATION  OPERATORS 

With  regard  to  service  stations,  Mr.  Cook's  chief  complaints  are:  (1) 
There  are  too  many  service  stations.  (2)  Major  companies  through  lease 
restrictions  and  other  means  control  service  station  operations.  As  to  the 
first  contention,  Mr.  Swensrud's  statement  to  the  T.N.E.C.  contained  the 
following  pertinent  comments: 

"People  have  been  more  conscious  of  the  increase  in  the  number  of  service 
stations  than  of  the  increase  in  the  number  of  other  kinds  of  retail  stores  be- 
cause the  service  station  stands  apart  from  other  buildings  on  a  relatively 
large  plot  of  land,  and  has  an  unmistakable  appearance.  The  increase  in 
the  number  of  service  stations,  moreover,  has  taken  place  in  a  relatively  short 
period. 

"The  prime  reason  for  the  very  rapid  growth  in  the  number  of  service 
stations  in  the  United  States  is,  of  course,  the  great  increase  in  the  demand 
for  petroleum  products.  A  nation  went  on  wheels  in  the  space  of  a  genera- 
tion, and  that  development  called  forth  the  means  of  making  the  necessary 
products  available.  To  induce  the  prompt  provision  of  facilities  for  serving 
the  demands  of  motorists,  suppliers  of  gasoline  assumed  a  part  of  the  burden 
of  making  equipment  available  and  established  through  wide  retail  margins 
an  opportunity  for  substantial  profits.  Landowners  and  banks  contributed 
to  the  rapid  increase  of  service  stations.  Owners  of  land  bordering  on  high- 
ways came  to  believe  that  the  ideal  use  for  the  land  was  for  a  service  sta- 
tion. Banks  readily  advanced  money  for  erecting  stations,  and  not  infre- 
quently urged  owners  of  mortgaged  property  to  erect  stations. 

"To  these  reasons  for  the  rapid  growth  in  number  of  stations  must  be 
added  two  others  which  became  increasingly  important  between  1929  and 
1935.  It  is  not  too  much  to  say  that  the  Nation's  highway  system  has  been 
rebuilt  during  the  last  15  years.  Much  of  the  rebuilding  has  taken  the  form 
of  new  routes  without  complete  abandonment  of  the  old.  New  stations 
were  necessarily  erected  on  the  new  highways,  but  in  a  large  number  of 
instances  the  stations  on  the  old  highways  were  not  abandoned.    Since  a 


CONTROL  OF  PETROLEUM  INDUSTRY  741 

substantial  proportion  of  the  investment  in  a  service  station  is  fixed  and  im- 
mobile, the  stations  were  retained,  although  with  a  smaller  scale  of  opera- 
tion, so  long  as  the  receipts  provided  any  margin  over  the  direct  costs  in- 
curred. In  urban  sites,  particularly,  the  tendency  to  retain  stations  after 
important  changes  had  taken  place  in  the  flow  of  traffic  was  reinforced  by 
the  failure  of  alternative  uses  for  the  land  to  develop. 

"A  second  additional  reason  for  the  growth  in  number  of  service  stations 
appeared  during  the  depression  which  began  in  1929,  when  extensive  unem- 
ployment in  industry  provided  a  potent  factor  making  for  the  increase.  Be- 
tween 1929  and  1933,  for  example,  there  was  an  increase  from  98,976  to 
156,538  in  the  number  of  proprietors  of  filling  stations  reported  by  the 
census.  A  large  number  of  people,  unable  to  find  employment  in  their 
accustomed  occupations,  sought  a  livelihood  by  opening  retail  stores.  The 
tendency  was  particularly  pronounced  in  those  retail  trades  where  the  invest- 
ment required  is  relatively  low  and  where,  in  the  general  belief,  the  prob- 
lems involved  are  not  complex.  Restaurants  and  filling  stations  meet  these 
requirements  particularly  well,  and  the  number  of  these  two  types  of  retail 
outlets  increased  greatly  between  1929  and  1933. 

"This  summary  leads  to  the  question,  'Are  there  too  many  filling  stations?' 
As  has  been  noted,  the  statement  is  frequently  made  that  there  are  too  many 
stations,  and  many  people  within  and  without  the  industry  have  accepted 
the  statement  as  wholly  valid.  As  the  figures  cited  above  show,  there  can 
be  no  denial  that  the  increase  in  the  number  of  stations  was  very  rapid. 
Throughout  the  late  1920s  and  early  1930s,  at  least,  the  increase  in  number 
of  stations  outran  the  increase  in  consumption  of  gasoline.  But  does  this 
mean  that  there  are  too  many  filling  stations  today?  What  is  the  yardstick 
by  which  too  many  is  to  be  measured?  The  answer  depends  upon  the 
point  of  view.  Critics  often  refer  to  the  high  gallonage  per  station  of  the 
earlier  years  of  the  industry  as  evidence  of  the  more  effective  utilization  of 
capital  at  that  time.  But  that  contrast  presents  only  a  part  of  the  picture. 
It  entirely  disregards  the  economic  loss  and  the  inconvenience  involved 
through  customers  having  to  seek  out  the  relatively  few  stations.  Almost  all 
automobile  drivers  of  the  period  which  is  extolled  because  of  the  high  gal- 
lonage per  station  testify  to  the  need  in  those  days  for  carrying  a  reserve 
supply  of  gasoline,  for  planning  carefully  where  purchases  would  be  made, 
and  the  like.  In  other  words,  maximum  utilization  of  filling  station  equip- 
ment alone  is  by  no  means  the  whole  test.  The  point  may  perhaps  be  illus- 
trated by  the  parable  of  the  pair  of  scissors.  If  one  were  seeking  to  secure 
the  maximum  utilization  of  the  capital  investment  represented  by  a  pair  of 
scissors,  there  would  be  on  any  street  a  single,  co-operatively  owned  pair. 
Each  housewife  would  borrow  the  pair  of  scissors  from  the  existing  holder 
when  she  needed  them.  In  this  way  the  scissors  would  be  utiHzed  a  very 
large  proportion  of  the  time.    In  contrast,  the  actual  situation  is  that  each 


742     FACT  AND  FANCY  IN  THE  T.N.E.C.  MONOGRAPHS 

household  on  the  street  has  its  own  scissors  with  the  resuh  that  the  capital 
investment  is  used  only  a  very  small  percentage  of  the  time.  But  the  low 
utilization  is  willingly  endured  because  of  the  extreme  inconvenience  of 
securing  high   utilization. 

"The  importance  for  gasoline  marketing  of  catering  to  customers'  con- 
venience cannot  be  overemphasized.  Time  spent  by  salesmen  and  truck 
drivers  in  waiting  for  service  at  a  filling  station  is  an  economic  loss.  Even 
more  important,  inconvenience  in  gasoline  supply  detracts  from  the  pleasure 
of  automobiling.  The  assurance  of  many  and  convenient  sources  of  supply 
is  an  important  stimulant  to  long-distance  touring  in  unfamiliar  sections  of 
the  country.  It  is  therefore  a  mistake  to  assume  that  all  the  gasoline  sold 
in  one  filling  station  reduces  the  amount  sold  in  others.  The  convenience 
of  many  filling  stations  has  increased  the  total  demand. 

"The  casual  critic  of  the  number  of  filling  stations,  moreover,  seems  to 
be  misled  in  several  ways.  He  is  very  likely  to  cite  the  instances  where 
there  is  a  station  on  each  of  the  four  corners  of  intersecting  highways  as 
the  typical  example  of  the  uneconomic  capital  investment  and  the  uneco- 
nomic utilization  of  manpower.  Such  a  critic,  we  presume,  would  grant 
the  desirability  of  two  stations  at  the  intersection  because  traffic  moves  in 
two  different  ways.  If  this  assumption  is  not  correct,  the  critic  ignores  the 
very  strong  reluctance  of  most  motorists  to  cross  traffic  to  enter  a  filling  sta- 
tion. Many  companies  have  placed  stations  on  opposite  sides  of  the  same 
highway  and  found  both  stations  profitable.  The  critics  also  neglect  the 
readily  observable  tendency  of  all  types  of  retailers  to  congregate  in  order 
that  they  may  reinforce  each  other  in  inducing  the  customer  to  buy.  There 
is  no  intention  to  overstate  the  importance  of  this  consideration,  but  it  is 
of  some  significance.  That  is,  if  the  four  stations  were  each  a  quarter  of 
a  mile  from  the  intersection,  the  impression  of  a  multitude  of  stations  would 
be  less;  yet  experience  justifies  the  observation  that  many  motorists  will 
travel  past  a  single  station,  whereas  if  there  are  several  stations  they  will  stop 
and  purchase. 

"Furthermore,  the  critics  who  see  that  equipment  and  manpower  in  fill- 
ing stations  are  idle  much  of  the  time  assume  that  this  idleness  is  the  result 
of  extensive  duplication  of  facilities.  An  example  of  such  criticism  is  the 
study  made  some  years  ago  in  which  it  was  computed  that  the  gasoline  re- 
quirements of  American  motorists  could  be  served  by  one  third  the  number 
of  stations  actually  in  operation.  This  conclusion  was  arrived  at  by  deter- 
mining the  length  of  time  required  to  complete  a  transaction,  estimating 
the  number  of  transactions  represented  by  the  total  consumption  of  gaso- 
line, multiplying  the  two  figures,  and  dividing  the  number  of  station-hours 
so  determined  by  the  number  of  hours  the  typical  station  was  open.  Such 
computations  and  such  reasoning  neglect  entirely  the  fact  that  traffic  and 
custom  move  in  waves.    Perhaps  the  outstanding  study  of  traffic  and  trade 
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movements  has  been  published  by  Paver  and  McChntock,  reporting  on  the 
studies  of  the  Bureau  for  Street  Traffic  Research  of  Harvard  University.^ 
As  the  studies  show,  there  is  a  very  sharp  hourly  variation  in  the  movement 
of  motor  vehicles.  Since  the  purchase  of  gasoline  is  an  incident  of  travel 
for  other  purposes,  the  fluctuations  in  traffic  movement  are  paralleled  by 
fluctuations  in  transactions  at  filling  stations.  If  the  number  of  stations 
were  notably  less  than  the  number  actually  in  existence,  there  would  still 
be  a  substantial  part  of  the  day  duing  which  there  would  be  little  utiliza- 
tion of  equipment  and  manpower;  on  the  other  hand,  during  the  hours  of 
heavy  traffic  there  might  well  be  much  congestion  at  stations  and  incon- 
venience to  the  public. 

"But  the  hourly  fluctuation  in  traffic  is  not  the  only  fluctuation.  There 
is  a  distinct  rise  in  traffic  during  the  latter  half  of  the  week.  That  is,  as 
shown  by  the  Paver  and  McClintock  studies,  if  the  average  traffic  is  taken 
as  100  per  cent,  Friday  traffic  typically  represents  nearly  110  per  cent,  and 
Saturday  115  per  cent.  There  are,  moreover,  distinct  seasonal  fluctuations  in 
vehicular  traffic.  For  the  country  as  a  whole,  traffic  movement  in  January 
and  February  is  slightly  less  than  90  per  cent  of  the  average  month;  whereas 
the  movement  in  June,  July,  and  August  is  110  per  cent  of  the  average 
month.  These  figures  for  the  country  as  a  whole  do  not  fully  reveal  the 
significance  of  seasonal  fluctuations.  In  many  sections  of  the  country,  no- 
tably those  characterized  by  extensive  tourist  movement,  the  fluctuation  is 
even  more  pronounced.  The  Survey  of  Current  Business  for  January,  1939, 
showed,  for  example,  that  while  16,441  cars  visited  the  national  parks  in 
December,  1937,  the  high  for  the  next  year  was  238,139  cars,  or  more  than 
14  times  as  many.  Again,  during  the  summer  months  the  motor  traffic  on 
Cape  Cod  in  Massachusetts  is  very  congested.  If  the  needs  of  the  public 
are  to  be  served,  there  must  be  heavy  investment  in  service  stations  on  Cape 
Cod  to  meet  a  demand  which  lasts  for  no  more  than  3  months  of  the  year. 
During  the  remainder  of  the  year  the  investment  in  service  stations  is  clearly 
greatly  in  excess  of  any  'requirement  of  need  or  convenience.'  But  unfor- 
tunately service  stations  cannot  be  put  in  and  taken  out  at  will. 

"These  considerations  should  at  least  be  weighed  before  accepting  the  con- 
clusion that  there  are  too  many  gasoline  retailers  in  the  United  States.  On 
the  whole,  however,  it  is  believed  that,  while  in  some  instances  in  the  past 
the  criticism  of  excess  building  of  service  stations  may  have  been  justified, 
yet  the  charge  can  be  and  often  is  greatly  exaggerated.  Now  that  we  are 
reaching  the  stage  when  many  older  stations  are  being  eliminated  through 
deterioration  and  obsolescence,  the  problem  of  excess  cannot  be  considered  a 
serious  issue.  It  must  be  remembered  too  that  gasoline  consumption  in  1939 
is  running  approximately  45  per  cent  above  1929  and  43  per  cent  above  1933, 
so  that  the  growth  factor  has  tended  to  cure  a  good  deal  of  whatever  excess 

^  John  Paver  and  Miller  McClintock,  Traffic  and  Trade,  New  York,  McGraw-Hill  Book 
Company,  Inc.,  1935. 
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may  have  existed.  There  is  no  intention  to  deny  that  there  is  unused 
capacity  in  petroleum  retaihng,  just  as  there  is  in  every  other  form  of  re- 
taihng.  A  nice  adjustment  of  equipment  to  need  and  convenience  may  be 
the  ideal  of  the  theorist,  but  it  is  hardly  to  be  expected  in  a  trade  where  deci- 
sions are  made  by  thousands  of  people  and  where  ease  of  entrance  is  rela- 
tively great.  In  this  connection  it  should  be  noted  that  gasoline  retaihng  is 
easily  and  naturally  combined  with  other  retail  enterprises,  such  as  road- 
side restaurants,  general  stores,  garages,  and  tire  and  automobile  accessory 
stores."  ^° 

Mr.  Cook  furnishes  no  data  to  prove  his  allegation  that  the  marketing 
branch  of  the  industry  is  overbuilt.  He  failed  to  take  into  consideration  the 
reasons  for  constructing  service  stations  pointed  out  above.  Apparently  his 
conclusion  was  based  merely  upon  the  opinion  that  200,000  service  stations 
was  a  large  number  of  retail  outlets. 

Mr.  Cook  registers  many  complaints  concerning  relations  between  major 
companies  and  service  station  operators.  He  criticizes  having  service  sta- 
tion operators  use  one  company's  products  exclusively,  and  he  asserts  that 
major  companies  use  "certain  tactics"  and  "threats"  to  obtain  100  per  cent 
stations.  He  also  contends  that  dealers  have  to  bear  the  cost  of  any  price 
war  because  the  majors  will  not  reduce  tank-wagon  prices  in  such  cases.  He 
asserts  that  "virtually  all  leases  made  by  the  majors"  have  10-day  cancelation 
clauses  in  them.  He  appears  to  believe  also  that  pressure  from  major  oil 
companies  through  the  railroads  has  worked  toward  the  elimination  of  track- 
side  operators. 

Most  of  these  complaints  serve  as  evidence  that  the  retail  division  of  the 
petroleum  industry  is  extremely  competitive,  and  lead  to  the  conclusion  that 
Mr.  Cook's  basic  complaint  is  that  major  companies  compete  unfairly.  Since 
Mr.  Cook  appears  to  be  particularly  concerned  about  exclusive  contracts  with 
dealers,  that  topic  will  be  discussed  first. 

In  the  first  place,  the  exclusive  contracts  of  which  Mr.  Cook  complains 
apply  only  to  those  stations  owned  by  the  oil  companies  and  leased  to  oper- 
ators or  to  those  held  on  relatively  long-term  leases  by  the  oil  companies 
and  subleased  to  operators.  A  service  station  operator  who  owns  his  station 
or  who  leases  from  an  outsider  is  not  bound  by  contract  to  purchase  all  the 
products  he  sells  from  or  through  the  supplying  company.  Mr.  Cook's  short 
quotation  from  Mr.  Farish's  testimony  gives  a  highly  misleading  impression 
of  the  true  state  of  affairs,  as  is  indicated  by  the  more  complete  quotation 
given  below: 

"The  Vice  Chairman.  Now,  when  they  go  out  of  business  and  lease 
those  plants  of  theirs,  is  it  the  custom  now  to  require  that  the  lessee  shall 
deal  only  in  the  products  of  the  company  that  owns  the  property  that  is 
leased  ? 

''■'^Temporary  National  Economic  Committee  Hearings,  pt.  15,  pp.  8678-8681. 
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"Mr.  Parish.    Not  in  our  company;  no,  sir. 

"The  Vice  Chairman.    You  just  make  a  straight  lease? 

"Mr.  Parish.  A  straight  lease.  But,  obviously,  that  lease  was  taken  on  a 
basis  that  he  wants  to  handle  our  products,  but  there  is  no  prohibition  in 
the  lease. 

"The  Vice  Chairman.  He  wouldn't  last  very  long,  would  he,  if  he  got 
to  selling  the  other  fellow's  product? 

"Mr.  Parish.  He  has  a  year's  contract;  he  has  a  year's  lease,  and  many 
of  them  do  sell  lubricating  oils  and  other  accessories  that  we  don't  sell. 

"The  Vice  Chairman.  And  you  sell  to  the  independent  man  on  the  same 
basis  that  you  sell  to  him? 

"Mr.  Parish.    Yes,  sir. 

"The  Chairman.  Could  we  say,  then,  that  testifying  before  the  Tempo- 
rary National  Economic  Committee,  the  president  of  the  Standard  Oil  Co. 
(New  Jersey)  said  today  that  no  lessee  of  that  company  is  under  any  obli- 
gation to  sell  only  the  products  of  the  Standard  Co.  at  his  station,  and  that 
at  the  expiration  of  his  lease  if  he  did  sell  such  products,  he  would  not  be 
in  any  danger  of  cancelation? 

"Mr.  Parish.  Please  separate  your  question.  If  you  leave  off  the  last 
phrase,  the  answer  is  Yes.' 

"The  Chairman.    That  is  what  I  thought  it  would  be. 

"Mr.  Parish.    If  you  add  the  last  phrase,  I  think  it  might  be  different. 

"The  Chairman.  I  think  that  is  a  very  frank  answer,  Mr.  Parish,  and  it 
goes  to  the  heart  of  the  control  of  retailing.  That  is  exactly  the  complaint 
that  the  retailers  made — that  if  they  exercise  their  independent  judgment 
to  sell  products  other  than  those  furnished  by  the  lessor  company,  their 
leases  would  be  in  danger,  and  you  tell  us  that  is  the  fact. 

"Mr.  Parish.  I  think  that  is  the  fact,  certainly.  If  you  will  permit  me, 
I  .don't  see  anything  wrong  with  that,  morally  wrong  with  that. 

"The  Chairman.  I  am  not  trying  to  imply  anything  wrong.  I  am  merely 
trying  to  get  the  facts. 

"Mr.  Parish.  There  is  nothing  unfair  about  it.  The  number  of  owner's 
stations  that  are  leased  out  is  so  relatively  small  a  number  of  the  total  that 
it  is  not  a  serious  question;  it  doesn't  affect  the  economics  of  the  retailing 
of  gasoline  in  this  country. 

"Senator  King.    How  many  stations  sell  the  products  of  your  companies  ? 

"Mr.  Parish.    How  many — 

"Senator  King.    How  many  of  these  filling  stations? 

"Mr.  Parish.  How  many  filling  station  outlets  do  we  sell  to?  Approxi- 
mately 25,000. 

"Senator  King.  What  proportion  of  that  25,000  are  owned  by  or  leased 
by  your  company? 
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"Mr.  Parish.  That  are  owned  and  leased  by  our  company — a  little  over 
2,000 — 2,200,  I  think  it  is — or  twenty-one-hundred-and-something. 

"Senator  King.    So  it  would  be  two  twenty-fifths. 

"Mr.  Parish.    Yes,  sir. 

"Senator  King.  And  those  persons  who  have  their  own  filling  stations, 
not  yours,  either  by  ownership  or  lease,  they  are  at  liberty  to  sell  to  whom 
they  please,  and  if  they  care  to  buy  from  you  they  may,  or  if  thev  care  to 
buy  from  some  other  oil  company  they  may  do  so. 

"Mr.  Parish.     Certainly."  '^ 

Prom  the  above  testimony  it  is  clear  that  Mr.  Cook  has  carried  Mr. 
Parish's  testimony  considerably  further  than  it  actually  went.  Only  2,200 
of  the  25,000  outlets  served  by  Mr.  Parish's  company  were  subject  to  lease 
agreements. 

Mr.  Cook  attaches  an  unwarranted  meaning  to  the  word  "control"  when 
he  speaks  about  "control"  of  service  stations  by  majors.  A  more  accurate 
description  of  the  relationship  between  them  is  that  it  is  close.  Both  Mr. 
Parish  and  Mr.  Swensrud  ^'  presented  testimony  explaining  the  need  for 
close  relations  between  suppliers  and  service  station  operators.  Mr.  Parish's 
comments  were  as  follows: 

".  .  .  This  relationship  involves  a  mutuality  of  interest  of  considerable  im- 
portance. The  gasoline  retailer  handles  a  limited  range  of  products  from 
which  he  often  obtains  his  whole  livelihood,  and  his  place  of  business  carries 
the  sign  and  trade-marks  of  the  supplying  company.  The  latter  wants  each 
outlet  to  be  a  good  advertisement  for  the  brands  of  the  supplier  as  a  result 
of  good  standards  of  service,  equipment,  and  display.  The  supplier  depends 
upon  these  highly  specialized  individual  businessmen  to  make  his  wares 
available  to  the  public.  He  cannot  be  wholly  indifferent  to  their  welfare, 
because  he  wants  them  to  remain  in  business.  The  oil  industry  is  not  unique 
in  this  latter  respect.  There  is  no  point  in  some  comparisons  that  have  been 
made  between  retailers  of  gasoline  and  retailers  of  groceries,  drugs,  and  the 
like.  A  much  more  pertinent  comparison  may  be  made  between  retailers 
of  gasoline  and  retailers  of  automobiles.  As  Mr.  Pew  said,  the  Chrysler 
Corporation  would  be  in  an  absurd  position  if  it  filed  complaints  that  Ford 
dealers  do  not  carry  Chrysler  cars  or  parts.  Large  investments  in  inventory 
and  in  service  equipment  prevent  small  businessmen  from  carrying  several 
brands  of  cars.  Prom  the  sales  and  service  standpoints,  the  car  dealer  whose 
organization  concentrates  on  the  problems  of  one  brand  does  a  more  effec- 
tive job  and  makes  more  profits  for  the  capital  invested  than  if  several  makes 
are  carried.  The  car  manufacturer,  on  his  part,  has  an  outlet  that  pushes 
his  make  of  car.    The  car  maker  helps  his  dealers  with  training  courses  for 

11  Temporary  'National  Economic  Committee  Hearings,  pt.   17,  pp.  9723-9724. 
^"-Ibid.,  pt.  15,  p.  8681. 
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salesmen  and  service  men,  and  he  provides  them  with  local  promotional 
material  as  well  as  a  national  advertising  program.  The  analogy  between 
automobile  retailing  and  gasoline  retailing,  of  course,  is  not  complete,  but 
certainly  it  is  more  apt  than  a  comparison  with  grocery  stores  which  carry 
products  of  hundreds  of  manufacturers,  no  one  of  whom  has  a  prime  in- 
terest in  the  success  of  a  particular  store.  Both  automobile  makers  and  the 
oil  companies  want  to  keep  their  customers  in  business,  but  neither  group 
can  guarantee  a  profit  to  every  retail  outlet."  ^^ 

It  is  evident  that  there  is  a  need  for  a  close  relationship,  both  from  the 
standpoint  of  the  supplier  and  from  that  of  the  operator  of  a  service  station. 
But  such  co-operation  does  not  provide  a  basis  for  concluding  that  there  is 
control  by  the  supplier  in  a  dictatorial  sense.  Furthermore,  if  the  major 
companies  failed  to  do  many  of  the  things  they  do  for  the  service  station 
operator,  they  could  be  accused  of  being  indifferent  to  his  welfare  and  to 
that  of  the  consuming  public. 

To  Mr.  Cook's  charge  that  virtually  all  leases  have  10-day  cancelation 
clauses  in  them,  it  should  be  said  that  in  the  days  immediately  following 
the  time  when  most  major  companies  discontinued  the  operation  of  service 
stations  such  leases  were  common.  Today,  however,  most  leases  are  made 
for  1  year  or  more.  Furthermore,  there  was  at  the  earlier  period  a  logical 
reason  for  reserving  a  cancelation  privilege.  Mr.  Farish  testified  on  this 
point  as  follows: 

"Retail  marketing  has  always  been  predominantly  in  the  hands  of  small- 
scale  independent  businesses,  and  it  appears  that  they  will  not  be  displaced 
in  the  future.  Since  the  extension  of  the  so-called  Iowa  plan,  the  ranks  of 
independent  businessmen  have  been  augmented  by  the  addition  of  former 
salaried  managers  of  company-owned  stations.  Several  witnesses  before  this 
committee  have  testified  that  these  men  are  not  really  independent  because 
they  are  continually  threatened  by  salesmen  who  suggest  that  5-day  can- 
celation clauses  in  leases  of  company-owned  stations  will  be  invoked  if  the 
lessee  does  not  do  this  or  that.  No  doubt  such  tactics  have  been  used  by 
some  salesmen  in  some  companies,  but  I  state  emphatically  that  one  cannot 
generalize  on  the  basis  of  incidents  which  not  only  are  exceptions  but  which 
also  directly  violate  the  established  policies  of  the  managements  concerned. 
Oil  companies  had  numerous  business  reasons  for  5-day  clauses  originally. 
Many  salaried  employees  do  not  have  the  capacity  to  become  independent 
businessmen,  and  as  a  matter  of  self-protection  the  oil  companies  wanted 
to  be  able  to  find  new  proprietors  for  stations  if  the  former  managers  did 
not  succeed  on  an  independent  basis.  Today  most  leases  are  made  for  the 
period  of  1  year  or  longer  and  contain  no  cancelation  clause  whatever.  For 
instance,  leases  for  1  year  or  longer  without  cancelation  clauses  are  now  used 
by  my  company."  ^* 

13  Ibid.,  pt.  17,  p.  9739.  ^*Ibid.,  pp.  9738-9739. 
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Mr.  Swensrud's  testimony  ^^  substantiates  the  views  on  the  leasing  ques- 
tion presented  by  Mr.  Parish.  Mr.  Pew  ^^  also  stated  that  leases  were  made 
for  a  year  and  that  there  was  no  general  right  of  cancelation  on  a  certain 
number  of  days'  notice. 

Mr.  Cook  makes  the  charge  that  major  companies  use  "certain  tactics" 
and  "threats"  to  obtain  exclusive  contracts  with  dealers.  Among  these 
"tactics"  is  the  practice  of  charging  one-half  cent  more  per  gallon  of  gaso- 
line delivered  to  a  service  station  which  sells  more  than  one  brand.  Mr. 
Cook  gives  no  explanation  of  the  reasons  for  this  differential.  He  simply 
characterizes  it  as  one  of  many  practices,  the  primary  aim  of  which  is  to 
keep  independent  products  off  the  market.  He  ignored  the  explanation  of 
the  differential  given  in  the  T.N.E.C.  record.  Mr.  Pew,  Mr.  Swensrud, 
and  Mr.  Parish  all  testified  that  it  costs  more  to  serve  a  split  account.  The 
storage  capacity  of  the  tanks  which  a  service  station  can  have  is  limited  in 
many  cases  by  zoning  restrictions  and  fire  regulations,  and  deliveries  to  split 
accounts  may  have  to  be  made  in  smaller  quantities.  Mr.  Pew  said  the  dif- 
ference in  delivery  costs  to  serve  a  split  dealer  was  greater  than  one-half 
cent.^^  Mr.  Swensrud  stated  that  one  company  calculated  the  difference  in 
delivery  cost  alone  to  be  one-fourth  cent  per  gallon.^* 

Mr.  Cook  also  asserts  that  service  station  operators  have  to  stand  the  cost 
of  price  wars  because  service  station  prices  are  competitive  while  tank-car 
prices  are  rigid.  The  influences  affecting  prices  and  the  processes  by  which 
they  are  set  have  already  been  described,  and  it  is  clear  from  this  testimony 
that  tank-car  and  tank-wagon  prices  must  and  do  reflect  changes  in  retail 
prices.  They  are  not  rigid  any  more  than  retail  prices  are  rigid.  Suppliers 
suffer  from  the  effect  of  price  wars  just  as  do  retailers.  The  demand  for 
gasoline  is  inelastic,  as  stated  by  Mr.  Cook,  and  drastic  reductions  reduce 
the  income  of  all  parties  concerned.  If  tank-car  prices  were  really  rigid, 
it  is  likely  that  many  dealers  would  be  forced  out  of  business.  Such  a  result 
would  certainly  not  be  to  the  advantage  of  the  supplying  company,  since 
outlets  would  be  lost.  In  this  connection,  Mr.  James  A.  Horton,  chief 
examiner.  Federal  Trade  Commission,  said  in  his  testimony  before  the 
T.N.E.C: 

".  .  .  but  generally  the  Commission  is  in  possession  of  no  convincing 
proof  that  any  major  company  has,  as  a  matter  of  policy,  intentionally 
brought  economic  ruin  upon  its  own  retail  dealers."  ^® 

The  use  of  credit  cards  by  majors  is  also  condemned  by  Mr.  Cook.  The 
complaint  is  that  their  use  "makes  it  more  difficult  for  the  independent 
jobber  or  refiner  to  compete,  since  he  usually  sells  in  a  very  limited  area 

^^  Temporary  National  Economic  Cotnmittee  Hearings,  pt.  15,  p.  8684. 
^^Ibid..  pt.  14,  p.  7209.  '^^Ibid.,  pt.  15,  p.  8685. 

IT  Ibid.,  p.  7208.  19  Ibid.,  pt.  16,  p.  9134. 
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and  does  not  have  reciprocal  dealings  with  other  companies  for  credit." 
By  Mr.  Cook's  own  admission,  it  is  the  use  of  credit  cards  by  motorists  on 
long  trips  about  which  he  is  particularly  concerned.  Now  it  is  obvious  that 
most  motorists  on  long  trips  would  not  be  likely  to  purchase  a  brand  of 
gasoline  they  never  heard  of.  Therefore  the  seller  of  locally  branded  gaso- 
line has  little  opportunity  of  attracting  such  customers  whether  or  not  they 
can  buy  on  credit.  The  reciprocal  agreements  among  many  companies  with 
respect  to  credit  cards  came  into  existence  because  such  companies  did  not 
have  national  distribution  and  desired  to  meet  competition  of  companies, 
such  as  the  Texas  Corporation,  which  did.  Also,  the  independent  jobber 
selling  a  local  brand  of  gasoline  and  confining  his  activities  to  a  local  area 
can  ofFer  credit  locally  and  probably  does  in  many  cases.  He  is  not  under 
any  severe  handicap  because  of  his  local  scale  of  operation.  Mr,  Blazer,  an 
independent  refiner  quoted  above  in  connection  with  the  discussion  of  job- 
bers, did  not  believe  that  either  his  own  opportunities  or  those  of  the  inde- 
pendent jobbers  were  lessened  by  the  fact  that  they  were  all  operating  in  a 
local  market. 

The  last  specific  allegation  of  Mr.  Cook  to  be  discussed  has  to  do  with 
the  "elimination  of  trackside  stations."  The  contention  here  is  that  the 
Association  of  American  Railroads  and  13  major  oil  companies  had  a  work- 
ing agreement  which  would  operate  to  the  disadvantage  of  the  trackside 
service  stations.  Mr.  Cook  referred  specifically  to  a  letter  written  by  Mr. 
J.  J.  Pelley,  president.  Association  of  American  Railroads,  to  13  major  oil 
companies. 

The  so-called  "Pelley  letter"  is  claimed  to  have  been  an  outgrowth  of  a 
conference  between  railroads  and  oil  companies  for  the  purpose  of  dis- 
cussing rates.  Mr.  E.  S.  Hall,^°  senior  counsel  for  Standard  Oil  Co.  of 
New  Jersey,  and  Mr.  H.  T.  Klein,^^  general  counsel  for  the  Texas  Cor- 
poration, testified  before  the  T.N.E.C.  that  so  far  as  they  knew  the  subject 
matter  of  the  Pelley  letter  had  never  been  discussed  during  the  conferences 
on  railroad  rates.  Thev  also  testified  that  these  two  companies  wrote  letters 
to  Mr.  Pelley  saying  that  the  suggestions  contained  in  his  letter  could  not 
be  considered. ^^ 

In  the  foregoing  pages  it  has  been  shown  that  there  is  no  valid  founda- 
tion for  the  claims  made  by  Mr.  Cook  with  respect  to  the  marketing  divi- 
sion of  the  petroleum  industry.  Jobbers  are  not  being  eliminated  as  he 
stated,  but  are  increasing  in  number  and,  as  shown  by  Mr.  Blazer,  have  a 
definite  place  in  the  industry.  Service  station  operators  likewise  are  not 
"controlled"  by  the  majors  and  are  not  being  forced  out  of  business.  Prices 
are  extremely  competitive,  and  this  fact  alone  accounts  for  many  of  Mr. 

^^Ibid.,  p.  9100.  ^-■^Ihid..  Mr.  Hall,  p.  9095;  Mr.  Klein,  p.  9121. 

^■^Ibid.,  p.  9118. 
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Cook's  complaints.  There  is  nothing  iniquitous  about  price  leadership. 
A  price  leader  is  merely  the  marketer  who  publicly  announces  the  changes 
in  price  brought  about  by  market  conditions.  He  cannot  and  does  not  con- 
trol prices. 

The  foregoing  discussion  of  marketing  concludes  the  examination  of  Mr. 
Cook's  treatment  of  the  conditions  in  the  four  principal  branches  of  the 
petroleum  industry.  In  each  part  of  his  discussion,  he  has  ignored  much 
of  the  testimony  before  the  T.N.E.C.  and  he  has  analyzed  inadequately 
much  of  the  testimony  which  he  does  not  ignore.  By  attempting  to  prove 
or  suggest  a  gigantic  conspiracy  among  the  majors  to  oppress  all  the  inde- 
pendents, by  attacking  the  industry  at  every  point,  he  has  failed  to  make 
a  thorough  study  of  the  facts  and  a  careful  appraisal  of  the  arguments.  By 
attacking  everything,  by  not  concentrating  on  the  most  troublesome  prob- 
lems of  the  industry,  he  has  failed  to  make  any  constructive  suggestions  to 
deal  with  the  conflicts  of  interest  and  to  develop  a  program  which  will  do 
justice  to  all  parties  in  the  industry  and  advance  the  national  economy. 

He  has  failed  to  appraise  the  industry  from  the  standpoint  of  the  na- 
tional economy.  He  has  ignored  the  fact  that  the  T.N.E.C.  was  primarily 
interested  in  ways  to  increase  the  employment  of  men  and  capital  and  to 
add  to  the  national  purchasing  power.  Unfortunately  perhaps,  Mr.  Cook 
did  not  look  at  the  problem  from  the  consumer  point  of  view;  he  was  little 
concerned  with  efficiency  of  operations.  As  he  stated  in  his  preface,  "the 
consumer  aspect  of  the  problem  of  the  majors'  control  of  the  industry  is  not 
developed  in  this  survey."  Mr.  Cook  has  ignored  all  the  achievements  of 
the  industry  and  its  great  contributions  to  national  welfare  and  strength. 
The  following  chapter  will  try  briefly  to  make  up  for  so  serious  an  omission. 


Achievements  of  the  Petroleum  Industry 

If  the  results  of  an  industry's  activities  are  to  be  called  achievements,  if 
it  is  to  be  called  a  success  from  the  point  of  view  of  the  well-being  of  the 
whole  national  economy,  the  results  have  to  be  measured  by  generally  ac- 
cepted standards.  What  are  those  standards?  Clearly  they  are  something 
more  than  sales,  costs,  and  profits,  which  determine  success  from  a  pri- 
vate financial  point  of  view.  The  most  commonly  accepted  standards 
evaluate  the  industry  from  the  point  of  view  of  the  consumers,  the  em- 
ployees, the  competitors,  the  investors,  and  the  Government.  From  any 
point  of  view,  an  industry  has  to  be  progressive  in  technology  and  manage- 
ment to  meet  the  other  standards.  From  the  consumers'  point  of  view,  the 
standards  are  good  and  improved  products,  sold  at  low  prices,  distributed 
in  a  convenient  manner.    From  the  employees'  point  of  view,  the  standards 
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are  high  wages,  reasonably  short  hours,  stable  employment,  and  fair  and 
courteous  treatment  of  the  individual.  From  the  competitive  point  of  view, 
all  that  can  fairly  be  required  is  the  standard  of  free  opportunity  for  effi- 
cient enterprises  to  enter  into  and  remain  in  the  field.  From  the  investors' 
point  of  view,  the  investment  should  be  reasonably  safe  and  adequately  re- 
warded, and  the  financial  results  of  the  operations  should  be  clearly  reported. 
The  Government's  standards  should  embrace  all  the  others  and  look  espe- 
cially at  conservation  of  irreplaceable  natural  resources  and  adequate  sup- 
port to  national  defense  in  times  of  emergency. 

The  petroleum  industry  meets  these  standards  so  well  that  its  results  may 
well  be  called  its  achievements.  Whether  we  look  at  the  quantity,  quality, 
and  prices  of  products,  at  technological  progressiveness,  at  labor  conditions, 
or  at  adequate  preparedness,  the  industry  meets  the  standards  of  success 
from  a  public  point  of  view.  Achievements  are  conspicuous  in  every  branch 
of  the  industry  and  in  every  phase  of  its  activities. 

In  the  production  branch  of  the  industry,  the  majors  and  the  independ- 
ents have  been  so  successful  in  finding  new  oil  reserves  that  it  is  now  pos- 
sible to  satisfy  the  demand  for  crude  oil  without  doing  violence  to  conserva- 
tion and  robbing  the  future  by  prematurely  exhausting  the  reservoir  energy 
and  leaving  recoverable  oil  in  the  ground.  For  1926,  proven  oil  reserves 
were  estimated  by  the  Federal  Oil  Conservation  Board  to  be  4,500,000,000 
barrels;  for  1938,  there  were  estimated  by  the  American  Petroleum  Institute 
to  be  15,856,000,000  barrels.  In  1926,  the  proven  reserves  were  somewhat 
less  than  6  times  the  annual  domestic  production  of  crude  oil;  in  1938  the 
proven  reserves  were  over  13  times  the  annual  domestic  production  of  crude 
oil.  This  increase  in  oil  reserves  is  a  result  of  the  application  of  the  modern 
scientific  methods  which  Mr.  DeGolyer  outlined  to  the  T.N.E.C.  Much 
of  the  gamble  has  been  taken  out  of  exploration  effort.  The  figures  for 
the  growth  of  crude  oil  reserves  are  given  in  Table  3.^  As  a  result  of  the 
technical  improvements  in  drilling,  it  is  now  possible  to  drill  to  depths  long 
thought  impossible.  Both  the  deepest  drilled  depth  and  the  deepest  pro- 
ducing depth  have  increased.  In  1928,  both  of  these  were  8,523  feet;  in  1938, 
the  deepest  drilled  depth  was  15,004  feet  and  the  deepest  producing  depth 
was  13,206  feet.    These  and  other  figures  may  be  found  in  Table  4." 

As  a  result  of  proration,  which  the  industry  and  state  governments  have 
developed  and  which  the  Federal  Government  has  aided  through  authoriz- 
ing the  Interstate  Compact  and  passing  the  Connally  Act,  the  wastes  of 
competition  engendered  by  the  rule  of  capture  have  been  checked  and  the 
industry  has  learned  the  technique  of  orderly  production.  These  develop- 
ments in  the  production  branch  of  the  industry  have  greatly  strengthened 
the  whole  American  economy,  both  in  time  of  peace  and  in  time  of  defense. 

1  See  p.  757  injra.  -  See  p.  758  infra. 
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In  the  transportation  branch,  the  industry  has  developed  its  speciaUzed 
and  economical  forms — the  pipe  hne,  the  tanker,  and  the  transport  truck. 
By  its  prompt  extension  of  crude  pipe  Hnes  to  newly  developed  oil  fields, 
it  has  brought  the  world  market  to  the  door  of  all  the  producers.  The 
number  of  miles  of  petroleum  pipe  lines  of  the  companies  reporting  to  the 
Interstate  Commerce  Commission  increased  from  81,676  in  1928  to  95,973 
in  1938.^  By  reducing  the  costs  of  transportation,  the  industry  has  found 
economies  which  competition  has  passed  on,  partly  back  to  producers  in  the 
form  of  better  prices  for  crude  oil  which  encourage  new  finding  effort  and 
partly  forward  to  consumers  in  the  form  of  lower  prices  for  refined  products. 

In  refining,  technical  developments  have  reduced  costs  and  increased  gaso- 
line yields.  In  1928,  15.7  gallons  of  gasoline  were  obtained  from  a  barrel 
of  crude  oil  on  the  average;  in  1938,  18.6  gallons  were  obtained.  More 
figures  on  gasoline  yields  are  given  in  Table  5.*  As  a  result  of  improved 
processes,  the  demand  for  gasoline  can  be  satisfied  with  less  drain  on  crude 
oil  reserves.  The  annual  quantity  of  crude  oil  conserved  by  cracking  has 
been  estimated  to  have  reached  1,283,437,000  barrels  in  1938.  The  figures 
for  earlier  years  back  to  1920  are  given  in  Table  6.^  The  old  process  in 
which  crude  oil  was  refined  in  batches  was  succeeded  by  the  continuous 
process;  later  the  cracking  processes  were  introduced  to  break  down  the 
heavier  hydrocarbons  and  to  increase  gasoline  yields;  and  more  recently 
catalytic  cracking  has  been  developed  to  cut  cost,  increase  gasoline  yields, 
and  improve  quality.  These  technical  developments  have  made  possible 
great  improvements  in  the  design  of  automobile  and  airplane  engines  and 
have  increased  the  supply  of  quaUty  fuels  for  the  vital  needs  of  national  de- 
fense. The  achievements  of  refinery  technology  also  may  be  seen  outside 
the  production  of  motor  fuel;  of  the  other  improvements,  that  in  motor  oil 
is  perhaps  the  best  known  and  best  appreciated.  In  addition  to  the  products 
for  use  in  automobiles,  the  industry  has  manufactured  many  other  products 
from  crude  petroleum;  of  the  hundreds  that  might  be  mentioned,  toluol  for 
use  in  explosives  and  synthetic  rubber  are  those  that  have  most  recently 
attracted  public  attention. 

In  the  marketing  branch  of  the  industry,  vigorous  competition  has  led 
both  to  improved  services  and  reduced  costs.  The  improved  services  are 
well  known  to  the  public.  The  car  owner  can  patronize  any  of  the  numer- 
ous conveniently  located  filling  stations;  usually  he  does  not  even  have  to 
run  his  car  across  the  street.  At  almost  any  hour  the  motorist  can  find  a 
station  that  is  open.  He  is  accorded  courteous  treatment  by  well-trained 
attendants,  and  finds  available  the  facilities  of  modern  equipment  for  dis- 
pensing gasoline  and  motor  oil  as  well  as  for  lubrication  and  minor  adjust- 

^  Petroleum  Facts  and  Figures,  6th  ed.,  1939,  p.  99.  For  summary  statistics  of  pipe  line 
companies,  see  Table  2  in  the  appendix,  p.  757  infra. 

4  See  p.  758  infra.  ^  See  p.  759  infra. 
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ments  and  repairs.  He  finds  carried  in  stock  supplies  and  accessories,  such 
as  tires,  batteries,  chains,  poHshes,  antifreezes,  and  the  Hke.  He  is  assured 
of  reUable  products  of  standard  quaUties,  The  reduced  costs  are  less  well 
known  to  the  pubHc.  Economies  have  been  made  in  wholesale  marketing, 
both  in  the  operations  of  bulk  plants  and  terminals  and  in  the  transporta- 
tion of  products  from  refineries  to  filling  stations.  The  economies  have  been 
so  great,  in  fact,  that  the  total  cost  per  gallon  for  marketing,  both  whole- 
sale and  retail,  is  now  less  than  before,  even  before  marketing  services  have 
been  so  conspicuously  improved. 

As  a  result  of  the  improvements  in  all  branches  of  the  industry,  the  public 
has  been  given  a  wide  variety  of  petroleum  products  in  increased  quanti- 
ties, in  improved  quality,  and  at  lower  prices.  Gasoline  consumption  in- 
creased from  79,949,000  barrels  in  1918  to  338,881,000  barrels  in  1928,  and  to 
521,657,000  barrels  in  1938.®  The  great  increase  in  gasoline  production  has 
far  outstripped  any  other  commodity  in  general  use.  The  public  is  familiar 
with  the  improvements  which  result  in  easier  starting,  quicker  pick-up,  and 
reduced  knocking,  and  with  the  greater  power  of  the  motor  engines  which 
have  been  designed  to  take  advantage  of  the  kinds  of  gasoline  now  avail- 
able. The  general  public  is  little  concerned  with  such  technical  character- 
istics of  gasoline  as  volatility  and  antiknock  ratings,  although  they  measure 
important  technical  advances.  The  figures  on  these  characteristics  available 
in  the  T.N.E.C.  record  are  given  in  Table  8.^ 

With  all  the  increased  consumption  and  improved  quality  has  gone  a 
great  reduction  in  the  cost  of  gasoline  to  the  consumer,  although  this  reduc- 
tion is  somewhat  obscured  by  the  large  increases  in  gasoline  taxation  which 
have  made  the  industry  one  of  the  greatest  contributors  to  the  Public 
Treasury.^  This  great  reduction  in  the  cost  of  gasoUne  is  of  the  utmost 
significance;  it  not  only  immediately  affects  the  pocketbooks  of  millions  of 
Americans  but  also  indirectly  increases  their  power  to  purchase  other  com- 
modities and  thus  acts  to  reduce  idleness  of  men  and  machines.  The  average 
annual  price  of  gasoline,  exclusive  of  tax,  at  service  stations  has  declined 
from  29.74  cents  per  gallon  in  1920  to  17.9  cents  in  1928  and  to  14.07  cents  in 
1938.^  The  course  of  retail  prices  for  the  period  from  1919  to  1939  is  given 
in  Exhibit  1208.^°  The  prices  to  the  consumers  have  been  lowered  more 
than  the  cost  of  living  and  more  than  wholesale  prices  generally.    Table  9  ^^ 

^  Figures  for  the  intervening  years  are  given  in  Table  7,  p.  759,  infra,  along  with  motor 
vehicle  registrations  and  domestic  production  of  crude  oil. 

^  See  p.  760  infra. 

s  Petroleum  is  one  of  the  most  heavily  taxed  industries.  According  to  Mr.  J.  Howard  Pew's 
testimony,  the  petroleum  industry's  contribution  to  public  revenues  was  about  $1,000,000,000 
yearly  (Temporary  National  Economic  Committee  Hearings,  pt.  14,  p.  7175).  For  some  com- 
parative figures  of  taxes  as  percentages  of  sales,  sec  Temporary  National  Economic  Committee 
Monograph  No.  9,  Taxation  of  Corporate  Enterprise,  especially  pp.  103-104. 

^Petroleum  Facts  and  Figures,  fifth  ed.,  1937,  p.  162;  sixth  ed.,   1939,  p.   118. 

^<>  T.N.E.C.  Hearings,  pt.  15,  p.  8716. 

1^  See  p.  760  infra. 
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gives  comparative  indexes  of  the  United  States  retail  prices  of  gasoline, 
foods,  clothing,  housing,  fuel  and  light,  and  sundries  for  the  period  1920-38. 
From  1928  to  1938,  the  retail  price  of  gasoline  (exclusive  of  tax)  declined 
over  21  per  cent,  while  the  cost  of  living,  according  to  the  National  Indus- 
trial Conference  Board  index,  declined  slightly  more  than  14  per  cent.  Prices 
of  petroleum  products  have  declined  more  than  wholesale  prices  generally 
and  more  than  any  of  the  major  groups  of  commodities  included  in  the 
indexes  of  the  United  States  Bureau  of  Labor  Statistics,  which  use  1926  as 
the  base  year.^"  From  1928  to  1938,  the  wholesale  index  of  petroleum  prod- 
ucts declined  from  72.0  to  55.9  while  the  "all  commodities"  index  declined 
from  96.7  to  78.6;  in  percentage  terms,  the  decline  of  petroleum  products 
was  over  22,  and  the  decline  of  all  commodities  was  less  than  19. 

These  reductions  in  price  have  not  been  made  at  the  expense  of  the  labor 
employed  by  the  industry;  on  the  contrary,  the  industry's  employees  have 
been  paid  good  wages  and  have  had  their  hours  of  labor  reduced.  Employ- 
ment through  the  year  has  been  stable,  labor  turnover  is  low,  accidents  have 
been  reduced,  and  the  industry  has  had  little  labor  strife.  In  all  these  im- 
portant aspects,  the  industry's  achievements  put  it  in  the  front  rank  of 
American  industries.  The  detailed  evidence  of  the  industry's  accomplish- 
ments with  regard  to  its  employees  can  be  found  in  the  testimony  of  H.  H. 
Anderson,  vice  president,  Shell  Oil  Co.,  Inc.,  before  the  T.N.E.C."  The 
record  was  so  convincing  that  it  called  forth  the  comment  from  Dr.  Isador 
Lubin,  Commissioner  of  Labor  Statistics,  who  represented  the  Department 
of  Labor  on  the  T.N.E.C:  "I  think  the  conclusion  is  self-evident,  that  the 
labor  conditions  in  the  industry  are  very,  very  good."  ^* 

In  view  of  all  these  accomplishments,  the  industry's  rewards  to  capital 
have  certainly  not  been  excessive.  Figures  on  investment  and  income  are 
not  available  for  the  entire  industry,  but  the  T.N.E.C.  record  has  figures 
for  some  of  the  larger  companies.  Mr.  John  D.  Gill,  vice  president,  Atlantic 
Refining  Co.,  presented  to  the  T.N.E.C.  a  chart  which  compared  the  earn- 
ings of  24  oil  companies  and  400  industrials  and  which  showed  that  the  rate 
of  return  of  the  oil  companies  was  below  that  of  the  400  industrials  in  every 
year  save  one.^'^  Standard  Statistics  was  quoted  in  the  T.N.E.C.  record  as 
saying  that  "the  stockholders'  cash  return  on  the  aggregated  invested  capital 
of  21  leading  oil  companies  for  which  comparable  data  are  available  aver- 
aged about  4  per  cent  a  year  for  the  15-year  period  1922-37.  Returns  for  135 
leading  industrial  corporations  for  the  same  period  averaged  better  than 
5  per  cent."  ^^  Mr.  Cook  admits  that  the  earnings  of  the  majors  for  the 
years  1924  to  1938  averaged  8.9  per  cent  on  the  par  or  stated  value  of  the 

^'^  Petroleum  Facts  and  Figures,  sixth  ed.,  1939,  p.   123. 

13  Temporary  National  Economic  Committee  Hearings,  pt.  16,  pp.  8987-9022;  pp.  9245-9304. 

^^Ibid.,  p.  9006.  '^^Ibid.,  pt.  14-A,  p.  7706. 

^^Ibid..  pt.  14,  pp.  7154,  7505. 
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common  stock,  or  5.6  per  cent  on  the  book  value  of  the  common  stock.^^ 
Modest  though  the  earnings  have  been,  they  have  sufficed  to  bring  additional 
capital  into  the  industry  to  finance  its  great  expansion. 

The  success  of  the  petroleum  industry,  when  judged  by  the  standards 
used  in  the  discussion  thus  far,  has  not  been  obtained  through  any  suppres- 
sion of  competitive  opportunity.  On  the  contrary,  the  industry  must  be 
judged  successful  when  the  standard  used  is  that  of  freedom  for  efficient 
competitors  to  enter  into  and  remain  in  the  field.  Mr.  Cook  would  deny 
this;  but  this  whole  reply  to  his  assertions  and  arguments  is  essentially  a 
refutation  of  such  a  denial.  Details  of  the  refutation  need  not  be  repeated 
here.  In  exploration,  drilling,  production,  refining,  transportation,  jobbing, 
and  retailing,  there  is  abundant  evidence  that  the  competitive  field  is  open 
and  that  the  number  of  independent  competitors  is  increasing. 

Thanks  to  the  vigorous  competition  in  the  petroleum  industry  which  is 
so  amply  shown  in  the  T.N.E.C.  testimony  and  in  which  so  many  enter- 
prises take  part,  the  industry  can  point  to  a  long  list  of  great  achievements. 
No  well-informed  person  would  claim  that  all  the  achievements  can  be 
credited  to  the  major  companies.  The  independents  contributed  their  share; 
so  also  have  the  research  agencies  of  universities  and  technical  schools  and 
of  governments.  The  state  conservation  commissions,  the  Interstate  Com- 
merce Commission,  the  Department  of  Commerce,  the  Department  of  the 
Interior,  the  Department  of  Justice,  and  the  Federal  Trade  Commission 
have  all  made  their  contributions  to  the  success  of  the  industry.  The  oil 
industry  has  been  aided  also  by  the  automobile  industry,  another  great  and 
progressive  American  industry.  No  one  will  deny  that  the  vigorous  com- 
petition in  the  industry  has  led  to  friction  and  complaints,  although  some 
of  the  complaints  contradict  one  another  and  many  others  are  voiced  only 
by  very  small  minorities.  But  the  complaints  which  arise  from  competition 
in  the  oil  industry  have  to  be  appraised  in  the  hght  of  the  other  results  of 
competition.    Mr.  Cook  failed  to  make  such  an  appraisal. 

Mr.  Cook's  whole  appraisal  of  the  petroleum  industry  stands  in  marked 
contrast  with  that  presented  in  another  T.N.E.C.  monograph  by  Dr.  Theo- 
dore J.  Kreps,  the  economic  adviser  to  the  T.N.E.C.  In  his  Monograph 
No  7,  Measurement  of  the  Social  Performance  of  Business,  Dr.  Kreps  gives 
petroleum  refining  either  third  or  fifth  rank  among  the  22  industries  he 
studied,  depending  on  the  standards  applied.^* 

The  achievements  of  the  oil  industry  are  not  the  sort  of  things  the 
American  public  expects  of  group  monopoly.  They  are,  in  fact,  not  the 
results  of  monopoly.  They  are  the  results  of  vigorous  competition  in  which 
both  majors  and  independents  take  part  and  in  which  efficient  business 
units  of  either  sort  can  survive  and  prosper, 

'^'^  Monograph  39,  p.  6.     His  statement  is  based  on  his  Table  4,  p.  61,  which  is  taken  from 
the  Temporary  National  Economic  Committee  Hearings,  pt.  14-A,  table  47,  p.  7863. 
18  Pp.  44-45. 
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Table  1. — Domestic  Marketing  Territory  of  20  Major  Oil  Companies,  by  States,  May  1939 
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Source:  Temporary  National  Economic  Committei  Hearings,  pt.  14-A,  Tabic  37,  pp.  7812-7813. 
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Table  2. — Summary  Statistics  of  Pipe-Line  Companies  Reporting  to  Interstate  Commerce  Commission, 

1929-y7 


Number 
of  com- 
panies 

Total 

invest- 
ment 

Operat- 
ing 
revenue 

Operat- 
ing 
expenses 

Net 
income 

Per  cent 
income 

is  of 
invest- 
ment 

11.5 
10.8 
8.9 
10.3 
13.0 
13.9 
12.9 
14.2 
16.8 

Number  of  miles 

Total 
number, 
employees 

Total 
com- 
pensa- 
tion 

Year 

Total 

96,612 
94,060 
92,037 
93,070 
93,724 
92,782 
93,090 
88,728 
85,796 

Trunk 

Gath- 
ering 

annual 
compen- 
sation 

1937 
1936 

'58 
52 
53 
53 

49 
49 
51 

40 
37 

Thous. 

of  dot. 
890,334 
850,981 
882,080 
815,447 
814,198 
805,696 
935,555 
868,895 
845,455 

Thcus. 

of  dot. 
248.645 
219,057 
197,368 
199.166 
217,192 
211,789 
222,944 
237,910 
251,411 

Thous. 
of  del. 
99,641 
92,899 
89,364 
86,884 
85,374 
86,003 
96,237 
99,364 
102,101 

Thous. 
ofdol. 
102,796 
91,742 
78,249 
84,143 
105,943 
112,362 
120,738 
123,741 
142,216 

56,811 
54,460 
52,657 
53,405 
52,865 
51,404 
51.287 
45,922 

39,801 
39,600 
39,380 
39,665 
40,859 
41,378 
41,803 
42,806 

24,168 

Thous. 
of  del. 
45,054 

$1,864 

1935 
1934 
1933 
1932 
1931 
1930 
1929 

21,515 

20,853 
18,884 
16,291 
19,854 
21,948 
23,457 

34,670 
32.462 
27,880 
28,184 
36,447 
40,473 
46,251 

1,611 
1,557 
1,476 
1,730 
1,836 
1,844 
1,972 

'  As  of  Dec.  31  of  the  year  indicated. 

Source:  Temporary  National  Economic  Committee  Hearings,  pt.  14-A,  Table  17c,  p.  7792. 

T.-^BLE  3- — Estimates  of  Petroleum  Reserves  in  the  United  States 
[Millions  of  barrels] 


Year  of  estimate 

Quantity 
estimated 

Estimating  authority 

1914 

1915 

1921 

1924 

1925 

6,000 
7,500 
9,000 

13,250 
5,000 
4.500 
10,000 
12,000 
10,638 
13,250 
10,763 
12,177 
10,575 
12,992 
12,400 
12,904 
15,507 
15,000 
15,856 
12,909 
13,976 
14,352 
17,505 

Ralph  Arnold. 

U.  S.  Geological  Survey. 

U.  S.  Geological  Survey  and  American  Association  of  Petroleum 

Geologists. 
U.  S.  Geological  Survey. 
American  Petroleum  Institute. 

1926 

Federal  Oil  Conservation  Board. 

1932 

Do. 

1933 

V.  R.  Garfias,  of  H.  L.  Dohertv  Co. 

1934  1 

19341 

1935' 

19351 

Petroleum  Administrative  Board. 
U.  S.  Geological  Survey. 
Petroleum  Administrative  Board. 
American  Petroleum  Institute. 

1936 

V.  R.  Garfias  and  R.  V.  Whetsel. 

1936 

Baker  (Oil  Weekly). 

The  Lamp,  Standard  Oil  Co.  (N.  J.). 

Oil  and  Gas  Journal. 

American  Petroleum  Institute. 

J.  Elmer  Thomas,  American  Association  of  Petroleum  Geologists. 

American  Petroleum  Institute. 

A.  McCoy  con  Weekly). 

Oil  and  Gas  Journal. 

Do. 
H.  C.  Weiss,  Humble  Oil  &  Refining  Co. 

1936 

1937 

1937 

1937 

1938 

1938 

1938  1 

19391 

1939 

1  January  1  of  the  year  indicated. 

Source:  Temporary  National  Economic  Committee  Hearings,  pt.  14-A,  Table  3b,  p.  7772. 
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Table  4. — Deepest  Tests  and  Deepest  Producing  Wells,  by  Years 

[Feet] 


Year 

Deepest 

Deepest 

Year 

Deepest 

Deepest 

drilled  depth 

producing  depth 

drilled  depth 

producing  depth 

1938 

15,004 

13,206 

1928 

8,523 

8,523 

1937 

12,786 

11,302 

1927 

8,046 

7,591 

1936 

12,786 

9,950 

1926  \... 

8,046 

7,591 

1935 

12,786 

9,836 

1925 

7,591 

1934 

11,377 

9,710 

1924 

7,319 

1933 

10,585 

9,710 

1909 

5,660 

1932 

10,585 

9,710 

1900 

2,800 

1931 

10,585 

8,823 

1895 

1,200 

1930 

9,753 

8,550 

1859 

69>^ 

1929 

9,280 

8,523 

1  Data  prior  to  1926  from  records  believed  to  be  approximately  correct. 

Source:  Petroleum  Facts  and  Figures,  6th  ed.,  1939,  p.  68,  which  gives  as  its  authority  the  Oil 
Weekly. 


Table  5. — Total  Gasoline  Production  from  Ke finer  its  in  the  United  States,  1918-38 


Year 

Crude  oil 
processed 
(thousands 
of  barrels) 

Gasoline 
from  crude 
oil  straight 
run  plus 
cracked 
(thousands 
of  barrels) 

Per  cent 

gasoline 

production 

from  crude 

oil 

Natural 

gasolin^ 

blended  at 

refinery 
(thousands 
of  barrels) 

Total  gaso- 
line from 
refinery 
(thousands 
of  barrels) 

Per  cent 
annual  in- 
crease in 
total  gaso- 
line from 
refineries 

1938  

1937 

1936 

1935 

1934 

1933 

1932 

1931 

1930 

1929 

1928 

1927 

1926 

1925 

1924 

1923 

1922 

1921 

1920 

1919 

1918 

1,165,015 
1,183,440 
1,068,570 
965,790 
895,636 
861,254 
819,997 
894,608 
927,447 
987,708 
913,295 
828,835 
779,264 
739,920 
643,719 
581,238 
500,706 
443,363 
433,915 
361,520 
326,025 

515,889 
519,760 
470,994 
426,817 
388,770 
376,245 
366,291 
396,394 
389,071 
388,621 
341,722 
298,273 
272,038 
239,965 
200,655 
174,416 
144,010 
120,187 
113,098 
91,278 
82,556 

44.28 
43.92 
44.08 
44.19 
43.41 
43.69 
44.67 
44.31 
41.95 
39.35 
37.42 
35.99 
34.91 
32.43 
31.17 
30.01 
28.76 
27.11 
26.06 
25.25 
25.32 

39,961 

39,381 

33,817 

31,025 

28,162 

25,346 

26,332 

35,116 

43,170 

46,457 

35,223 

32,162 

27,696 

19,636 

14,746 

6,687 

3,662 

2,517 

3,153 

2,957 

2,451 

555,850 
559,141 
504,811 
457,842 
416,932 
401,591 
392,623 
431,510 
432,241 
435,078 
376,945 
330,435 
299,734 
259,601 
215,401 
181,103 
147,672 
122,704 
116,251 
94,235 
85,007 

-0.59 

10.8 

10.2 

9.8 

3.8 

2.3 

-9.0 

-.17 

-.65 

15.4 

14.1 

10.2 

15.5 

20.5 

18.9 

22.6 

20.3 

5.6 

23.4 

10.9 

Source:  Temporary  National  Economic  Committee  Hearings,  pt.  15,  Table  1,  p.  8648. 
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Table  6. — Conservation  of  Crt/de  Oil  Through  Operation  of  Cracking  Processes 


Actual 

yield  of 

straight-run 

Total  quantity 

Actual 

Quantity  of 

Quantity  of  crude 

of  gasoline  pro- 

crude oil  which 

oil  conserved  by 

Crude  oil 

duced  from  crude 

of  crude  oil 
run  to  stills 
(thousands 
of  barrels) 

would  have  been 

cracking  (differ- 

conserved 

oil,  including 

required  without 

ence  between 

by  crack- 

Year 

gasoline 

from  crude 

oil  (per  cent) 

cracked  gasoline 
(thousands 

cracking 
(thousands 

columns  4  and  3) 
(thousands 

ing 
(per  cent) 

of  barrels) 

of  barrels) 

of  barrels) 

(1) 

(2) 

(3) 

(4) 

(5) 

(6) 

1938 

21.07 

515,889 

1,165,015 

2,448,452 

1,283,437 

52.42 

1937 

21.26 

519,760 

1,183,440 

2,444,779 

1,261,339 

51.59 

1936 

21.65 

470,994 

1,068,570 

2,175,492 

1,106,922 

50.89 

1935 

22.70 

426,817 

965,790 

1,880,251 

914,461 

48.64 

1934 

23.04 

388,770 

895,636 

1,687,370 

791,734 

46.92 

1933 

22.71 

376,245 

861,254 

1,656,737 

795,483 

48.02 

1932 

23.83 

366,291 

819,997 

1,537,100 

717,103 

46.65 

1931 

24.59 

396,394 

894,608 

1,612,013 

717,405 

44.50 

1930 

24.22 

389,071 

927,447 

1,606,404 

678,957 

42.27 

1929 

24.79 

388,621 

987,708 

1,567,652 

579,944 

36.99 

1928 

24.00 

341,722 

913,295 

1,423,842 

510,547 

35.86 

1927 

23.77 

298,273 

828,835 

1,254,830 

425,995 

33.95 

1926 

22.88 

272,038 

779,264 

1,188,977 

409,713 

34.46 

1925 

23.16 

239,965 

739,920 

1,036,118 

296,198 

28.59 

1924 

23.40 

200,655 

643,719 

857,500 

213,781 

24.93 

1923 

23.13 

174,416 

581,238 

754,068 

172,830 

22.92 

1922 

22.77 

144,010 

500,706 

632,455 

131,749 

20.83 

1921 

22.60 

120,187 

443,363 

531,801 

88,438 

16.63 

1920 

22.61 

113,098 

433,915 

500,212 

66,297 

13.25 

Source:  Temporary  'National  Economic  Committee  Hearings,  pt.  15,  Table  2,  p.  8648. 

Table  7- — Gasoline  Consumption,  Domestic  Crude  Oil  Production,  and  Motor-Vehicle  Registrations,  by 

Years,  1900-38 


Year 


1938 
1937 
1936 
1935 
1934 
1933 
1932 
1931 
1930 
1929 
1928 
1927 
1926 
1925 
1924 
1923 
1922 
1921 
1920 
1919 


Gasoline 

consump- 


521,657 
518,760 
481,606 
434,810 
410,339 
380,494 
377,791 
407,843 
397,609 
382,878 
338,881 
305,367 
268,128 
232,745 
196,586 
175,088 
137,770 
116,840 
108,948 
88,648 


Motor  vehi- 
cle regis- 
trations 


29,485,680 
29,705,200 
28,165,550 
26,230,834 
24,951,662 
23,843,591 
24,115,129 
25,832,884 
26,545,281 
26,501,443 
24,493,124 
23,133,243 
22,001,393 
19,937,274 
17,595,373 
15,092,177 
12,238,375 
10,463,295 
9,231,941 
7,565,446 


Domestic 

production 

of  crude 


on 


1,213 
1,279. 
1,098. 

996. 

908. 

905. 

785. 

851. 

898. 
1,007. 

901. 

901. 

770. 

763. 

713: 

732. 
557, 
472. 
442. 
378, 


000 
000 
516 
596 
065 
656 
159 
081 
Oil 
323 
474 
129 
874 
743 
940 
407 
531 
183 
929 
367 


Year 


1918. 
1917. 
1916. 
1915. 
1914. 
1913. 
1912. 
1911. 
1910. 
1909. 
1908. 
1907. 
1906. 
1905. 
1904. 
1903. 
1902. 
1901. 
1900. 


Gasoline 
consump- 
tion ^ 


79,949 

CO 


Motor  vehi 
cle  regis- 
trations 


6,146,617 

4,983,000 

3,513,000 

2,446,000 

1,711,000 

1,258,000 

944,000 

640,000 

469,000 

312,000 

198,000 

142,000 

107,000 

78,000 

55,000 

32,920 

23,000 

14,000 

8,000 


Domestic 

production 

of  crude 

oili 


335,928 
335,316 

300,767 
281,104 
265,763 
248,446 
222,935 
220,449 
209,557 
183,171 
178,527 
166,095 
126,494 
134,717 
117,081 
100,461 
88,767 
69,389 
63,621 


^  Unit  is  thousands  of  barrels. 

^  Authoritative  figures  prior  to  1918  are  not  available. 

Source:  Temporary  National  Economic  Committee  Hearings,  pt.  14-A,  Table  2,  p.  7771. 


760     FACT  AND  FANCY  IN  THE  T.N.E.C.  MONOGRAPHS 

Table  8. — Changes  in  the  Volatility  and  Antiknock  Quality  of  Gasoline  Produced  in  the  United  States 


Year 


1938. 
1937. 
1936. 
1931. 
1930. 
1929. 
1928. 
1927. 


Volatility  as  Fahren- 
heit temperature  at 
which  the  indicated 
percentages  distilled 


10  per 

50  per 

cent 

cent 

138 

243 

139 

244 

140 

244 

139 

254 

144 

258 

151 

263 

151 

263 

154 

266 

90  per 
cent 


351 
353 
353 
366 
369 
379 
379 
382 


Anti- 
knock 
quality 
octane 
number 


69.9 
69.1 

68.7 
65.4 
64.9 


Year 


1926. 
1925. 
1924. 
1923. 
1922. 
1921. 
1920. 
1919. 


Volatility  as  Fahren- 
heit temperature  at 
which  the  indicated 
percentages  distilled 


10  per 
cent 


159 
165 
166 
173 
172 
173 
187 


50  per 
cent 


265 
271 
269 
268 
269 
261 
265 
261 


90  per 
cent 


381 

384 
386 
379 
376 
377 
379 
361 


Anti- 
knock 
quality 
octane 
number 


50 
50 
50 
50 
50 


^  Octane  number  estimated. 

Note. — All  figures  except  the  estimated  octane  numbers  are  from  Bureau  of  Mines  publications. 
Figures  for  the  years  1920  to  1930,  inclusive,  and  for  1936  and  1937  are  unweighted  averages  for 
sets  of  samples  obtained  in  winter  and  summer.   The  1931  figures  are  for  winter  samples  only. 

The  1936,  1937,  and  1938  series  of  samples  differentiated  between  samples  representing  grade 
designated  as  "Premium,"  "Regular,"  and  "Third  grade."  Weighted  averages  were  computed 
on  the  basis  of  the  assumption  that  the  total  volume  of  gasoline  represented  was  7.5  per  cent 
premium,  80  per  cent  regular,  and  12.5  per  cent  third  grade. 

Source:  Temporary  National  Economic  Committee  Hearings,  pt.  15,  Table  11,  p.  8655. 

Table  9.- — Indexes  of  United  States  Retail  Prices,  Gasoline  Compared  with  Other  Essentials 

[1923  =  100] 


Year 

Gasoline 
service 
station 

(exclusive 
of  tax) 

Foods 

Clothing 

Housing 

Fuel  and 
light 

Sundries 

1938 

1937 

1936 

1935 

1934 

1933 

1932 

1931 

1930 

1929 

1928 

1927 

1926 

1925 

1924 

1923 

1922 

1921 

1920 

66.8 

69.2 

67.0 

64.3 

64.7 

58.8 

63.2 

61.7 

76.7 

85.0 

84.9 

86.7 

99.5 

95.3 

92.4 

100.0 

117.8 

123.9 

141.0 

80.9 

86.9 

83.9 

82.1 

75.3 

67.8 

69.7 

83.7 

101.7 

106.9 

105.6 

107.0 

110.6 

107.2 

99.1 

100.0 

96.8 

103.5 

136.2 

74.7 

76.9 

73.8 

75.0 

77.5 

67.6 

66.5 

79.5 

92.0 

98.7 

101.2 

100.5 

102.5 

102.5 

102.8 

100.0 

91.4 

97.6 

153.4 

87.1 

86.5 

77.9 

70.3 

64.8 

63.8 

72.4 

82.4 

89.5 

92.0 

93.7 

97.8 

101.3 

104.1 

106.3 

100.0 

95.9 

97.7 

89.2 

85.0 
85.2 
86.0 
85.7 
86.9 
85.2 
86.9 
90.5 
92.7 
93.4 
93.8 
95.1 
95.3 
94.1 
94.3 

100.0 
99.7 

101.8 
96.9 

97.4 

96.9 

94.6 

93.8 

93.2 

91.4 

93.6 

96.6 

98.7 

99.7 

100.7 

101.2 

101.4 

101.7 

101.0 

100.0 

101.0 

105.8 

107.2 

Source:  Petroleum  Pacts  and  Figures,  6th  Ed.,  1939,  p.  119,  which  gives  as  its  authority: 
"National  Industrial  Conference  Board,  all  indexes  except  gasoline;  gasoline  index,  American 
Petroleum  Institute." 


REVIEW   OF    T.N. E.G.    MONOGRAPH    NO.    40 

Kegtdation  of  Economic  Activities  in  Foreign 

Countries 

THE  object  of  an  investigation  of  concentration  of  economic  power  in 
foreign  countries  is  threefold:  (1)  It  has  to  deal  with  economic  activi- 
ties leading  to  concentration,  and  (2  and  3)  with  regulations  applied  to  them. 
These  regulations  are  (2)  sometimes  designed  to  prevent  such  concentration, 
and  (3)  at  other  times  purposely  to  further  it,  either  because  concentration 
facilitates  regulation  or  because  it  is  considered  desirable  in  itself. 

Had  the  inquiry  into  the  regulation  of  economic  activities  in  foreign  coun- 
tries, which  forms  No.  40  of  the  monographs  published  by  the  T.N.E.C, 
been  in  the  hands  of  a  single  authority,  these  distinctions  no  doubt  would 
have  been  worked  out  very  clearly.  For  obvious  reasons  some  parts  of  the 
inquiry  had  to  be  intrusted  to  outsiders;  they  have  probably  enriched  it  by 
their  detailed  knowledge,  but  lessened  its  homogeneity. 

The  inquiry  embraces  seven  countries:  Great  Britain,  Germany,  France, 
Mexico,  Brazil,  Argentina,  and  Chile.  They  represent  (1)  an  industrial 
group  composed  of  countries  with  an  old  industrial  civilization  and  (2)  a 
preponderantly  agrarian  group  of  economically  underdeveloped  nations. 

The  limitations  of  space  and  the  difficulties  of  obtaining  competent  col- 
laborators may  explain  the  absence  of  some  rather  instructive  cases  of  regu- 
lation, especially  in  New  Zealand  and  in  Australia.  When  the  United  States 
of  America  was  still  in  the  horse-and-buggy  age  and  when  Great  Britain 
was  still  the  standard  bearer  of  laissez  faire,  the  Australians  had  developed 
in'  their  land  policies  and  in  their  "new  protection"  very  interesting  types 
of  regulation  of  economic  power. 

The  monograph  is  divided  into  eight  parts:  Parts  I-VII  deal  with  the 
seven  countries  mentioned  above,  in  the  same  order;  Part  VIII  contains 
some  general  conclusions  on  Latin  America.  Dr.  Louis  Domeratsky,  of  the 
Bureau  of  Foreign  and  Domestic  Commerce,  wrote  Part  I,  on  Great  Britain; 
Dr.  Rudolf  Callman,  a  portion  of  Part  II,  on  Germany;  and  Dr.  Agnes 
Roman,  an  economist  for  the  T.N.E.C,  wrote  most  of  the  remainder  of  the 
monograph  from  memoranda  and  reports  assembled  from  various  sources. 

This  review  will  not  attempt  to  discuss  the  parts  of  the  monograph 
seriatim,  but  will  treat  it  under  four  heads:  (1)  Latin  America,  (2)  Great 
Britain,  (3)  France,  (4)  Germany. 
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The  report  on  Mexico  (pp.  151-164)  presents  a  suggestive  study  of  Mex- 
ico's efforts  to  curb  the  concentration  of  economic  power  in  the  hands  of 
a  small  group  of  land  owners  by  far-reaching  agrarian  reforms.  The  pic- 
turesqueness  of  the  Mexican  scene  is  apt  to  mislead  inquirers  and  make 
them  imagine  that  there  is  much  to  be  learned  from  close  observation. 
Agrarian  reform  and  nationahzation  of  railways  could  be  studied  much 
more  profitably  in  Europe.  It  is  especially  to  be  regretted  that  there  is  no 
report  on  regulation  of  the  land  monopoly  in  Ireland,  where  an  almost 
complete  concentration  of  economic  power  in  relatively  few  hands  pre- 
vailed until  the  latter  part  of  the  nineteenth  century. '  A  series  of  revolu- 
tionary legislative  enactments  first  gave  the  Irish  tenants  security  by  fixing 
payments  for  their  holdings  in  judicial  rent  courts,  and  later  on  by  con- 
verting them  into  owners  with  the  help  of  British  credit.  The  Irish  land 
question  is  no  longer  in  an  experimental  stage — like  the  reforms  in  Mex- 
ico. It  is  a  finished  story;  and  the  control  of  monopolist  prices  (rents)  by 
judicial  decree  which  was  inaugurated  sixty  years  ago  is  one  of  the  boldest 
acts  of  regulation  ever  attempted. 

Regulation  in  the  Latin  American  countries  with  which  the  report  deals 
(Parts  IV-VIII,  pp.  103-168)  had  a  distinct  goal;  it  was  generally  directed 
against  foreigners.  The  Brazilian  coffee  legislation  attempted  to  establish 
monopohst  prices  for  the  benefit  of  coffee  planters.  It  was  not  intended 
to  break  up  the  concentration  of  economic  power  in  their  hands,  but  rather 
to  consolidate  it  at  the  expense  of  foreign  consumers — with  the  help  of 
foreign  loans.  In  a  similar  way  the  Argentine  government  attempted  a 
co-operative  organization  of  national  meat  producers  in  a  monopolist  com- 
bine in  order  to  be  able  to  face  the  foreign  packers  who  endeavored  to 
exploit  the  Argentine  cattle  raisers  by  means  of  a  purchase  monopoly — 
forbidden  by  an  Argentine  antitrust  law. 

Most  Latin  American  countries  are  in  a  quandary.  They  need  foreign 
capital  for  the  exploitation  of  their  undeveloped  resources,  and  they  object 
to  foreign  exploitation.  Their  primary  industries — mining,  nitrates,  oil — 
are  extractive.  By  their  very  nature  they  represent  wasting  assets;  they 
have  to  be  run  as  large-scale  enterprises  in  which  some  sort  of  monopolist 
concentration  is  almost  inevitable.  The  foreign  entrepreneurs  who  turned 
these  resources  into  "cash  crops"  naturally  depleted  them  in  the  long  run. 
This  depletion  is  not  due  to  foreigners  or  to  capitalism  as  such;  even  under 
a  nationahst  and  socialist  regime,  the  oil  pumped  to  the  surface  or  the  ores 
mined  and  smelted  cannot  be  returned  to  the  soil.  The  depletion  of  these 
industries  by  foreign  capital  offers,  however,  an  excellent  issue  on  which 
sentimental  socialism,  antiforeign  nationalism,  and  antimonopolism  can 
join  hands.    The  nitrate  legislation  of  Chile,  the  oil  legislation  of  Mexico, 
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though  not  the  meat-packing  legislation  of  Argentina,  fall  under  this  head. 

These  countries  see  the  drain  caused  by  payments  on  foreign  investments 
— especially  when  exports  fetch  low  prices — and  forget  the  earlier  imports 
of  foreign  capital,  which  built  many  of  their  cities,  ports,  and  public  utilities. 
Quite  naturally  the  dualism  which  runs  through  modern  United  States 
regulation  policies,  that  weird  combination  of  "trust  busting"  and  com- 
pulsory cartelization  all  around,  is  reflected  in  their  legislation. 

They  furnish  at  the  same  time  some  very  interesting  examples  of  regu- 
lation in  particularly  trying  circumstances.  The  adjustment  of  the  Chilean 
nitrate  industry,  which  possessed  a  world  monopoly  thirty  years  ago,  to 
the  competition  of  redundant  synthetic  nitrate  plants  in  many  countries 
may  serve  as  an  example.  The  enumeration  and  the  analysis  of  the  many 
legal  attempts  made  by  the  Argentine,  Chile,  Mexico,  and  Brazil  to  pre- 
vent concentration  of  economic  power  in  private  (foreign)  hands  or  to 
bring  it  into  the  sphere  of  the  National  Government  make  very  inter- 
esting reading.  These  countries  realize  clearly  that  they  can  no  longer 
rely  on  exports  of  foodstuffs  and  mining  products.  They  have  to  indus- 
trialize themselves;  they  do  so  by  the  time-hallowed  method  of  protection 
of  infant  industries,  the  oldest  and  most  primitive  method  of  regulation. 
They  are  shaking  ofif  foreign  capitalist  domination,  partly  by  nationalizing 
transportation  and  utilities  and  partly  by  the  very  effective  method  of 
repudiation  and  bankruptcy  (by  monetary  manipulation,  by  open  declara- 
tion, or  by  a  combination  of  both). 

The  reports  on  regulation  in  those  four  Latin  American  countries  are 
very  suggestive — not  because  they  reveal  original  constructive  methods  of 
regulation,  from  which  one  could  learn  much — but  by  their  combination 
of  anticapitalism  with  fervent  industrialism,  and  of  agrarian  revolution 
with  agrarian  and  industrial  protectionism. 

The  conditions  in  general  in  Latin  America  differ  far  too  much  from 
those  in  the  United  States  to  serve  as  patterns  which  might  be  profitably 
copied.  The  highly  industrialized  European  countries  offer  much  better 
object  lessons  in  this  respect — although  there  are  fundamental  divergencies 
between  them  which  should  not  be  overlooked  in  any  comparative  analysis. 

II 

Of  the  three  European  countries  with  which  this  report  (Parts  I-III)  is 
dealing — Great  Britain,  France,  and  Germany — the  first  and  the  last  pres- 
ent conflicting  evidence. 

Great  Britain  is  the  only  large  European  industrial  country  which  for 
almost  one  hundred  years  has  honestly  and  sincerely  attempted  to  prevent 
concentration  of  economic  power.  The  aim  of  British  free-trade  policy  as 
formulated  by  the  Manchester  School  was  not  mere  commercial  expansion; 
its  fundamental  object  was  the  destruction  of  the  land  monopoly  of  the 
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feudal  classes  and  the  prevention  of  the  rise  of  other  monopolies.  It  did 
not  succeed  in  every  respect.  The  triumph  of  the  Anti-Corn  Law  League 
deprived  the  relatively  small  land-owning  class  of  Great  Britain  of  monopo- 
list profits  from  their  lands,  which  they  had  been  making  at  the  expense 
of  the  consumer;  it  did  not  break  up  the  concentration  of  land  in  relatively 
few  hands.  The  attempt  at  re-establishing  peasant  proprietorship  by  divid- 
ing up  large  estates,  as  was  done  later  in  Ireland,  failed;  it  was  branded  as 
socialism  when  it  was  first  proposed.  But  the  influence  of  the  Manchester 
School  was  strong  enough  to  maintain  a  free-trade  policy  for  nearly  a  hun- 
dred years  and  to  generate  an  individualist  spirit  which  refused  state  aid 
as  well  as  state  intervention.  Rugged  individualism  in  Great  Britain  was 
very  much  less  spectacular  than  in  contemporary  America;  but  it  did  not 
make  use  of  the  tariff  protection  for  which  its  American  rivals  incessantly 
clamored. 

Few  of  Great  Britain's  key  industries  attempted  to  form  trusts  on  the 
American  pattern  or  to  imitate  the  German  cartels.  Legislation  did  not 
forbid  them.  Under  the  Trade  Union  Act  of  1876,  price  agreements  were 
permitted;  but  violations  could  not  be  enforced  in  the  law  courts.  The 
country  which  had  accepted  collective  bargaining  by  labor  unions  as  part 
and  parcel  of  its  institutions  would  have  protected  collective  bargaining  by 
industriaUsts  too,  had  this  been  in  line  with  its  national  development.  There 
were  many  price  agreements,  especially  in  the  newer  industries  which  had 
international  affiliations.  There  was  no  popular  agitation  against  them 
like  the  antitrust  movement  in  the  United  States,  for  the  national  free-trade 
policy  made  ruthless  exploitation  of  the  home  market  impossible — without 
the  co-operation  of  foreign  producers  and  the  conclusion  of  international 
agreements.  Foreign  markets  moreover  were  as  important  to  the  staple 
industries  as  the  home  market;  they  could  scarcely  have  been  exploited 
by  a  purely  national  British  monopoly.  There  were  one  or  two  powerful 
combinations,  such  as  the  calico  printers;  their  financial  success  was  not 
sufficient  to  call  for  nation-wide  imitation. 

The  First  World  War  changed  the  position  of  British  staple  trades  funda- 
mentally. The  rise  of  industries  in  many  new  countries  reduced  the  mar- 
kets for  coal,  textiles,  and  steel.  Great  Britain  could  not  retort  by  an  all- 
round  reduction  of  costs.  Some  plants  were  obsolete.  Rates  of  interest 
were  much  higher  than  they  had  been  before.  Wages  had  risen.  Labor 
was  not  willing  to  give  up  its  dearly  won  position;  it  rather  took  the  atti- 
tude that  capitalism  might  be  tolerated  as  long  as  it  could  pay  rising  wages. 
If  the  entrepreneur  failed  to  make  the  profits  necessary  for  raising  the 
standard  of  living,  he  should  quit  and  make  room  for  an  administrator 
of  nationalized  plants.  Taxation  was  very  high.  Loss  of  markets  made 
for  unemployment,  and  unemployment  meant  not  only  the  dole  but  the 
slow  social  disintegration  of  large  areas. 

The  way  out  of  this  difficulty  was  reduction  of  redundant  plants  and 
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concentration  of  production  in  the  most  favored  works.  The  employers 
in  the  leading  industries  did  not  desire  to  combine  in  cartels;  they  did  not 
ask  for  help  from  the  Government  for  this  purpose.  Theirs  was  a  deeply 
rooted  individualism.  They  looked  to  the  process  of  natural  selection  for 
the  elimination  of  superfluous  plants.    But  this  would  take  a  long  time. 

The  report  details  with  brevity  and  clarity  the  successive  steps  which  the 
British  Government  was  forced  to  take  in  order  to  accelerate  contraction 
in  the  textile  and  the  coal  trades.  It  shows  the  strong  resistance  to  com- 
bination and  to  concentration  of  economic  power  put  up  by  the  entrepre- 
neurs, especially  by  the  small  ones.  The  pressure  for  concentration  and 
regulation  came  from  governments,  which  were  never  controlled  by  a  so- 
cialist majority.  The  main  line  of  action  taken  in  the  textile  industries  was 
the  formation  of  a  corporation,  which  was  to  buy  up  two  hundred  mills, 
scrap  the  weaker  plants,  halve  capitalization,  and  concentrate  production 
in  efficient  mills  (1929).  Later  (1936)  the  spinners  were  encouraged  to 
combine  and  to  put  a  levy  on  all  spinners,  with  which  redundant  plants 
were  to  be  bought  and  scrapped;  production  was  to  be  transferred  to  the 
remaining  better-equipped  works,  which  would  be  in  a  position  to  face 
foreign  competition;  price  cutting  was  to  be  discouraged.  Just  before  the 
outbreak  of  the  present  war  these  principles  were  embodied  in  an  Act  of 
Parliament  applying  to  the  entire  industry,  though  they  had  not  accom- 
plished their  purpose. 

There  were  very  nearly  a  thousand  (959)  coal  mining  concerns,  many 
of  them  rather  small  and  engaged  in  raising  coal  from  more  or  less  ex- 
hausted seams.  The  closing  of  the  pits  in  a  particular  area  would  necessi- 
tate the  transfer  of  populations  and  involve  the  collapse  of  all  local  life.  As 
wages  in  the  coal  trade  had  become  very  rigid,  adjustments  were  very  diffi- 
cult. They  were  attempted  by  an  adoption  of  those  continental  "malprac- 
tices" of  which  Great  Britain  had  complained  for  a  long  time:  fixation 
of  domestic  minimum  prices  at  a  profitable  level;  compulsory  carteliza- 
tion  by  allocating  production  quotas  to  each  district  and  to  each  mine; 
pressure  towards  amalgamation.  It  was  hoped  to  reduce  the  number  of 
separate  units  from  959  to  50  or  60.  A  good  deal  of  progress  has  been 
made,  but  the  problem  was  not  solved  at  the  outbreak  of  the  war. 

The  object  of  regulation  in  Great  Britain  was  threefold:  (1) -preservation 
of  industries  by  helping  them  to  hold  on  to  foreign  markets,  (2)  mainte- 
nance of  wages  and  employment,  and  (3)  protection  of  home  consumers 
against  monopolist  exploitation  due  to  concentration  of  economic  power 
in  the  hands  of  producers.  Some  of  these  ends  were  mutually  exclusive; 
but  the  British  Government  tried  hard  not  to  sacrifice  the  consumer.  In 
this  respect  it  has  been  upholding  the  old  British  economic  ideal,  welfare 
to  be  secured  by  providing  consumers'  wants  as  amply  as  possible — an 
ideal  which  is  being  discarded  in  many  countries  where  legislators  assume 
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that  plenty  is  dependent  merely  on  physical  quantities  and  not  on  low 
prices. 

The  one  exception  is  the  steel  industry,  in  which  the  Government  brought 
about  cartelization  by  using  the  weapon  of  the  tariff.  Its  agreement  with 
the  continental  steel  combine  limited  imports  into  Great  Britain  and  en- 
abled the  cartel  to  exploit  the  British  consumers.  It  is  to  be  regretted  that 
this  most  interesting  international  concentration  of  economic  power  is  men- 
tioned only  casually, 

III 

The  French  and  the  German  attitude  to  regulation  and  to  the  concen- 
tration of  economic  power  has  differed  from  the  British.  Both  countries 
had  never  made  laissez  faire  the  basis  of  their  policies — though  its  philoso- 
phy was  founded  in  France — but  both  have  incessantly  improved  the 
mechanism  of  the  modern  interventionist  state.  The  bureaucracy  in  each 
country  which  managed  its  pubHc  affairs  has  occasionally  passed  a  self- 
denying  ordinance;  though  it  never  had  the  slightest  inclination  of  abol- 
ishing itself.  Whenever  it  could,  it  concentrated  economic  power  within 
its  own  hands.  The  Second  French  Empire  and  the  Third  Republic  es- 
tablished or  maintained  state  monopolies;  they  practiced  public-works  poli- 
cies long  before  Anglo-Saxon  theorists  discovered  their  mystical  beauties. 
In  France  and  Germany  public  opinion  and  policy  were  generally  'pro- 
tectionist, especially  in  France,  where  protection  was  looked  upon  as  part 
of  the  "rights  of  man."  » 

The  French  Revolution  had  established  the  small  peasant  farmer  and 
had  made  him  the  pohtical  backbone  of  the  nation.  None  of  the  measures 
passed  in  other  countries  for  the  restoration  of  land  monopolies  were  tol- 
erated by  the  French.  The  concentration  of  wealth  in  a  few  hands  was 
abhorred;  the  attack  on  the  religious  orders  was  partly  due  to  this  fear, 
as  they  were  supposed  to  own  two  hundred  million  dollars'  worth  of  prop- 
erty. The  farmers  enjoyed  protection  under  all  regimes.  In  1936  a  wheat 
import  board  was  established  to  keep  the  price  of  wheat  above  world  market 
prices. 

Industrial  combinations  were  permitted,  after  the  fear  of  guild  monopo- 
lies had  vanished;  some  cartels  were  formed.  There  was  no  violent  anti- 
trust feeling  in  France,  since  until  the  First  World  War  industrial  devel- 
opment was  rather  modest.  The  reannexation  of  Alsace-Lorraine,  the  tem- 
porary incorporation  of  the  Saar,  and  the  modernizing  of  the  industries 
destroyed  in  the  war  changed  this  situation  completely.  France  became 
one  of  the  great  steel-producing  countries  of  the  world.  Concentration 
somewhat  on  the  German  pattern  became  popular,  and  the  French  indus- 
trialists very  early  began  to  entertain  ambitious  plans  for  the  concentra- 
tion of  the  entire  western  European  heavy  industries  under  their  control. 

The  changed  character  of  France's  economic  structure  naturally  strength- 


ECONOMIC  REGULATION  IN  FOREIGN  COUNTRIES     7(^7 

ened  the  labor  movement.  As  it  was  strongly  imbued  with  pacifism,  it 
attacked  with  particular  violence  the  iron  and  steel  industry,  which  was 
supposed  to  be  the  main  cause  of  war,  and  compelled  the  Government  to 
take  over  the  armament  plants  and  to  nationalize  the  railroads.  The 
French  Government  had  to  co-ordinate  a  policy  of  high  prices  for  the 
farmers  and  rising  wages  for  workers  with  low  cost  of  living,  defense  of 
the  gold  standard,  and  demands  for  exchange  control.  It  had  to  restrain 
at  the  same  time  the  influence  of  the  private  bankers  {Haute  Banque)  on 
the  Bank  of  France.  In  these  circumstances  no  really  intelligent  policy 
was  possible.  The  report  contents  itself  with  a  detailed  enumeration  of 
the  principal  measures  taken,  without  entering  into  an  analysis  of  the 
outcome  of  the  struggle  between  concentration  of  economic  power  and 
regulation.  For  the  outbreak  of  the  present  war  prevented  the  success  of 
many  experiments,  and  compelled  the  Government  to  adopt  a  series  of 
war  measures,  duly  mentioned  in  the  report,  which  are  no  longer  of  interest. 

IV 

Great  Britain  had  attempted  to  adjust  over-expanded  industries  to  a 
state  of  normal  activity  and  normal  profits  by  means  of  concentration  of 
production  under  governmental  supervision.  The  object  pursued  was  con- 
centration of  production,  not  of  power. 

In  Germany,  concentration  of  power  was  sought,  frequently  with  the 
blessing  and  the  help  of  the  Government.  For  the  Government  itself  was 
a  producer,  as  it  owned  railways  and  mines.  Outside  a  few  commercial 
and  financial  centers,  free  competition  was  not  popular  in  many  parts  of 
the  country,  where  the  spirit  of  the  guild  system  in  its  decay  was  preserved. 
The  "trust"  developed  in  Anglo-Saxon  countries  typifies  a  monopoly  which 
had  been  reached  by  the  ruthless  elimination  of  less  efficient  competitors; 
the  German  "cartel,"  on  the  other  hand,  is  a  combination  of  producers  who 
attempt  to  maintain  their  position  and  their  income  by  combining  against 
the  public.    It  is  a  medieval  guild  parading  as  modern  capitalism. 

The  German  law  courts  had  little  economic  training  and  favored  the 
cartel.  Their  parsimonious  minds  were  horrified  at  the  waste  of  scrapping 
a  not  yet  technically  defunct  plant.  It  was  far  preferable  to  fleece  the  con- 
sumer by  artificially  high  prices  than  to  relieve  him  by  the  elimination  of 
surplus  plants.  The  bureaucracy  and  the  military  preferred  monopoly  to 
free  competition,  especially  in  armament  plants.  They  would  much  rather 
deal  with  an  established  firm  like  Krupp's  than  with  a  newcomer — though, 
as  it  happened,  Krupp's  light  guns  proved  inferior  to  those  of  the  French 
army. 

Labor,  too,  favored  concentration.  They  disliked  the  power  due  to  it, 
but  they  looked  upon  it  as  a  passing  phase  which  signaled  the  impending 
doom  of  capitalism.     Marxism  has  taught  them  that  under  the  capitalist 
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system  production  units  and  the  ownership  of  these  units  tend  to  con- 
centrate in  the  hands  of  an  ever-decreasing  nunnber  of  capitaUst  employers, 
until  finally  but  a  handful  of  them  survive,  who  could  be  easily  liquidated 
by  a  victorious  social  democracy.  The  fatter  capitalism  grew  before  it 
was  slaughtered  the  better  it  was,  and  the  concentration  movement  showed 
that  it  was  fattening. 

Last  but  not  least,  the  banks  promoted  concentration  by  means  of  inter- 
locking directorships.  They  had  founded  and  financed  many  new  indus- 
tries; a  large  amount  of  their  own  and  their  depositors'  capital  had  been 
locked  up  in  them;  they  and  their  customers  held  their  bonds  and  shares. 
Their  heads  sat  on  their  clients'  directorates  whilst  their  industrial  cus- 
tomers had  joined  their  own  boards.  They  could  not  afford  to  let  these 
customers  collapse,  whose  gigantic  mistakes  they  had  generously  financed; 
they  would  have  been  dragged  along  with  them.  Nearly  all  big  crashes 
in  Germany  were  due  to  a  bank's  becoming  too  deeply  involved  in  financ- 
ing some  reckless  industrial  enterprise.  The  banks  naturally  used  their 
influence  with  their  customers  to  bring  about  price  agreements  and  com- 
bines amongst  them,  by  which  a  catastrophe  could  at  least  be  postponed, 
if  not  prevented.  Their  own  heavy  commitments  and  their  own  overex- 
pansion  drove  them  towards  concentration  among  themselves. 

These  tendencies  made  Germany  the  promised  land  of  concentration 
of  economic  power,  especially  in  the  form  of  the  cartel,  of  which  there 
were  550  to  600  before  the  First  World  War.  Germany  not  only  perfected 
the  cartel,  the  union  of  producers  of  identical  goods,  the  so-called  horizontal 
combination;  she  was  driven  to  develop  the  vertical  combine  in  which  the 
various  stages  of  production  are  united  in  a  single  enterprise. 

The  members  of  a  cartel  rarely  if  ever  worked  at  full  capacity.  As  output 
was  limited,  each  received  a  quota.  By  buying  up  this  quota  from  less 
efficient  members  and  by  transferring  it  to  their  own  plants,  favored  enter- 
prises could  expand  their  production,  and,  by  spreading  overhead  expense, 
greatly  increase  their  profits.  They  had  to  pay  a  heavy  price  for  this  quota 
(which  might  be  described  as  a  capitalization  of  inefficiency)  and  had  to 
charge  it  to  their  consumers.  An  increased  quota  naturally  strengthened 
the  position  of  an  enterprise  in  the  regularly  recurring  negotiations  over 
the  redistribution  of  quotas. 

The  same  object  was  achieved  by  other  methods.  The  acquisition  of  an 
enterprise  to  which  a  producer  could  sell  his  products  freed  part  of  his  out- 
put from  cartel  restrictions,  since  home  consumption  was  generally  not 
included  in  the  quota.  A  manufacturer  who  bought  a  plant  which  pro- 
duced raw  materials  or  half-finished  goods  which  he  needed  for  his  own 
processes  no  longer  depended  on  monopoly  prices.  A  coal  mine  which 
controlled  a  blast  furnace  secured  a  market  for  surplus  coke,  which  could 
be  processed  outside  the  quota,  and  a  steel  mill  which  owned  a  captive 
coal  mine  did  not  have  to  pay  monopoly  prices  for  coal  and  coke. 
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Thus  cartelization  led  almost  automatically  to  the  growth  of  vertical 
combinations  in  both  directions.  It  strengthened  the  prevailing  tendencies 
tovi^ards  uninterrupted  overexpansion.  The  habit  of  giving  orders  to  one 
part  of  the  concern  for  the  benefit  of  other  parts  expanded  production,  but 
profits  depended  on  ultimate  outside  consumers. 

The  greatest  of  the  modern  industrial  privateers,  Hugo  Stinnes,  recog- 
nized this  clearly  when  he  attempted  to  filch  the  state  railroads  from  the 
Weimar  Republic  at  the  darkest  hours  of  its  existence.  The  railroads  were 
the  final  consumers  of  coal  and  steel;  if  the  heavy  industries  could  get 
control  of  them  they  could  dump  their  surplus  production  whenever  they 
needed  to  do  so,  and  by  controlling  freight  rates  could  shift  the  burden. 
The  plan  failed;  the  railroads  remained  state  property;  but  the  men  at 
their  head  were  closely  affiliated  to  the  industrial  magnates  and  were  much 
more  interested  in  giving  orders  to  their  concerns  than  in  making  a  profit 
for  the  Republic. 

Some  mild  regulation  was  enacted;  a  somewhat  shy-faced  inquiry  into 
the  cartel  system  was  undertaken  (1905) ;  and  a  cartel  court  was  established. 

The  First  World  War  had  caused  concentration  of  production;  a  kind 
of  compulsory  cartelization  was  imposed  on  many  industries,  the  control 
of  which  was  shifted  from  private  entrepreneurs  to  the  Government.  This 
seemed  likely  to  continue  under  the  Weimar  Republic,  whose  socialist 
supporters  believed  in  concentration  of  production  but  were  opposed  to 
concentration  of  power  in  individual  hands  and  advocated  nationalization 
of  all  key  industries,  especially  the  heavy  industries. 

An  inquiry  was  organized  which  produced  voluminous  reports,  but  only 
mild  regulation,  for  the  Treaty  of  Versailles  had  unwittingly  strengthened 
the  influence  of  those  private  interests  who  wielded  economic  power.  All 
German  state  property  had  to  be  mortgaged  as  collateral  for  reparation 
payments,  and  any  extension  of  state  ownership  would  have  greatly  bene- 
fited ex-enemy  creditor  governments.  The  compulsory  delivery  of  coal  and 
coke  to  the  French  steel  industry,  part  of  which  had  been  taken  away  from 
its  former  German  owners,  associated  the  German  coal-mine  operators 
with  the  execution  of  the  peace  treaty,  for  the  German  Government  had 
to  buy  from  them  the  coal  which  it  had  to  furnish  to  their  rivals.  It  could 
not  expropriate  them  without  enriching  its  creditors,  and  it  was  not  strong 
enough  to  enforce  deliveries. 

The  mine  owners  attempted  a  modification  of  the  peace  treaty  in  ac- 
cordance with  their  own  private  views  and  interests  by  a  kind  of  sabotage, 
hoping  to  compel  their  French  rivals  to  come  to  terms  with  them.  The 
responsibility  for  the  invasion  of  the  Ruhr  was  partly  theirs,  and  for  the 
sequel  to  it,  the  unrestricted  spread  of  inflation  in  Germany.  The  indus- 
trial leaders  understood  inflation  far  better  than  governments  and  bankers; 
they  borrowed  large  sums  of  money,  bought  up  indiscriminately  any  in- 
dustrial or  agricultural  concern  which  happened  to  be  in  the  market,  and 
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repaid  these  debts  with  rapidly  depreciating  marks.  They  expanded  many 
of  their  combines  into  what  might  be  called  gigantic  "junk  shops"— most 
of  which  went  to  pieces  when  stabilization  was  suddenly  imposed  upon 
them. 

Whilst  concentration  of  economic  power  in  a  few  hands  was  progress- 
ing rapidly,  its  beneficiaries  attempted  to  stabilize  it  by  excluding  Gov- 
ernment and  parliament  from  intervention  in  business.  They  started  a 
scheme  for  self-government  in  industry  under  which  employers  and  em- 
ployees would  combine  and  would  run  cartelized  industries  by  a  joint 
board — at  the  expense  of  the  consumers,  whilst  Government  would  be 
precluded  from  interfering  with  prices.  They  planned  to  replace  a  demo- 
cratic political  parliament  by  a  vocational  diet — an  economic  council — dom- 
inated by  producers  (employers  and  employees)  which  was  to  handle  all 
legislation  connected  with  economic  issues. 

After  the  stabilization  of  the  mark  and  the  provisional  settlement  of  the 
reparation  question,  the  concentration  movement  suffered  a  setback.  The 
more  artificial  combines  cracked.  But  the  more  organic  combines  con- 
tinued to  flourish.  The  giant  trust  developed  in  the  chemical  industry,  and 
a  huge  combine  in  the  iron  and  steel  industry  was  formed  by  means  of  a 
holding  company.  Though  regulation  by  the  poHtical  power  increased 
somewhat,  it  facilitated  the  combination  of  German  and  French  steel  in- 
terests in  the  international  steel  combine,  which  finally  embraced  almost 
the  entire  European  steel  industry,  after  Great  Britain  had  been  forced 
into  unwilling  co-operation.  Its  object  was  the  imposition  of  monopolistic 
steel  prices  all  over  the  world. 

The  German  Government  started  an  inquiry  on  a  very  broad  basis  which 
produced  a  mass  of  useful  evidence  on  the  structure  of  German  industries. 
It  did  not  lead  to  fundamental  changes  in  regulation  until  the  advent  of 
the  crisis,  when  the  overexpanded  steel  industry  got  into  difficulties  and 
had  to  be  salvaged  by  the  Government.  The  same  fate  happened  on  an 
even  larger  scale  to  some  of  the  banks  who  were  hopelessly  tied  up  with 
their  industrial  debtors. 

The  history  of  the  Weimar  Republic  is  to  a  considerable  degree  a  strug- 
gle between  concentration  and  regulation.  The  author  of  the  report  on 
Germany  had  collected  a  great  mass  of  material  essential  to  an  under- 
standing of  it,  but  he  has  not  made  it  easy  for  the  outsider  to  see  that 
there  was  very  little  regulation  and  that  most  of  it  failed.  When  the  great 
depression  led  to  hasty  and  violent  regulation,  when  wages  and  interest 
rates  were  cut  down  by  decrees,  when  exchange  control  had  to  be  imposed, 
and  the  banks  had  to  be  compulsorily  amalgamated,  some  of  the  German 
industrialists  who  had  been  responsible  for  overexpansion  attempted  to  stop 
further  regulation  by  putting  the  Nazis  into  power. 

The  Nazi  Government  did  not  regulate;  it  commandeered.  Agriculture, 
industry,  commerce,  banking,  labor  were  each  combined  and  subjected  to 
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an  appointee  of  the  Government.  These  appointees  were  called  "leaders" 
in  order  to  appeal  to  romantic  German  traditions.  They  are  "commanders" 
who  represent  those  who  appoint  them,  somewhat  like  Napoleonic  pre- 
fects. The  economic  groups  under  their  command  are  no  longer  allowed 
to  exercise  their  own  judgment.  They  receive  orders  from  above  and 
they  have  to  carry  them  out.  They  may  be  consulted;  they  cannot  decide. 
Economics  have  become  the  servant  of  a  military  organization.  As  Ger- 
many possesses  limited  economic  resources,  they  have  been  carefully  han- 
dled; waste  is  not  permitted.  The  maximum  of  output  has  to  be  reached 
with  a  minimum  of  cost.  This  means  the  elimination  of  the  middle  man, 
compulsory  cartelization,  longer  working  hours,  reduction  of  consumption. 
As  over  half  of  the  national  output  has  to  serve,  directly  or  indirectly,  as 
war  material,  the  nation  has  to  live  on  the  other  half.  This  means  fixed 
prices,  fixed  wages,  regulated  profits,  severe  rationing,  complete  control  of 
savings  and  investment,  very  heavy  taxation.  The  final  report  gives  a  suc- 
cinct description  of  the  Nazi  economic  system;  it  is  excellent  as  a  presenta- 
tion of  facts  and  as  an  attempt  at  appreciation. 

It  is  to  be  regretted  that  there  is  no  summary  comparing  regulation  and 
concentration  in  Great  Britain,  France,  and  Germany.  The  diflFerence 
between  these  countries  might  be  formulated  somewhat  like  this:  The  Brit- 
ish have  realized  the  necessity  of  adjusting  their  economic  system  to  changed 
world  conditions;  they  are  prepared  to  contract  it  by  means  of  regulations. 
The  Germans  have  always  been  unwilling  to  contract  and  have  refrained 
from  effective  regulation  in  this  respect.  They  have  always  meant  to  ex- 
pand regardless  of  ulterior  consequences.  The  regulations  which  the  Nazis 
have  imposed  upon  the  German  economic  system  exact  its  temporary  con- 
traction with  the  view  of  final  expansion  over  the  world. 
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Price  Discrmination  in  Steel 

An  attempt  is  made  in  this  monograph  to  explore  statistically  and  graph- 
X\_  ically  the  extent  to  which  steel  prices  vary  according  to  the  size  of 
the  shipment  and  the  size  of  the  purchaser.  The  authors  are  John  M.  Blair 
and  Arthur  Reeside.  The  data  used,  covering  February  of  1939,  were 
originally  collected  by  the  Department  of  Justice  for  another  purpose; 
hence  the  authors  had  to  make  various  assumptions  in  analyzing  it  and 
frankly  admit  that  some  "irregularities"  developed;  they  say  that  "there- 
fore no  claim  is  made  to  statistical  perfection." 

The  questionnaire  covered  the  shipments  by  each  steel  plant  to  each 
consuming  district  by  products  for  the  complete  month  and  included  a 
separate  sheet  for  each  basing  point  used  by  the  plant  in  computing  prices 
for  delivery.  The  authors  state  (p.  1)  that  "the  danger  of  generalizing 
from  a  single  month  is  appreciated,"  but  do  not  point  out  anywhere  in 
the  report  the  substantial  variations  in  size  of  customers  and  shipments 
for  individual  products,  such  as  structural  steel,  between  winter  and  sum- 
mer months.  The  position  is  taken  that  the  period  covered  was  so  short 
and  the  breakdown  of  the  data  so  extensive  that  the  figures  were  spread 
to  a  point  where  the  items  reported  by  districts  could  be  practically  used 
as  individual  shipments.  A  further  assumption  was  that  large  buyers 
always  buy  in  large  quantities;  that  large  shipments  are  destined  for  large 
buyers,  while  small  shipments  go  to  small  buyers. 
We  now  present  comments  on  important  sections  of  the  monograph. 

BASIC  ASSUMPTIONS  OF  THE  STUDY 

The  study  contained  in  the  monograph  is  based  on  the  following  as- 
sumptions (pp.  1-3)  : 

1.  Items  reported  of  tonnage  shipped  during  February  1939  from  each 
mill  into  each  consuming  area  constituted  single  shipments  to  a  single 
buyer. 

2.  Shipments  made  during  the  month  of  February  1939  constituted  the 
whole  of  each  particular  order. 

3.  Large  shipments  (i.e.,  large  items  reported  as  shipped  into  a  particu- 
lar consuming  area  during  the  month)  were  made  to  large  buyers  and 
small  shipments  to  small  buyers. 

4.  Each  of  the  product  classifications  reported  constituted  a  single  product 
with  a  single  base  price. 
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5.  All  reported  items  were  accurate  as  to  tonnage  and  dollar  figures  and 
the  relation  between  them. 

6.  Extras  are  only  for  quantity,  and  for  quality  in  the  sense  of  a  finer 
grade  of  the  same  product. 

Each  of  these  assumptions  is  fundamentally  unsound  and  inconsistent 
with  facts  which  can  be  established  easily.  As  a  result,  the  study  itself  is 
highly  inaccurate. 

1.  It  is  the  exception  rather  than  the  rule  that  items  reported  of  tonnage 
shipped  during  February  1939  from  each  mill  into  each  consuming  area 
constituted  single  shipments  to  a  single  buyer.  In  almost  all  cases,  the 
large  tonnages  shipped  into  a  consuming  area  constituted  several  shipments 
to  diflferent  buyers.  While  these  facts  may  not  have  been  known  to  the 
writers  of  the  monograph,  they  could  easily  have  been  found  out  by  even 
a  superficial  investigation. 

Furthermore,  there  is  evidence  in  the  data  which  should  have  made  them 
doubt  their  assumption.  Many  of  the  consuming  areas  are  so  large  that  it 
would  be  unreasonable  to  make  even  a  preliminary  assumption  that  there 
was  only  one  buyer  from  a  particular  mill  in  such  area  during  the  month. 
(For  example,  in  Form  B  (pp.  35-36)  both  Pittsburgh  and  Chicago  are 
shown  as  consuming  areas,  including  various  important  industrial  counties, 
and  other  consuming  areas  include  all  or  most  of  some  important  industrial 
states.)  Other  evidence  is  found  in  the  fact  that  the  freight  absorption  per 
ton  is  very  low  on  the  largest  tonnage  groups — so  low  that  it  must  have 
consisted  of  absorption  of  switching  charges  only,  indicating  that  these 
items  were  shipments  to  the  consuming  area  in  which  the  mill  is  located.  It 
is  obviously  unreasonable  to  assume  that  a  mill  located  at  Pittsburgh  or 
Chicago  shipped  to  only  a  single  customer  in  its  home  area  during  the 
month  of  February. 

In  the  first  part  of  the  monograph,  it  is  mentioned  (p.  2),  after  "this  basic 
assumption"  is  set  forth,  that  "the  data  represent  to  a  limited  extent  com- 
binations of  shipments  rather  than  individual  shipments."  However,  it  is 
not  pointed  out  that  if  the  assumption  is  wrong  practically  all  of  the  con- 
clusions are  worthless.  Subsequent  to  this  single  admission  of  possible 
error,  which  is  discounted  almost  one  hundred  per  cent,  there  is  no  indica- 
tion throughout  the  balance  of  the  monograph  that  conclusions  are  based 
on  this  assumption  or  that  there  is  any  possibility  that  the  assumption  is 
erroneous.  On  the  contrary,  the  most  extravagant  statements  are  based  on 
this  assumption. 

2.  Contrary  to  the  second  assumption,  many  of  the  small  shipments  re- 
ported constitute  part  of  larger  orders,  either  of  several  products  shipped 
at  the  same  time,  or  of  the  same  product  shipped  at  different  times.  Thus 
peculiarities  in  price  must  obviously  be  due  to  other  factors  than  the  small 
size  of  the  purchase.    Some  of  these  other  factors  are  brought  out  below. 

3.  The  assumption  that  large  shipments  (i.e.,  large  reported  items)   al- 
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ways  go  to  large  buyers  and  small  shipments  always  go  to  small  buyers  is 
likewise  fallacious.  In  part,  this  assumption  is  based  upon  the  first  assump- 
tion and  falls  with  it.  Furthermore,  the  small  shipments,  particularly  all 
shipments  under  a  20-ton  carload,  are  usually  specialty  products  and  are 
just  as  likely  to  be  going  to  large  as  to  small  buyers.  Even  the  smallest 
steel  buyers  who  purchase  more  or  less  standard  products  usually  buy 
carload  lots,  so  that  the  "under  3  tons"  and  "3  to  10  tons"  classifications 
are  almost  certainly  special  products. 

In  attempting  to  justify  this  assumption,  the  writers  of  the  monograph 
assume  the  conclusion  of  their  study  as  a  basis  for  making  this  assumption. 
Note  the  following  (p.  2) : 

Obviously,  considering  the  price  concessions  to  be  gained  from  sizeable  pur- 
chases, any  large  buyer  who  purchased  in  small  quantities  would  be  needlessly 
increasing  his  costs  and  acting  against  his  own  economic  interests. 

4.  The  assumption  that  each  of  the  products  reported  was  a  single  prod- 
uct with  one  base  price  applicable  is  probably  a  natural  assumption,  but 
it  is  erroneous.  "Plates"  may  be  ordinary  plates,  having  a  base  price  of 
$42  a  ton,  or  floor  plates,  having  a  higher  base  price.  There  are  several 
base  prices  for  the  product  known  as  "cold  rolled  strip,"  and  it  is  our  under- 
standing that  the  product  classes  "wire  rods"  and  "plain  drawn  wire"  in- 
clude more  than  one  product  with  more  than  one  base  price.  The  base 
prices  for  the  higher-priced  items  in  these  product  classes  are  not  published, 
since  they  are  ordered  infrequently.  Obviously,  the  small  orders  are  usually 
the  higher-priced  items. 

While  the  writers  of  the  monograph  may  not  have  known  these  facts, 
an  inspection  of  the  data  should  have  led  them  to  investigate  and  discover 
them.  In  many  cases,  the  average  reported  base  price  for  the  groups 
"under  3  tons"  and  "3  to  10  tons"  was  higher  than  the  published  base  price, 

5.  In  reporting  on  Form  B,  most  companies  rounded  their  tonnage  fig- 
ures to  the  nearest  tons,  so  that  dollar  figures  reported  in  connection  there- 
with were  not  at  all  accurate  for  small  shipments,  including  most  of  those 
in  the  "under  3  tons"  group  and  "3  to  10  tons"  groups. 

The  monograph  passes  this  off  in  the  following  language  (p.  3) : 

In  the  processes  of  rounding,  items  of  less  than  one-half  ton  were  ignored,  and 
thus  a  few  items  were  discarded.  The  matter  is  of  no  practical  consequence 
here. 

The  matter  might  have  been  of  little  practical  importance  if  the  authors  of 
the  monograph  had  taken  it  into  consideration  in  drawing  some  of  their 
conclusions.  They  did  not,  but  on  the  contrary  compared  one  of  these 
small  shipments  with  a  larger  shipment  in  the  following  language  (p.  26) : 

No  elaboration  is  needed  in  describing  the  position  of  a  small  manufacturer 
who  in  February   1939  was  forced  to  pay  for  a  ton  of  cold  rolled  strip  a  de- 
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livered  value  of  $154.69,  netting  the  mill  $145.41,  as  against  a  large  com- 
petitor who,  for  this  product,  paid  a  delivered  value  of  only  $76.19 — a  mill 
net  of  but  $70.88. 

The  example  is  completely  invalid,  both  because  of  the  erroneous  general 
assumptions  and  the  fact  that  it  very  probably  was  quality  rather  than 
quantity  that  made  the  price  variation.  Differences  could  run  even  higher 
and  still  be  reasonable  when  it  is  considered  that  the  small  shipment  total 
used  might  be  made  up  of  a  number  of  specialty  items.  Conversely,  this 
argument  does  not  prove  that  all  prices  to  small  consumers  are  necessarily 
right  or  reasonable. 

6.  The  assumption  as  to  extras  is  equally  false.  The  extras  for  quality 
not  only  are  for  quality  in  the  sense  of  a  finer  tolerance,  but  consist  also 
of  extras  for  alloys,  extra  treatment  of  the  steel,  and  similar  things.  Such 
specialty  products  are  usually  purchased  in  small  quantities,  so  that  they 
appear  in  the  "under  3  tons"  or  "3  to  10  tons"  group. 

The  erroneous  assumption  that  "quality,"  as  used  in  speaking  of  extras, 
means  only  a  finer  grade  leads  the  authors  of  the  monograph  to  the  follow- 
ing generalizations  (p.  25;  p.  26,  footnote),  which  as  general  statements 
are  the  exact  opposite  of  the  facts: 

Since  extras  are  determined  by  quality  and  quantity  factors,  it  is  evident  that 
the  advantages  of  large  quantity  generally  outweigh  the  exacting  quality  specifi- 
cations frequently  demanded  on  large  orders. 

Frequently  because  of  the  exacting  specifications  demanded  by  large  steel 
buyers,  the  steel  sold  to  the  large  buyer  is  of  even  better  quality  than  that  on 
which  the  small  purchaser  has  to  pay  a  much  higher  price. 

As  a  result  of  their  fallacious  assumptions,  the  authors  of  the  monograph 
treat  all  variations  in  price  as  the  result  of  the  size  of  the  order  and  neg- 
lect the  real  explanation  of  most  of  the  differences,  particularly  the  extreme 
differences  between  the  two  smallest  groups,  "under  3  tons,"  and  "3  to  10 
tons,"  and  the  other  groups.  Actually  the  price  differences  are  due  to  a 
combination  of  factors,  of  which  size  of  orders  is  only  one  factor  and  not 
always  the  most  important. 

EXPLANATION  OF  PRICE  VARIATIONS 

It  is  believed  that  the  following  is  an  accurate  explanation  of  the  data 
tabulated  in  the  monograph: 

1.  Differences  between  the  smallest  tonnage  classes  {^' under  3  tons"  and 
"3  to  10  tons")  and  the  larger  classes.  With  respect  to  most  of  the  product 
groups,  the  two  smallest  tonnage  classes  show  considerably  higher  figures 
for  mill  net,  extras,  and  base  prices;  and,  with  respect  to  many  product 
groups,  these  two  tonnage  classes  show  a  base  price  higher  than  the  pub- 
lished base  price. 
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These  differences  are  due  primarily  to  the  rounding  off  of  tonnages  in 
the  Form  B  returns,  and  the  fact  that  small  orders  contain  a  relatively 
large  proportion  of  special  products,  which  have  higher  base  prices  than 
those  published  and  generally  circulated,  and  which  have  high  extras  for 
alloy  content,  special  treatment,  etc.  To  a  limited  degree  the  differences 
are  due  to  extras  for  small  quantities  and  to  the  absence  of  price  concessions 
on  specialties.  In  this  connection,  it  must  be  borne  in  mind  that  large  com- 
panies as  well  as  small  companies  purchase  such  specialty  products;  that 
purchasers  of  quantities  as  small  as  these  are  usually  not  greatly  concerned 
about  the  price  of  steel,  since  it  is  not  an  important  element  of  their  costs; 
that  purchasers  of  specialty  products,  or  small  quantities  of  steel  generally, 
are  not  in  competition  with  purchasers  of  large  quantities  of  the  same  prod- 
uct groups,  since  they  use  the  steel  for  different  purposes;  and,  finally,  that 
there  are  savings  in  cost  connected  with  orders  for  large  tonnages  of  the 
same  specifications  which  make  price  concessions  possible. 

2.  Differences  between  the  largest  tonnage  classes  ("10,000  tons  and 
over,"  "3,000  to  10,000  tons"  and  "1,000  to  3,000  tons")  and  other  classes.  A 
few  product  groups  show  lower  base  prices  for  the  largest  tonnage  classes, 
but  this  difference  is  marked  only  in  a  very  few  cases,  and  in  some  other 
cases  there  is  no  difference.  In  fact,  in  the  case  of  some  product  groups, 
the  largest  tonnage  classes  show  slightly  higher  base  prices  and  mill  nets 
than  the  intermediate  classes. 

Such  differences  as  exist  are  obviously  due  primarily  to  price  concessions, 
although  the  presence  of  some  shipments  of  specialty  products  accounts 
for  part  of  the  differences,  since  it  raises  the  average  more  in  the  interme- 
diate-tonnage classes  than  in  the  large-tonnage  classes.  As  to  price  con- 
cessions, large  orders  composed  of  a  single  product  and  few  different  speci- 
fications result  in  cost  savings  in  two  respects,  namely:  the  increase  in  ton- 
nage reduces  unit  costs;  and  the  possibility  of  rolling  large  tonnages  with- 
out changing  rolls  reduces  costs  of  production.  Thus  the  producers  of 
steel  are  in  a  position  to  charge  less  than  their  published  prices  for  such 
large  orders,  and  the  competition  for  such  orders  is  more  intense  and  forces 
price  concessions.  It  should  be  pointed  out  that  smaller  orders  for  the 
same  specifications  can  usually  be  fitted  in  with  the  large  orders  and  benefit 
by  the  savings  in  cost,  and,  as  a  result,  price  concessions  tend  to  spread 
throughout  particular  steel-consuming  industries,  benefiting  the  smaller 
members  of  such  industry  as  well  as  the  larger  members.  It  is  also  true 
that  price  concessions  tend  to  spread  throughout  the  consuming  areas  in 
which  they  are  initiated  to  the  benefit  of  small  as  well  as  large  purchasers 
located  in  such  areas. 


PRICE  DISCRIMINATION  IN  STEEL  777 

ECONOMIC  ARGUMENTS  OF  THE  STEEL  INDUSTRY 

On  the  final  pages  of  the  body  of  the  monograph  (pp.  30-33)  the  authors 
attack  two  "economic  arguments  advanced  by  spokesmen  of  the  steel  indus- 
try." 

First  of  these  is  the  argument,  based  upon  the  United  States  Steel  Cor- 
poration's study  of  "Steel  Prices,  Volume,  and  Costs,"  that  since  variable 
costs  increase  with  volume  and  constitute  a  large  proportion  of  total  cost, 
reduction  in  prices  and  increased  volume  resulting  therefrom  would  not 
compensate  for  the  reduced  revenue.  The  authors  of  the  monograph  sug- 
gest that  this  contention  is  in  conflict  with  the  fact  appearing  from  the 
Form  B  returns  that  in  February  1939  sizeable  price  concessions  were 
made  for  the  purpose  of  obtaining  large  orders.  The  argument  of  the 
authors  of  the  monograph  is  summarized  in  the  following  statement 
(p.  31): 

It  seems  at  least  questionable  whether  this  greater  diffusion  of  the  distinctly 
minor  element  of  fixed  costs  would  constitute  sufficient  justification  for  the 
granting  of  price  concessions  so  large  that  mill  nets  were  reduced  by  amounts 
up  to  and  over  50  per  cent. 

In  the  first  place,  the  figure  of  50  per  cent  was  obtained  by  comparing 
shipments  of  3  to  10  tons  with  shipments  of  300  to  1,000  tons  in  the  case 
of  a  single  product,  cold-rolled  strip.  The  comparison  is  of  mill  nets,  which 
include  extras,  and  not  of  base  prices.  It  has  been  pointed  out  that  there 
are  different  products  with  different  base  prices  included  in  the  product 
class,  cold-rolled  strip,  and  that  there  are  other  factors  which  make  this  an 
unfair  comparison.  Aside  from  this,  the  authors  of  the  monograph  over- 
looked the  fact  that  on  additional  large  tonnage  orders,  which  could  not 
be  obtained  without  price  concessions,  the  producers  have  to  consider  only 
their  additional  cost  of  production  on  such  items  which,  according  to  the 
statements  on  which  the  argument  of  the  monograph  is  based,  are  only 
75  per  cent  of  the  total  cost.  They  also  overlooked  the  fact  that  there  might 
well  be  a  further  cost  saving  on  these  large  orders  if  they  consisted  of  one 
or  a  few  specifications  requiring  no  or  infrequent  changes  in  the  rolls. 

The  authors  of  the  monograph  also  attempt  to  cast  doubt  upon  the  find- 
ings in  the  United  States  Steel  Corporation's  study  by  quoting  statistics 
showing  that  man-hours  per  unit  decline  as  production  increases,  and  by 
arguing  therefrom  that  variable  costs  per  unit  are  not  constant  but  decline 
as  output  increases. 

The  fallacy  lies  in  a  misunderstanding  of  the  use  of  the  term  "variable" 
in  the  study.  The  findings  in  the  study  agreed  with  the  Bureau  of  Labor 
Statistics'  findings  that  man-hours  per  unit  decline  as  production  increases, 
but  the  study  went  further  in  measuring  the  relation  of  man-hours  per  unit 
to  the  volume  of  production.     It  established  that  the  total  man-hours  for 
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any  given  level  of  production  could  be  estimated  by  multiplying  the  num- 
ber o£  tons  by  a  constant  number  of  man-hours  per  ton,  and  adding  to 
the  result  another  constant  number  of  man-hours.  For  convenience  the 
first  element  was  referred  to  as  "variable"  and  the  second  as  "fixed";  this 
was  not  an  "arbitrary  differentiation"  but  merely  a  nomenclature  chosen 
to  describe  observed  facts.  Regardless  of  terminology,  the  conclusion  of 
the  study — that  the  number  of  man-hours  added  to  the  total  man-hours 
by  the  production  of  an  additional  unit  of  product  is  the  same,  regardless 
of  the  level  of  production  at  which  the  addition  is  made — does  not  in  any 
way  conflict  with  the  fact  that  the  average  man-hours  per  unit  decline  as 
production  increases. 

The  second  of  the  arguments  attacked  (p.  33)  is  "that  the  existence  of 
competition  within  the  basing  point  system  is  indicated  by  the  presence 
of  freight  absorption."  This  is  a  correct  statement  of  an  argument  ad- 
vanced in  the  United  States  Steel  Corporation's  pamphlet  The  Basing  Point 
Method  of  Quoting  Delivered  Prices  in  Steel  Industry. 

The  steel  industry's  argument  is  based  on  the  following  reasoning:  If 
producers  of  steel  were  acting  in  collusion,  they  would  so  allocate  orders 
or  territory  as  to  eliminate  all  or  most  freight  absorption,  which  is  admit- 
tedly costly  to  them;  therefore,  the  fact  that  there  is  any  substantial  amount 
of  freight  absorption  indicates  the  existence  of  competitive  rivalry  rather 
than  collusive  arrangements  among  steel  producers. 

The  authors  of  the  monograph  do  not  meet  the  argument  itself  nor  the 
reasoning  which  underlies  it.  Instead  they  misinterpret  the  argument  and 
then  tear  down  the  straw  man  they  have  built  up.  After  stating  the  argu- 
ment as  above,  they  make  the  following  deduction:  "Thus,  presumably, 
the  greater  the  competition  among  producers,  the  greater  the  freight  ab- 
sorption." Subsequently  they  state  their  erroneous  deduction  as  if  it  were 
actually  the  argument  itself:  "The  contention  that  the  degree  of  competi- 
tion varies  with  the  amount  of  freight  absorption  must  be  discarded  as 
untenable."  No  such  contention  has  been  made,  and  it  certainly  does  not 
follow  from  the  argument  as  originally  stated. 

The  conclusion  just  quoted  is  based  upon  the  statistical  findings  that 
freight  absorption  is  less  on  large  orders  on  which  price  concessions  are 
greatest,  and  greater  on  small  orders  on  which  price  concessions  are  limited. 
These  findings  are  the  erroneous  result  of  the  basic  fallacious  assumption 
that  each  reported  item  of  tonnage  shipped  to  a  particular  consuming  area 
constitutes  a  shipment  to  a  single  customer.  Actually,  what  the  authors  of 
the  monograph  treat  as  the  largest  orders  are  in  most  cases  the  sum  of  the 
shipments  to  many  customers  located  in  each  mill's  nearest  consuming  area. 
Naturally,  on  such  shipments,  there  is  little  freight  absorption,  and,  also 
naturally,  a  producer  is  able  to  make  price  concessions  in  his  near-by  area, 
and  is  willing  to  do  so  in  many  instances  to  keep  the  business  from  more 
distant  competitors. 


REVIEW   OF    T.N. E.G.    MONOGRAPH    NO.    42 

The  Basing  Point  Problem  in  the  Steel  Industry 

THE  monograph  on  the  basing  point  problem  submitted  by  the  Tempo- 
rary National  Economic  Committee  is  essentially  a  presentation  of  the 
opposing  viewpoints  of  the  Federal  Trade  Commission,  on  the  one  hand, 
and  the  United  States  Steel  Corporation,  on  the  other,  as  to  the  multiple 
basing  point  system  now  used  by  the  steel  industry.  Each  has  two  lengthy 
exhibits  which  will  be  discussed  in  detail  later  and  which  do  a  really  good 
job  from  the  position  each  takes. 
The  contents  of  the  monograph  are  outlined  as  follows-. 

Monopoly  and  Competition  in  Steel  (pp.  1-9) 

Statement  by  Federal  Trade  Commission 
Some  Factors  in  the  Pricing  of  Steel  (pp.  11-30) 

Statement  by  the  United  States  Steel  Corporation 
The  Basing  Point  Method  of  Quoting  Delivery  Prices  (pp.  31-90) 

Statement  by  United  States  Steel  Corporation 
Analvsis  of  U.  S.  S.  Corporation's  Presentation  of  Basing  Point  Method  (pp. 
'  91-144) 

Walter  B.  Wooden  and  Hugh  E.  White,  Federal  Trade  Commission 

In  essence  the  basing  point  system  of  delivered  prices  is  a  system  of  mar- 
keting in  which  the  price  of  the  products  at  any  given  destination  is  deter- 
mined by  the  lowest  combination  of  the  price  published  at  important  pro- 
ducing centers,  called  "basing  points,"  and  the  cost  of  freight  from  the 
basing  point  to  the  destination.  The  system  as  applied  in  the  steel  industry 
during  the  last  ten  years  has  been  just  a  starting  point  for  price  competition 
except  under  peak  demands;  it  is  a  workable  method  that  gives  both  pro- 
ducers and  consumers  an  easily  understood  and  followed  price  mechanism. 
As  such,  it  is  quite  defensible  under  proper  restrictions;  but  the  Commission 
appears  to  see  only  one  side  on  many  controversial  points  and  to  be  more 
interested  in  damning  the  system  and  the  Corporation  than  in  attempting 
to  stand  off  and  analyze  the  whole  economic  problem  involved. 

The  Commission  starts  out  by  confusing  identical  prices  with  monopo- 
Ustic  prices.  An  identical  price  may  be  competitive  as  well  as  monopolistic. 
Actually,  of  course,  competition  exists  in  many  ways.  Dr.  C.  F.  Roos,  on 
pages  329-330  of  his  NRA  Economic  Planning,  pointed  out: 

"Service  on  orders  has  always  been  an  important  competitive  factor  in 
the  iron  and  steel  industry;  and  such  competition  has  been  intense  during 
depressions  when  fabricators  tend  to  keep  stocks  low.    Outstanding  elements 
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of  sellers'  service  have  been:  (1)  quick  shipment,  (2)  shipping  according  to 
specification,  (3)  carrying  a  full  line  in  the  particular  class  of  product,  (4) 
proximity  to  plant,  and  (5)  advice  of  trained  salesmen  who  know  their 
products  and  can  assist  buyers  in  selecting  material  best  adapted  to  par- 
ticular needs.  .  .  ." 

The  Corporation  makes  the  point,  with  a  goodly  amount  of  practical 
logic  behind  it,  that  the  basing  point  system  enables  competition  to  meet 
quickly  any  price  given  by  another  mill.  As  a  practical  matter,  every  steel 
man  knows  that  competition  is  real  and  about  the  best  measure  of  it  is  the 
relatively  low  rate  of  return  on  the  heavy  fixed  investment  in  the  industry 
coupled  with  the  technological  progress  that  has  been  made.  It  does  not 
follow,  however,  that  either  the  same  advantages  or  the  same  objections 
could  be  applied  to  operation  of  the  basing  point  system  in  some  other 
industry. 

The  Commission  ignores  delivery  times,  development  of  special  steels  for 
special  customers,  and  the  relative  ability  of  mills  to  handle  alloy  specifica- 
tions, in  characterizing  the  industry's  competition  (p.  1)  as  being  limited  to 
a  "gentlemanly  emulation  in  the  art  of  making  friends  and  influencing 
people,"  assuming  the  system  is  effectively  working.  The  Commission 
itself  admits  the  ineffectiveness  of  the  system  in  eliminating  competition 
when  it  brings  in  secret  discounts  and  concessions,  but  it  is  relatively  harder 
for  the  small  purchaser  to  break  the  formula  price.  Mill  net  certainly  does 
vary,  and  it  would  under  any  system  except  a  uniform  f.o.b.  mill  price, 
which  the  Commission  says  it  does  not  favor,  in  its  rebuttal  to  the  Corpora- 
tion's attack  on  that  particular  method  of  pricing  (p.  139). 

Under  the  present  multiple  basing  point  system  any  mill  is  free  to  set 
up  a  basing  point,  and  the  number  not  setting  up  such  points  is  now  small 
enough  so  that  the  arguments  as  to  customers  not  benefiting  by  location 
near  a  mill  are  largely  invalidated.  The  costs  of  cross  hauling,  which  ap- 
pear to  bother  the  Commission  decidedly,  are  largely  borne  by  the  steel  com- 
panies, since  differentials  between  basing  point  districts  give  the  customer 
the  benefit  of  location.  In  any  case,  the  amount  must  be  much  less  than 
assumed  or  the  steel  companies  would  all  be  in  receivership.  The  conclu- 
sion that  mills  do  not  ordinarily  satisfy  the  nearest  companies  first  is  not 
justified  by  the  mere  fact  that  cross  hauling  exists.  The  nearest  customers 
may  not  be  the  ones  that  appear  the  best  to  management  from  the  stand- 
point of  future  sales.  Service  to  a  particular  customer  may  justify  cross 
hauling  even  among  the  different  mills  of  the  same  company. 

The  Federal  Trade  Commission  takes  the  position  (pp.  104,  105)  that  the 
steel  industry's  all-rail  freight  position  (use  of  railroad  freight  rates  in  com- 
puting delivered  prices)  increases  steel  prices  to  consumers.  But  this  is  by 
no  means  certain.  Thus  the  1936  NRA  report  on  "Geographic  Price  Rela- 
tions" says  (p.  279)  that  "although  the  all-rail  freight  provision  may  have 
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caused  certain  producers  to  charge  somewhat  more  fictitious  freight  than 
they  otherwise  would  have  done,  it  also  may  have  worked  the  other  way 
and  forced  reductions  in  base  prices  sufficient  to  permit  basing  point  pro- 
ducers to  compete  with  outlying  producers  or  water-distributors  by  adding 
to  their  base  prices  the  full  amount  of  the  all-rail  freight  differential." 

Dr.  C.  F.  Roos  in  his  book  on  NRA  Economic  Planning  declares  (p.  333)  : 
"Data  are  not  available  to  enable  an  appraisal  of  the  contention  that  the 
basing  point  system  of  pricing  forces  the  public  to  pay  higher  prices.  For 
our  part  we  do  not  believe  this  to  be  true  in  the  long  run." 

The  overcapacity  which  the  Commission  believes  should  be  eliminated 
(p.  3)  is  a  necessity  in  case  of  war,  and  desirable  in  any  event  so  long  as 
the  business  cycle  continues,  in  order  to  prevent  skyrocketing  prices  on  any- 
thing over  average  demand.  Perfect  production  planning  might  cut  down 
the  capacity  required  if  industry  were  under  socialized  control.  Over- 
capacity certainly  does  not  prevent  improvements  by  itself.  A  chaotic  in- 
dustry does  not  rate  highly  in  research  or  progress  when  an  extremely  heavy 
capital  investment  is  required.  A  general  lowering  of  all  base  prices  might, 
therefore,  be  a  long-run  handicap  to  the  development  of  the  industry  and 
the  welfare  of  its  customers.  The  cuts  in  June  1938  had  almost  nothing  to 
do  with  the  increase  in  demand  that  year,  since  the  declines  coincided  with 
the  bottom  of  the  business  cycle  which  turned  upward  in  the  second  half 
of  that  year. 

The  steel  companies,  as  a  result  of  the  economic  peculiarities  of  the  in- 
dustry, actually  have  a  highly  competitive  problem  in  selling  to  large  cus- 
tomers. Even  if  the  indicators  of  monopoly  given  by  the  Commission 
(p.  4)  are  considered  as  technically  correct,  they  generally  do  not  take  into 
account  the  effects  of  the  business  cycle  and  the  efforts  of  mills  to  continue 
customer  contacts  regardless  of  local  demand.  In  periods  of  low  demand 
a  mill  will  ship  for  prices  just  over  the  out-of-pocket  costs.  Identical  bids 
from  all  mills  may  be  either  particularly,  effective  competition  or  represent 
a  price-control  system,  but  since  most  industrial  business  is  negotiated  by 
salesmen  the  public  records  on  tonnage  are  relatively  small. 

The  Commission's  statements  on  the  effects  of  identical  delivered  prices 
have  already  been  commented  on,  with  the  exception  of  the  implication  that 
supply  and  demand  operating  "normally"  would  set  lower  prices  and  that 
the  price  under  the  basing  point  system  is  necessarily  high.  The  variations 
in  price  would  be  decidedly  wider  on  the  supply  and  demand  basis,  while 
the  average  price  for  equal  service  might  even  be  higher  in  the  long  run 
if  business  cycles  continue  and  people  refuse  to  invest  new  money  in  the 
industry.  As  to  present  alleged  high  prices  restricting  operations  there  is 
no  adequate  proof.  In  fact  the  improvements  in  steel  have  given  the  cus- 
tomer so  much  more  for  the  same  money  that  the  metal  has  more  than  held 
its  own  in  relation  to  the  fast  growing  light  metals  such  as  aluminum  and 
magnesium.    Steel  prices  have  relatively  little  effect  on  the  over-all  demand 
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for  steel  which  depends  on  the  state  of  general  business  and  the  progress 
of  competitive  metals.  The  fact  that  the  recent  governmental  policies  have 
stymied  private  initiative  and  individual  enterprise  is  no  reason  to  charge 
that  the  necessary  subsidies  under  such  conditions  are  caused  by  monopo- 
listic practices  in  industry  itself. 

Plant  locations  in  the  steel  industry  have  been  determined  largely  by  the 
necessary  combinations  of  raw  materials,  fuel,  transportation,  and  water, 
rather  than  by  the  customers'  whereabouts.  Outside  of  the  Pacific  Coast 
and  the  South,  there  are  very  few  practicable  plant  sites  left.  As  a  matter 
of  fact,  the  early  basing  point  price  basis  resulted  in  the  quicker  develop- 
ment by  new  capital  of  Midwestern  plant  sites  in  order  to  make  the  profits 
that  were  considered  possible  under  the  "Pittsburgh  plus"  system.  The 
present  multiple  basing  point  system  may  eliminate  a  good  deal  of  the  in- 
centive to  build  new  plants  at  particular  locations. 

The  fact  that  obsolete  plants  are  eliminated  slowly  is  really  much  to  the 
advantage  of  the  steel  consumers,  since  in  a  buyer's  market  the  uneconomic 
competition  of  marginal  units  is  continually  working  against  high  prices. 
Outside  of  the  earliest  mergers  within  any  steel  company  the  elimination 
of  plants  has  always  proceeded  on  the  practical  basis  of  eliminating  those 
plants  owned  by  that  company  which  showed  the  least  profit.  These  are 
usually,  but  not  necessarily,  the  highest-cost  plants,  using  costs  in  the  sense 
of  all  costs  involved,  including  delivery  to  the  consumers.  Decisions  are 
arbitrary  but  nevertheless  in  the  public  interest.  "Scarcity  economies"  should 
be  roundly  condemned  whether  practiced  by  businessmen,  laborites,  or  poli- 
ticians.   It  is  certainly  true,  as  the  Commission  says  (p.  5) : 

When  the  elimination  of  any  members  of  an  industry  becomes  the  function 
of  Government,  practices  and  injustices  of  an  alarming  kind  have  been  ob- 
served. 
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The  Motion  Picture  Industry — A  Pattern  of 

Control 

THIS  is  the  last,  but  one,  of  the  monographs  pubHshed  under  the  im- 
primatur of  the  Temporary  National  Economic  Committee.  Since  the 
last  volume,  No.  44,  is  entitled  "Summary  Volume  by  T.N.E.C.  Staff,"  No. 
43  is  really  the  last  monograph  in  the  list  of  those  projected  and  issued. 
Its  authors  are  W.  Duane  Evans,  Senior  Economist  of  the  Bureau  of  Labor 
Statistics,  and  Daniel  Bertrand  and  Edna  Blanchard  of  the  T.N.E.C.  staff. 

Of  the  forty-three  volumes,  only  a  few  others  relate  to,  or  deal  with,  or 
have  as  their  subject  matter  a  single  specific  industry.  No.  28  deals  with 
legal  reserve  life  insurance  companies;  No.  35,  with  large-scale  organization 
in  the  food  industry;  No.  39,  with  major  oil  companies  in  the  petroleum 
industry;  and  No.  41,  with  price  discrimination  in  steel.  It  is  to  be  noted 
that,  as  to  each  of  these  other  volumes  relating  to  a  single,  specific  industry, 
there  was  no  ambition  to  cover  in  the  single  volume  an  entire  industry  in 
all  of  its  aspects.  More  importantly,  not  only  is  each  of  the  other  volumes 
limited  to  some  particular  aspect  of  an  industry,  but  the  volume  is  issued  in 
connection  with  testimony  taken  at  hearings  conducted  by  the  T.N.E.C.  and 
documentary  evidence  introduced  in  connection  with  such  hearings.  Of 
course,  too,  there  were  hearings  on  other  specific  industries  as  to  which  no 
monographs  were  written  and  published.  Only  as  to  the  motion  picture 
industry,  of  the  five  industries  which  were  the  subject  of  monographs  out 
of  the  43  published,  were  there  no  committee  hearings,  sworn  testimony,  or 
documentary  exhibits. 

What  then  was  the  occasion  for  the  writing  and  publication  of  this  par- 
ticular document?    An  explanation  might  be  the  more  welcome  since,  when 

the  Executive  Secretary  of  the  Committee  issued  on  Oc-       ^        .        ^ 
L      ^1    in^A       1-       r  1         1-      •  Occasion  of 

tober  31,  1940,  a  list  of  monograph  studies  in  prepara-       the  Monograph 

tion,  No.  43  was  indicated  to  be  the  Summary  Volume 

by  the  T.N.E.C.  staff.    At  that  time  the  list  carried  no  intimation  that  a 

volume  on  the  motion  picture  industry  was  in  preparation. 

Sometime  between  October  31,  1940,  and  the  date  of  the  progress  report  of 
the  Executive  Secretary,  January  15,  1941,  it  was  decided  to  prepare  and  insert 
this  volume  as  the  last  of  the  series  prior  to  the  summary  volume.  By 
whom,  why,  and  where  the  authors  were  mandated  to  prepare  this  treat- 
ment of  the  motion  picture  industry  for  the  study  of  the  Committee  nowhere 
appears.  The  event  becomes  something  of  a  mystery  in  the  light  of  a  letter 
written  by  Assistant  Attorney  General  Thurman  Arnold,  in  charge  of  the 
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Antitrust  Division,  some  months  after  publication  of  the  monograph.  Mr. 
Arnold  was  one  of  the  thirteen  members  of  the  Temporary  National  Eco- 
nomic Committee,  on  which  he  represented  the  Department  of  Justice.  As 
was  natural  to  expect,  he  was  very  prominent  in  the  conduct  of  its  activi- 
ties. Nonetheless,  he  found  it  necessary  to  write  to  the  Committee  on  March 
21,  1941,  to  point  out  that  the  discussion  in  the  monograph  of  the  "consent 
decree"  (U.  S.  v.  Paramount)  entered  in  the  District  Court  for  the  Southern 
District  of  New  York  on  November  20,  1940,  to  which  the  Assistant  At- 
torney General  and  five  motion  picture  companies  were  parties,  was  "inade- 
quate and  misleading."  (Hearings,  Part  31-A,  Supplemental  Data  Sub- 
mitted to  T.N.E.C.,  pp.  18455-18456.) 

There  is  of  course  the  usual  prefatory  statement  of  purpose  in  the  letter 
of  transmittal,  dated  January  15,  1941,  to  the  Chairman  of  the  Committee 
by  the  Economic  Adviser.    There  it  is  observed  (p.  ix)   that 

.  .  .  the  study  grew  out  of  a  continued  interest  in  the  economic  problems  of 
the  industry  of  Mr.  Evans  and  Mr.  Bertrand  since  the  NRA  period,  when  both 
were  connected  with  the  administration  of  the  Code  of  Fair  Competition  for 
the  Motion  Picture  Industry, 

The  letter  of  transmittal  failed  to  state,  however,  that  not  a  syllable  of 
testimony  concerning  the  motion  picture  industry  was  taken  during  the 
course  of  the  extensive  hearings  conducted  by  the  Committee.  The  acknowl- 
edgment in  the  note  by  the  Chairman  of  the  T.N.E.C.  contains  the  usual 
disclaimer  by  the  Committee  of  all  responsibility  for  the  materials  and  the 
statement  that  the  report  must  be  limited  in  its  consideration  as  "informa- 
tion submitted  for  Committee  deliberation." 

THE  "PATTERN"  OF  THE  MOTION  PICTURE  INDUSTRY 

Chapter  I,  consisting  of  14  pages,  is  under  the  rubric  of  "The  Pattern." 
Pages  3  to  8  are  denominated  "The  Development  of  the  Pattern,"  and  pages 
8  to  17  "The  Crystallization  of  the  Pattern." 

One  can  read  and  reread  these  pages  and  yet  fail  to  perceive  the  delinea- 
tion of  even  a  faint  outline  of  any  pattern  whatsoever. 

The  "Development  of  the  Pattern"  (pp.  3  to  8)  is  an  extreme  distillation 
of  popular  history  of  the  motion  picture  industry  from  its  earliest  inception 

S         d  h  nd  ^°  ^^^  ^^^^  ^^'^y  ^^'  "^^^^^  °^  ^'  ^'  ^'  ^^^^^'^^^^'  (^^^ 

Tj.  n  decision  of  the  Supreme  Court  which  struck  down  the 

.,     T  J     i.  Codes  of  Fair  Competition  under  the  National  Recovery 

the  Industry  *    x     r  •  i  i      i       l-  u    u         u 

Act).    Its  sources  are  m  several  books  which  the  authors 

in  a  footnote  state  they  freely  .consulted  in  the  preparation  of  the  section. 

These  include  a  few  existing  histories  of  the  motion  picture  industry  which 

are  of  a  very  popular  nature,  like  Mr.  Terry  Ramsaye's  A  Million  and  One 

Nights  (1926).     It  should  not  be  necessary  to  add  that  such  histories  are 
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more  or  less  romantic  accounts.  By  now  some  of  the  highlights  repeated 
from  them  have  become  legendary.  These  threaten  to  beeome  accepted 
facts  if  even  Government  fact-finding  commission  economists  rely  upon 
them  without  working  the  primary  materials  which  are  far  from  extinct. 
A  history  of  the  industry,  authentic  and  documented,  from  which  a  shape 
may  fairly  be  drawn  is  certainly  not  contained  in  these  brief  pages.  The 
conclusions  and  characterizations  are  suspect,  in  view  of  the  infirmities  in 
the  underlying  materials  relied  upon. 

If  in  general  outline  these  few  pages  of  history  contain  no  gross  distor- 
tions, nonetheless  no  page  is  without  its  error  of  fact  or  emphasis.    State- 
ments like  the  one  that  after  1917  "competition  became  -, 
more  ruthless"  (p.  5)  are  meaningless  when  they  are,  as 
here,  stated  as  naked  conclusions  and  are  known  to  be  outside  the  authors' 
personal  knowledge. 

It  is  not  true,  as  stated  on  page  5,  that  "during  the  war  years  Paramount 
developed  block  booking."  Long  before  the  war  years  nearly  all  distributors 
furnished  exhibitors  with  motion  pictures  at  regular  intervals  pursuant  to 
contracts  for  groups  entered  into  before  production. 

It  is  not  true  that,  because  of  "animosity  against  block  booking"  (p.  5), 
27  exhibitors  formed  the  Associated  First  National  Exhibitors  Circuit.  The 
franchise  holders  and  their  subfranchise  holders  made  contracts  with  First 
National  which  were,  more  than  anything  in  the  industry  before  or  since, 
block  booking  contracts. 

It  is  not  true  (p.  6)  that  "in  1918  block  booking  was  temporarily  aban- 
doned." Paramount  alone  in  1919,  and  later  for  a  shorter  period  in  1923, 
experimented  with  sales  of  individual  pictures  after  screening  while  the  rest 
of  the  industry  adhered  to  the  customary  method  of  so-called  "block 
booking."  (See  8  Harvard  Business  Reports,  "Cases  on  the  Motion  Pic- 
ture Industry,"  p.  263.) 

It  is  not  true,  as  is  said  on  page  7  in  a  resume  of  the:  difficulties  of  the 
large  companies  during  the  depths  of  the  depression,  that  "Universal  went 
into  receivership."  In  this  context  "Universal"  meant,  and  would  undoubt- 
edly be  understood  by  any  reader  to  mean,  the  company  which  like  Para- 
mount and  RKO  made  and  distributed  motion  pictures.  An  exhibition 
corporation  in  which  Universal  Pictures  owned  an  interest.  Universal  Chain 
Theatres  Corporation,  went  into  receivership,  but  Universal,  as  it  is  known 
in  the  industry,  never  did.  Were  Universal  an  individual  person,  rather 
than  a  corporation,  the  carelessness  which  permitted  such  statement  to  be 
made  in  a  government  publication  might  have  called  the  authors  to  liability. 

The  account  of  the  reasons  for  the  formation  of  the  industry's  trade  asso- 
ciation (p.  6)  is  not  a  summary  of  fact,  but  of  smart  conjecture.  Motion 
pictures,  like  any  other  industry,  needs  and  has  its  trade  organization  which 
responds  to  the  special  character  of  its  problems.     The  account  of  the 
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make-up  of  the  Code  Authority  under  the  NRA  Code  of  Fair  Competition 
for  the  industry  (p.  8)  is  quoted  from  controverted  sources. 

Pages  8  to  17,  "The  CrystalHzation  of  the  Pattern,"  is  very  httle  more 
than  a  Uberal  paraphrase  of  portions  of  the  complaint  in  the  action  brought 
T,         ,  f         under  the  direction  of  the  Assistant  Attorney  General 

p         1   •  t  ^^  charge  or  the  Antitrust  Division  on  July  20,  1938,  in 

the  District  Court  for  the  Southern  District  of  New 
York.  Most  of  the  material  used  is  from  the  Amended  and  Supplemental 
Complaint  filed  on  November  14,  1940  (U.  S.  v.  Para7nount).  A  decree 
hereinafter  referred  to  as  the  consent  decree  was  entered  on  that  date  upon 
consent  of  the  Assistant  Attorney  General  and  of  five  out  of  the  eight  main 
company  defendants. 

In  this  section  there  are  six  statistical  tables  which  at  a  glance  might  aid 
recognition  of  the  monograph  as  an  economic  report  on  an  industry.  But 
five  out  of  the  six  tables  are  graphic  charts  of  allegations  in  the  complaint 
in  U.  S.  V.  Paramount.  One  of  them  (Table  1,  p.  9)  gives  a  list  of  the  total 
number  of  feature  motion  pictures  distributed  each  year  by  the  eight  so-called 
major  distributing  companies  during  the  seasons  1930-31  to  1938-39  and  of 
the  total  number  distributed  in  these  seasons  by  all  other  distributing  com- 
panies in  the  industry.  There  is  no  indication  whether  the  companies  who 
were  parties  to  the  suit  in  their  answers  to  the  complaint  agreed  to  or  denied 
the  accuracy  of  the  lists  as  set  forth  in  the  complaint.  It  is  startling  to  find 
statistical  materials  ostensibly  prepared  for  the  information  of  a  fact-finding 
committee  and  published  for  wide  distribution  to  be  merely  a  statistical  table 
of  allegations  in  a  complaint  in  a  lawsuit,  without  qualification  or  refer- 
ence to  whether  or  not  the  parties  in  the  lawsuit  admitted  the  accuracy  of 
the  statistics. 

Accurate  statistical  figures  for  features  produced,  particularly  by  other  pro- 
ducers in  the  industry,  going  back  twelve  years  to  1930-31  are  not  readily 
available.  Such  statistics  were  not  uniformly  kept  by  seasons,  the  trade  pub- 
lications in  the  industry  having  issued  information  by  years  rather  than  by 
seasons.  One  would  wish,  therefore,  that  the  figures  in  the  table  could  be 
accepted  as  accurate.  There  are  reasons,  however,  to  believe  that  they  are 
not.  One  may  ask,  with  the  resources  of  the  staff  provided  for  the  T.N.E.C, 
why  verification  of  lists  such  as  these  was  not  sought  in  the  industry. 

Three  tables,  namely  Table  2  (p.  10),  Table  3  (p.  11),  and  Table  4  (p. 
12),  also  reproduce  allegations  in  the  complaint  in  U.  S.  v.  Paramount,  and 
yy         ,      .,  purport   to   give,   respectively,   the   number   of  theatres 

„,,.,.  operated  by  each  of  the  major  companies  operating  the- 

atres, the  number  of  first-run  metropolitan  theatres  op- 
erated by  them  in  35  key  cities,  and  a  list  of  the  cities  with  populations  of 
100,000  or  more  in  which  "exhibition  is  controlled  by  major  companies." 

The  primary  issue  in  U.  S.  v.  Paramount  was  whether  the  companies 
who  had  interests  in  theatres  should  be  required  to  divest  themselves  of 
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such  interests — the  so-called  "divorce"  issue.  To  the  allegations  in  the  com- 
plaint concerning  the  extent  of  theatre  operation  by  producers-distributors 
there  were  of  course  answers  by  the  defendants  in  admission  or  denial.  By 
issuing  these  statistics  without  qualification,  without  statement  whether  they 
were  admitted  or  denied,  the  authors  make  it  impossible  for  a  reader  of 
the  monograph  to  appreciate  the  considerable  controversy  that  exists  as  to 
the  number  of  motion  picture  theatres  owned  by  producers-distributors,  or 
the  number  which  are  controlled  by  them,  and  the  difference  between 
"owning,"  "controlling,"  and  "operating." 

The  reader  would  never  know  that  the  parties  to  the  lawsuit  were,  and 
continue  to  be,  in  disagreement  on  what  constitutes  a  first-run  metropolitan 
theatre,  or  on  the  identity  of  "key  cities"  within  the  United  States,  or  as  to 
the  degree  of  a  producer's  financial  interest  in  a  theatre  that  makes  it  an 
"affiliated"  theatre. 

The  heading  on  Table  4,  for  instance,  is  "Cities  with  population  of 
100,000  or  more  in  which  exhibition  is  controlled  by  major  companies." 
The  table  lists  92  cities.  The  allegation  of  the  complaint  on  which  it  is 
based  is  as  follows: 

"In  only  4  (Tulsa,  Oklahoma;  Fall  River,  Massachusetts;  Tacoma,  Wash- 
ington; and  Fort  Wayne,  Indiana)  of  the  92  cities  of  the  United  States  with 
populations  of  100,000  and  over,  are  there  no  affiliated  theatres."  (U.  S.  v. 
Paramount,  Amended  and  Supplemental  Complaint,  par.  132.) 

Table  4  puts  this  allegation  in  tabular  form.  It  gives  the  name  of  each 
of  the  92  cities  but  does  not  indicate  the  exceptions  stated  in  the  paragraph 
of  the  complaint.  It  gives  the  population  rank  of  each  of  the  cities  and  then 
goes  on  to  indicate,  as  to  each  city,  which  major  companies  "control  ex- 
hibition." At  a  glance  anyone  in  the  industry  would  know  that  the  head- 
ing and  the  table  do  not  fit  and  that  the  authors  have  exceeded  even 
the  use  of  unverified  facts  and  have  made  a  description  entirely  inapplicable. 
For  example,  certainly  the  first  city  on  the  list.  New  York,  is  not,  as  the 
table  indicates,  controlled  by  Loew's,  Paramount,  RKO,  and  Warner.  Para- 
mount and  Warner  have  only  a  single  theatre  each  in  New  York.  There 
are  hundreds  of  other  theatres  owned  by  other  interests.  If  the  authors 
meant  control  of  first-run  exhibition,  although  they  said  all  exhibition,  even 
then  nearly  everyone  but  the  authors  knows  that  first-run  exhibition  in  New 
York  is  not  controlled  by  any  one  company.  All  the  companies  have  first- 
run  theatres,  including  Twentieth  Century-Fox  which  operates  the  Roxy 
Theatre  but  which  is  omitted  from  the  list;  in  addition,  there  are  first-run 
theatres,  such  as  the  Radio  City  Music  Hall,  the  Rivoli  Theatre,  and  others, 
operated  by  companies  not  engaged  in  the  production  or  distribution  of 
motion  pictures. 

The  enormity  of  the  offense  of  the  use  of  statistics  taken  from  the  com- 
plaint without  qualification  or  verification  is  not  lessened  when  the  authors 
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come  themselves  to  offer  as  Table  5  (p.  13)  the  single  table  in  the  monograph 
compiled  by  themselves.  To  illustrate  alleged  control  of  exhibition  facili- 
ties in  1939  by  a  single  major  company  in  each  of  four  localities,  they  uti- 
Hze  for  this  purpose  the  cities  of  Philadelphia,  Chicago,  and  Milwaukee, 
and  the  State  of  Florida,  and  use  figures,  not  verified  or  checked,  from  a 
trade  publication.  The  selection,  of  course,  was  made  too  carefully  to  be 
proof  for  a  point.  There  is  no  mention  of  the  fact  that  Philadelphia,  Chi- 
cago, and  Milwaukee  happen  to  be  places  where,  in  each  instance,  a  large 
circuit  of  theatres  was  built  up  by  independent  local  interests  and  was  at 
one  time  acquired  by  a  producer  who  had  to  purchase  the  entire  circuit 
in  the  city  in  order  to  get  any  of  the  theatres. 

The  table  is  advanced  to  illustrate  and  support  an  assertion  that  the  total 
seating  capacity  of  affiliated  theatres  "is  estimated  at  about  25  per  cent  of 
-J.         ^-f  ^  '^he  total  seating  capacity  in  the  United  States"  (p.  13). 

_  . .       .  It  is  not  stated  who  made  such  an  estimate.  One  strongly 

-J,  guesses  that  the  authors  made  the  estimate  and  were 

very  caretul  not  to  assume  the  responsibility  theretor. 
Of  course  from  now  on  one  may  expect  that  there  will  be  wide  announce- 
ment of  the  fact  that  affiliated  theatres  control  25  per  cent  of  the  total  seat- 
ing capacity  of  theatres  in  the  country;  and  in  support  of  that  supposed 
fact,  not  estimate,  there  will  be  adduced  the  impeccable  and  incontrovertible 
authority  of  an  economic  monograph  printed  in  the  Government  Printing 
Office  for  use  by  the  Temporary  National  Economic  Committee.  From 
what  is  known  in  the  industry  of  the  total  seating  capacity  of  theatres 
whose  operation  is  controlled  by  affiliated  companies,  the  percentage  is  esti- 
mated to  be  lower  than  20  per  cent. 

On  pages  15  and  16  there  are  described,  by  states,  the  general  areas  where 

each  of  the  major  companies  owning  theatres  has  theatre  holdings;  and  in 

TT  J  ♦  ^-  J  this  connection  there  is  asserted,  as  a  statement  of  fact. 
Undetermined         ,  ,    .       ,      ,,  ■  ■      ,  i        ,  .,  .  . 

J  the  conclusion  that    competition  between  the  exhibition 

p     .    ,      ,  units  of  the  large  companies  has  been  avoided  by  a  divi- 

sion of  the  exhibition  field  into  separate  spheres  of  in- 
fluence." In  so  far  as  this  implies  that  the  companies  have  by  agreement 
divided  territory  among  them  by  allocation  of  territories  where  each  would 
be  free  from  the  competition  of  the  others  in  the  acquisition  and  operation 
of  theatres,  it  of  course  prejudges  an  issue  raised  in  the  action  to  compel 
theatre  divorcement  (U.  S.  v.  Paramount).  Since  the  case  was  not  tried, 
no  finding  of  fact  in  this  regard  was  made.  Each  of  the  companies  was 
prepared  at  the  trial  to  prove  its  denial  of  any  such  charge.  Loew's,  Inc., 
for  example,  never  operated  more  than  150  theatres.  It  obviously  cannot 
compete  over  the  entire  nation  with  other  theatre  companies  having  more 
theatres  in  more  places;  wherever  it  does  have  theatres,  it  is  in  competition 
with  at  least  one  of  the  other  producer-exhibitors.    It  is  a  gross  disservice  to 
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make  a  prejudgment  of  a  contested  issue  of  fact  without  consideration  of  all 
of  the  facts  and  contentions  of  the  parties  to  the  issue. 

On  page  13,  there  is  a  statement  that  "thus  integration  in  the  motion  pic- 
ture industry  is  complete  from  the  inception  of  an  idea  of  a  picture  through 
to  the  actual  exhibition  of  the  film,"  Integration  for  whom?  Not,  certainly, 
for  the  three  major  companies  who  have  no  interest  in  theatres.  Can 
Loew's,  one  of  the  most  successful  of  the  eight  theatres,  be  called  a  com- 
pletely integrated  company  when,  according  to  the  table  in  the  complaint, 
it  operates  122  theatres  and  when,  as  is  generally  known,  it  has  some  11,000 
theatre  accounts  for  its  motion  pictures?  Can  United  Artists,  which  pro- 
duces no  motion  pictures  as  the  monograph  states,  be  called  an  integrated 
company?  It  is  a  mischievous  error  to  lump  all  the  motion  picture  com- 
panies into  one  category  which  fits  no  one  of  them. 

It  is  in  this  section  that  there  occurs  also  the  first  reference  (p.  8)  to  the 
"five  major  companies  .  .  .  and  three  satellite  companies."  The  so-called 
satellite  companies  are  named  in  the  footnote.  They  are  said  to  be  Uni- 
versal Corporation,  Columbia  Pictures  Corporation,  and  United  Artists  Cor- 
poration. Reference  to  them  again  under  that  designation  is  made  on 
pages  33  and  53.  The  word  "satellite"  is  not  a  term  from  economics  and  is 
not  so  particularly  descriptive  that  one  reading  an  economic  monograph 
would  be  expected  to  know  what  is  meant  without  any  doubt.  The  Ox- 
ford Dictionary  states  its  use  "often  with  implication  of  subservience  or  un- 
scrupulous service."  That  implication  cannot  be  said  to  be  entirely  absent 
from  the  use  of  the  term  in  the  monograph,  whether  or  not  so  intended  by 
the  authors.  It  is  a  slur  upon  three  American  corporate  managements  who 
were  not  given  a  chance  to  tell  the  Committee  about  their  management 
policies  before  being  so  characterized.  At  the  very  time  the  term  was  being 
applied,  thereafter  to  be  used  as  such  terms  often  are  used  without  regard 
to  the  true  facts  of  the  situation,  it  was  just  these  three  companies  who  re- 
fused to  join  with  the  other  five  companies  in  the  consent  decree,  thereby 
continuing  their  own  policies  without  interference,  although  the  other  com- 
panies were  so  bound  that  they  insisted  on  opportunity  for  escape  in  case 
of  predictable  change  in  business  volume. 

A  justification  for  the  monograph  in  the  letter  of  transmittal  to  the  Com- 
mittee was  stated  to  be  that  the  monograph  "should  be  of  inestimable  value 

to  the  Congressional  committees  vested  with  the  duty      mi,    hit  i_ 

e        .     .  °  1   1     •  1    •  1  •  1  /      The  Monograph 

OE   reviewmg   proposed    legislation    which    occurs   each      .        „       , 

year  (p.  ix).  Not  without  some  ironic  humor  is  the  „ 
first  use  that  has  been  made  of  the  monograph  before 
a  legislative  committee.  This  was  in  the  course  of  the  ignominious  and 
abortive  hearings  before  a  Subcommittee  of  the  Committee  on  Interstate 
Commerce  of  the  United  States  Senate  (77th  Congress,  First  Session)  on 
Senate  Resolution  152  (for  investigation  of  propaganda  in  films  for  in- 
citement to  war  against  certain  nations) .    Senator  Worth  Clark,  questioning 


790     FACT  AND  FANCY  IN  THE  T.N.E.C.  MONOGRAPHS 

Nicholas  M.  Schenck,  President  of  Loew's,  Inc.,  read  large  portions  of  the 
monograph  and  asked  whether  the  portions  so  read  were  true  or  not.  Of 
course  Mr.  Schenck  from  his  expert  knowledge  of  the  business  was  able  to 
make  necessary  qualifications  and  corrections. 

Then  came  the  point  at  which  the  following  colloquy  occurred  (Senate 
Committee  galley  print,  p.  88) : 

"Senator  Clark  of  Idaho:  That  is  correct.  So  that  the  three — what  I  am 
going  to  call  for  want  of  a  better  term — and  you  do  not  need  to  agree  with 
it — satellite  companies — 

"Mr.  Schenck:  What  kind  of  companies.? 

"Senator  Clark  of  Idaho:  SatelUte  companies. 

"Mr.  Schenck:  What  does  that  mean? 

"Senator  Clark  of  Idaho:  Well,  it  means  that  they  sort  of  hang  on  by 
sufferance  and  by  virtue  of  the  largess  and  the  courtesy  of  the  other  five. 

"Mr.  Schenck:  That  is  absolutely  not  correct,  sir. 

"Senator  Clark  of  Idaho:  Well,  I  thought  that  you  asked  me  what  it 
meant,  and  I  am  giving  it  to  you.  I  said  you  did  not  have  to  agree  with 
that. 

"Mr.  Schenck:  Right,  sir." 

The  references  to  production  in  this  section  are  confined  to  (1)  the  asser- 
tion as  a  fact  of  a  charge  made  in  the  complaint  in  U.  S.  v.  Paramount  and 
.  .,  ,  ,  denied  by  the  defendant  companies  that  they  usually 
«,  T,     •     J      lend  necessary  production  personnel  to  one  another  but 

do  not  do  so  to  independent  producers,  and  (2)  the 
reproduction  of  a  table  (Table  6,  p.  14)  which  is  based  on  the  allegation 
in  the  same  complaint  of  the  number  of  loans  each  of  seven  major  com- 
panies made  to  other  major  producers  and  to  "independent  producers," 
although  the  words  "independent  producers,"  so  important  in  this  connec- 
tion, are  not  defined. 

Again  the  accuracy  of  the  table  is  not  vouchsafed.  It  is  significant  that 
in  the  consent  decree  there  is  no  provision  in  relation  to  loans  of  personnel. 
In  effect  the  absence  of  such  a  provision  amounts  to  an  abandonment  of 
the  charge  by  the  Government.  Indeed  the  comparatively  small  number 
of  loans  made  throughout  the  year,  the  reasons  for  the  loans  that  were  made, 
the  shrewd  trading  and  swapping  that  is  known  to  go  on  in  Hollywood  in 
connection  with  these  loans,  made  even  the  Government  realize  that  it  could 
never  prove  the  charge  of  co-operation  among  the  large  producing  com- 
panies and  discrimination  against  the  smaller  companies  in  this  respect. 

In  this  connection  it  is  said  on  page  14,  and  repeated  on  pages  67-68,  that 
the  Call  Bureau  and  Central  Casting  Corporation  which  are  operated  in 
Hollywood  as  co-operative  ventures  are  not  open  to  nonmembers.  The 
Central  Casting  Corporation  was  established  as  a  result  of  recommendations 
made,  after  research  conducted  by  the  Russell  Sage  Foundation,  to  deal  with 
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the  problem  of  "extras."  From  time  to  time  its  services  have  been  extended 
to  nonmembers  and  on  many  occasions  its  services  were  offered  to  every 
producer  in  the  industry  on  terms  comparable  with  those  shared  by  the 
companies  who  underwrote  it. 

These  pages  on  the  development  and  crystallization  of  a  so-called  "pattern 
of  control"  afford  really  no  crystallization  of  any  pattern.  Even  if  they  were 
really  accurately  descriptive  of  the  industry's  evolution  and  present  indus- 
trial and  financial  structure,  they  would  not  show  a  pattern.  There  has 
been,  up  to  now,  and  there  will  continue  to  be  despite  this  monograph,  rec- 
ognition that  the  results  of  intensive  study  of  the  motion  picture  industry 
cannot  be  projected  to  serve  as  a  basis  for  formulae  applicable  to  other  in- 
dustries. There  has  been  recognition  by  those  who  have  really  made  such 
a  study  that  the  trade  practice  structure  of  the  motion  picture  industry  is 
unique  and  not  assimilable  to  experience  in  other  trades  and  businesses;  that 
it  is  sui  generis.  That  recognition  flowed  rather  naturally  from  the  accu- 
rate perception  that  primarily  the  industry  was  and  continues  to  be  "show 
business."  That  perception  is  lost  sight  of  continually  in  this  economic 
report. 

THE  ISSUES 

Chapter  II,  "The  Issues"  (pp.  21-49),  in  the  main  is  confined  to  the  mo- 
tion picture  industry's  "share  of  odd  trade  practices." 

Very  early  in  the  treatment  of  these  indigenous  trade  practices  there  is 
abandoned  any  suggestion  that  the  discussion  delineates  anything  so  general 
as  a  "pattern,"  its  "development"  or  "crystallization."  It  is  feared  that  the 
reader  who  is  not  of  the  industry  or  learned  in  its  mechanics  would  soon 
find  himself  mystified  by  the  brief  description  of  trade  practices  peculiar 
and  unique  to  the  motion  picture  industry. 

As  might  be  expected,  the  chief  issue  discussed  is  that  which  involves 
the  trade  practice  so  commonly  and  yet  so  misleadingly  referred  to  as  block 
booking  and  blind  selling. 

Here,  as  in  other  portions  of  this  section,  the  treatment  parallels  that 
contained  in  the  consideration  of  the  same  subject  matter  in  "The  Motion 
Picture  Industry  Study,  National  Recovery  Administra-  «,-,,     , 

tion,   Work   Materials,   Number  34,"   which   was   pre-  -r     b-- 

pared  for  publication  in  1936  by  Daniel  Bertrand,  one  amy   a 

the  co-authors  or  this  monograph.  _  ,,. 

It  is  clear  from  their  references  that  the  authors  have 
supplemented  their  research  only  by  a  reading  of  the  printed  transcript  of 
hearings  in  May  1940  before  a  Committee  on  Interstate  and  Foreign  Com- 
merce of  the  House  of  Representatives  on  S.  280,  76th  Congress,  Third  Ses- 
sion, on  the  "Neely  Bill,"  a  measure  to  prohibit  so-called  "compulsory"  block 
booking  and  blind  selling.    From  the  work  materials  for  the  NRA  there  is 
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once  more  reproduced  a  letter  dated  December  18,  1933,  from  Dr.  A.  Law- 
rence Lowell  to  the  National  Recovery  Administration,  and,  from  the  New 
York  Herald-Tribune  in  January  1935,  a  portion  of  an  article  by  Mr.  Walter 
Lippmann  in  condemnation  of  what  was  thought  to  be  the  practice  in  the 
distribution  of  motion  pictures. 

This  is  not  impressive  documentation  for  a  so-called  economic  report,  par- 
ticularly as  a  basis  for  conclusions  of  profound  importance  to  the  public  as 
well  as  to  the  industry. 

It  would  have  served  a  purpose  if  the  authors,  with  the  resources  of  the 
T.N.E.C.  at  their  command,  had  made  a  real  factual  study  of  the  facts  in 
respect  of  the  negotiations  for  contracts  between  distributor  and  exhibitor, 
the  contracts  made,  and  the  performance  of  such  contracts.  If  the  task  was 
too  great  to  do  nationally  for  each  of  the  separate  distributing  companies, 
including  the  two  national  distributing  companies  which  exist  in  addition 
to  the  eight  exclusively  mentioned  in  the  report,  the  facts  might  have  been 
learned  from  a  typical  excha^ge  territory  where  each  distributor  maintains 
a  branch  office  for  the  servicing  of  the  350-400  theatres  in  such  a  territory. 
Instead,  the  conclusions  of  the  authors  are  based  upon  hearsay,  surmise,  and 
rehashed,  unverified,  secondary  materials;  upon  what  adversary  parties  to 
an  issue  proclaimed,  rather  than  upon  facts  as  they  exist. 

With  the  season  which  began  after  the  issuance  of  the  monograph,  the 
consent  decree  already  in  effect  at  its  writing  completely  changes,  as  to  a 
majority  of  the  companies,  the  methods  of  marketing  referred  to  as  block 
booking  and  blind  selling.  Much  of  the  discussion  therefore  can  serve  no 
present  useful  purpose.  Particularly  is  this  true  of  the  extended  repetition, 
from  the  1935  NRA  work  materials,  of  the  charge  that  cancellation  privi- 
leges in  film  contracts  between  distributors  and  exhibitors  were  nullified 
in  effect.  The  authors  fail  to  bring  down  to  date  the  development  of  can- 
cellation privileges  since  the  NRA  Code.  They  fail  entirely  to  mention 
that  by  a  Trade  Practice  Code,  negotiated  between  exhibitors  and  the  eight 
major  distributors  in  August,  1939,  cancellation  privileges  were  augmented 
to  20  per  cent  in  the  case  of  the  ordinary  independent  exhibitor,  and  that 
all  restrictions  on  the  exercise  of  the  privilege  were  reduced  to  an  absolute 
minimum  consistent  with  any  contractual  dealing.  Despite  the  fact  that 
the  Department  of  Justice  refused  to  give  approval  to  the  Trade  Practice 
Code  while  its  action  was  pending,  until  the  consent  decree  did  away  with 
selling  of  large  groups  in  advance  of  production  and  consequently  with  the 
necessity  for  cancellation,  this  enlarged  cancellation  privilege  was  afforded 
to  exhibitors  by  several  of  the  distributors. 

There  is  not  a  word  about  what  is  known  in  the  industry  as  "washouts": 
the  recurrent  practice  each  year  in  negotiation  between  exhibitor  and  dis- 
tributor for  a  new  season's  contract  to  "wash  out,"  or  cancel,  all  previously 
unplayed  pictures.  A  recent  study  in  one  exchange  territory  indicates  that 
this  practice  is  so  prevalent  that  no  one  can  talk  about  block  booking  with- 
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out  taking  into  consideration  the  incidence  of  "washouts,"  There  is  not 
a  word  mentioned  of  the  practice  of  exhibitors  of  canceHng  a  motion  pic- 
ture and  then  repurchasing  the  right  to  exhibit  at  a  lower  price  since  the 
distributor  then  has  no  other  market  for  the  motion  picture.  Nor  is  there 
any  mention  made,  in  purported  appraisal  of  the  practice  from  consumers' 
standpoint,  that  experience  in  the  industry  has  been  that  exhibitors'  can- 
cellation or  playing  of  pictures  depends  entirely  upon  "box-office"  and  that 
exhibitors  will  forego  playing  more  socially  desirable  motion  pictures  for 
ones  of  proven  "box-office"  despite  social  disapproval  of  some  of  such  suc- 
cesses. Social  responsibilities  in  this  field  are  much  better  met  by  the  man- 
agements of  the  large  national  distributing  organizations  than  by  the  man- 
agements of  small  local  theatres. 

In  several  places  (pp.  28,  33)  the  statement  is  made  that  theatres  affiliated 
with  distributors  do  not  purchase  their  motion  pictures  as  others  do.  It  is 
true  that  this  charge  was  made  in  the  hearings  referred  to  and  in  the  hear- 
ings to  which  there  are  no  references.  Have  the  authors  examined  avail- 
able contracts  for  affiliated  circuits  and  compared  them  with  those  for  inde- 
pendent theatres  to  see  whether  this  is  so?  Significantly  the  only  specific 
alleged  example  ever  presented  at  hearings  before  a  Congressional  Com- 
mittee considering  the  proposed  legislation  was  proved  to  be  false  (Hear- 
ing, Senate  Committee  on  Interstate  Commerce,  76th  Congress,  First  Ses- 
sion, April  3-17,  1939,  pp.  487-490). 

In  the  NRA  work  materials  (p.  84),  one  of  the  authors  had  written:  "In 
areas  where  no  competition  exists  the  exhibitor  is  in  a  satisfactory  bargain- 
ing position  and  can  almost  dictate  his  own  terms."  Throughout  the  coun- 
try in  the  smaller  localities  the  independent  exhibitor  who  operates  with- 
out competition  is  in  the  numerical  majority  of  the  accounts  on  the  books 
of  any  distributor. 

The  marketing  practices  followed  by  the  motion  picture  companies  can- 
not be  attacked  as  against  consumer  interests  when  those  are  the  marketing 
practices  upon  which  is  based  the  making  of  the  best  motion  pictures  in  the 
world  for  exhibition  at  the  lowest  prices.  In  other  countries,  Brazil  the  most 
recently,  bureaucratic  search  for  the  way  to  success  in  production  has  taken 
the  shape  of  compelling  the  exhibitor  to  purchase  motion  pictures  made  by 
national  producers  in  order,  so  it  is  claimed,  to  improve  the  domestic  product 
so  that  it  can  compete  with  American  motion  pictures. 

The  discussion  in  this  phase  concedes  that  the  legislative  proposal  (the 
Neely  Bill)  on  which  so  many  voluminous  hearings  were  held  is  defective 
in  its  principal  operative  sections,  those  prohibiting  excessive  price  differen- 
tial between  blocks  and  single  pictures  (sec.  3)  and  compelling  dehvery  of 
an  oudine  synopsis  to  which  strict  adherence  is  made  necessary  under  pain 
of  contract  cancellation  (sec.  4).  The  discussion  by  and  large  does  not  add 
up  to  anything  of  value. 
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Then  the  authors  turn  to  the  practice  of  making  "score  charges"  (p.  33) 
and  explain  that  it  is  a  remnant  of  pre-sound  days  in  the  industry,  but  that 
Ot>      T  aH  "nevertheless    distributors    continue   in    many    cases    to 

p  „„x.  make  a  score  charge."    It  should  serve  as  some  embar- 

rassment that  an  economic  report  issued  on  January  15, 
1941,  should  say  that  distributors  continue  to  make  score  charges  when  the 
last  companies  in  the  industry  who  made  such  charges  had  abandoned  the 
practice  much  more  than  one  year  before  the  authors  prepared  this  publi- 
cation for  the  information  and  study  of  the  members  of  the  Committee. 

Other  trade  practices  described  are  characterized  as  belonging  to  the  gen- 
eral class  of  competitive  practices  which  small  exhibitors  contend  have  been 
used  against  them  by  large  exhibitor  organizations.  These  are  "overbuying" 
of  motion  pictures  (almost  self-explanatory  by  its  designation),  unreasonable 
clearance  and  zoning,  and  what  the  authors  describe  as  the  practice  of 
"unfairly  specified  admission  prices." 

The  discussion  on  clearance  and  zoning  (pp.  40  to  45)  is  the  best  thing 
in  the  monograph.  The  fact  that  beginning  with  November  14,  1940,  under 
the  consent  decree,  reasonable  clearance  could  be  fixed  by  impartial  arbi- 
trators whenever  there  is  a  claim  by  an  exhibitor  that  his  competitor's  clear- 
ance is  unreasonable,  makes  further  comment  unnecessary  on  this  portion 
of  the  report. 

After  discussion  of  block  booking  and  blind  selling  there  follows  a 
description  and  discussion  of  the  trade  practice  known  as  "designated  play- 
dates."  The  controversy  is  simply  whether  it  shall  be  the  distributor  whose 
picture  it  is,  or  the  exhibitor  whose  theatre  it  is,  who  shall  have  the  decision 
as  to  which  day  of  the  week  the  motion  picture  shall  play.  It  is  not  indi- 
cated how  prevalent  the  practice  is  or  how  many  pictures  are  designated 
for  "preferred  playing  time,"  as  the  phrase  goes  in  the  industry  jargon.  The 
practice  is  confined  exclusively  to  motion  pictures  for  which  the  license  fees 
are  based  on  a  percentage  of  receipts  at  the  box  office.  The  authors  tell  us 
that  it  is  primarily  a  problem  of  the  industry,  rather  than  of  the  consumer, 
and  that  the  consumers'  interest  in  the  matter  is  probably  small.  They  sug- 
gest that  distributors'  control  of  playdates  may  result  in  week-end  bookings 
for  sophisticated  features  in  a  theatre  whose  audience  may  prefer  films  for 
general  family  entertainment.  They  fail  to  refer  to  the  determination  of  the 
issue  where  it  was  judicially  examined.  When  Ohio,  at  the  behest  of  an 
exhibitor  group,  passed  a  statute  to  prevent  distributors  from  designating 
playdates,  the  statute  was  set  aside  as  arbitrary  and  capricious  by  a  Federal 
court,  who  observed  that,  on  the  evidence,  exhibitors  in  making  their  selec- 
tion could  not  be  said  to  be  responding  to  local  consumer  interest  more  than 
the  distributing  companies  (RKO  v.  Briefer,  U.  S.  District  Court  of  Ohio, 
February  15,  1938). 

As  to  "unfairly   specified   admission   prices"    (p.  45)    the   authors  over- 
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emphasize  the  specification  of  admission  prices  by  distributors  in  license 
agreements  with  exhibitors.  Almost  without  exception  license  agreements 
merely  incorporate  the  admission  price  which  the  management  policy  of 
the  theatre  has  fixed.  The  exception  is  the  occasional  great  picture  played 
on  a  percentage  basis  at  advanced  admission  prices,  like  Gone  with  the 
Wind. 

They  seek  to  use  the  state  of  facts  developed  in  the  opinion  of  the  Su- 
preme Court  in  U.  S.  v.  Interstate  Circuit,  Inc.  (306  U.  S.  208,  1938),  as  "an 
interesting  illustration."  The  facts  of  the  Interstate  case  related  to  four 
cities  in  Texas.  It  marked  an  attempt,  the  only  one  in  the  industry,  by  the 
operator  of  the  first-run  theatres  in  those  cities  to  require  distributors  to 
make  subsequent-run  theatres  charge  not  less  than  25  cents  for  an  adult 
evening  admission  price  for  motion  pictures  which  were  shown  first  run 
at  40  cents  or  more.  The  attempt  failed  in  a  divided  decision  by  the  Su- 
preme Court  (5  to  3,  one  Justice  not  voting).  The  majority  opinion,  in 
condemning  the  attempt  initiated  by  the  first-run  exhibitor,  noted  that 
"compliance  with  the  proposals  involved  a  radical  departure  from  the  pre- 
vious business  practices  of  the  industry"  (306  U.  S.  208  at  222). 

Obviously,  then,  the  case  is  not  available  for  use  as  an  illustration  of  a 
so-called  practice.  It  should  be  unnecessary  to  add,  in  view  of  the  Supreme 
Court  decision  in  1938,  that  no  similar  instance  in  the  recent  past  has  oc- 
curred. 

U.  S.  v.  Barney  Balaban  (D.  C.  Illinois,  1939),  a  proceeding  to  hold  cer- 
tain parties  to  a  consent  decree  in  contempt  for  violation  of  the  decree,  is 
used  by  the  authors  to  illustrate,  as  they  say,  domination  of  an  exhibition 
territory  (pp.  48-49).  Here  again,  to  say  the  least,  they  ineptly  handle  legal 
materials  by  using  only  the  charges  made  by  the  Government,  and  not  the 
findings  of  fact  and  conclusions  of  law  entered  after  trial  of  the  issues  by 
the  court.  It  would  have  been  fair  to  add  that  the  distributing  companies 
who  were  parties  to  the  proceeding  were  cleared  of  the  charges  made. 

OBSERVATIONS 

In  the  concluding  pages  of  Chapter  III,  "Observations"  (pp.  53-56),  the 
authors  reiterate  the  conclusions  which  stud  their  discussion  of  the  so-called 
"pattern"  and  "issues."  Not  unwarrantedly  they  refer  to  their  discussion  in 
terms  of  "diagnosis  of  sickness."    They  end  on  this  note: 

The  motion  picture  industry  exhibits  symptoms  which  are  common  to  many 
of  our  great  enterprises.  Its  problems  are  part  of  the  larger  problem  of  the 
development  and  direction  of  American  industry.  More  than  anything  else, 
perhaps,   intelligent   and   sympathetic   study   is   indicated. 

There  will  be  found  many  in  the  industry  who  will  affirm  that  the  study 
the  authors  have  made  and  published  is  not  sympathetic.    If  it  may  not  be 
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termed  hostile,  it  is  as  if  it  were  hostile,  since  the  "diagnosis  of  sickness" 
does  not  stem  from  a  patient,  painstaking,  exhaustive,  and  complete  survey, 
such  as  might  have  been  made.  A  comparison  with  the  type  of  study  made 
in  the  cases  on  the  motion  picture  industry  in  Volume  8,  Harvard  Business 
Reports  (McGraw-Hill  Book  Company,  1938),  will  serve  to  indicate  a  strik- 
ing difference  in  approach. 

Although  the  text  of  the  monograph  concludes  with  page  56,  there  are 
three  appendices.  Appendix  I  (pp.  59-62)  reproduces  a  synoptic  corporate 
A  HVpts  history  of  each  of  the  eight  companies,  taken,  it  is  said, 

from  the  complaint  in  U.  S.  v.  Paramount.  Most  of  the 
facts  are  obtainable  in  any  standard  manual  of  corporate  statistics.  Much 
more  complete  facts  could  be  obtained  from  the  files  of  the  Securities  Ex- 
change Commission  whose  Chairman  was  a  member  of  the  T.N.E.C. 

Appendix  II  (pp.  65-69)  is  a  description  of  Motion  Picture  Producers 
and  Distributors  of  America,  Inc.,  and  its  several  departments,  and  of  the 
Association  of  Motion  Picture  Producers  of  California,  Inc.  In  each  case 
a  list  of  the  members  is  given.  Footnote  references  show  that  the  source 
material  was  a  publication  issued  by  the  Motion  Picture  Producers  and 
Distributors  of  America,  Inc.,  in  1940,  called  Film  Facts.  To  excerpts  from 
this  source  the  authors  have  made  quite  bewildering  additions  of  their 
own  from  sources  not  indicated. 

How  could  the  authors  have  informed  the  T.N.E.C.  in  1941  that  there 
existed  an  organization  of  Film  Boards  of  Trade  which  had  the  same  General 
Counsel  and  the  same  General  Attorney  as  the  Hays  organization,  when 
these  local  organizations  of  distributors  in  exchange  centers  were  out  of 
existence  by  1937?  Gabriel  L.  Hess,  who  was  General  Attorney  for  the 
Film  Boards  of  Trade  and  General  Attorney  for  the  Association,  died  in 
April,  1940. 

As  for  the  fragmentary  description  made  of  the  Association's  depart- 
ments, its  functions  and  activities,  we  wonder  to  what  use  were  put  the 
answers  by  the  industry's  trade  associations  conducted  for  the  T.N.E.C. 
by  the  Marketing  Research  Divisions  of  the  Department  of  Commerce. 
Did  the  authors,  in  description  of  the  industry's  trade  organizations,  go 
to  the  answers  to  this  questionnaire?  If  they  did  not,  could  they  really 
be  said  to  have  made  a  research  report  to  the  T.N.E.C.  on  this  phase  of 
their  monograph?  Question  ?>2{a)  of  the  trade  association  survey  question- 
naire, "What  do  you  feel  have  been  the  significant  contributions  of  this 
trade  association  to  your  industry?"  presented  a  question,,  the  answer  to 
which  the  authors  might  have  consulted. 

Appendix  III,  "The  Consent  Decree"  (pp.  73-85),  gives  as  of  January, 
1941,  an  analysis  of  the  consent  decree  entered  in  November,  1940,  and 
really  not  fully  operative  at  the  time  of  the  monograph.  It  was  too  early, 
of  course,  to  make  a  full  appraisal  of  the  decree  and  the  discussion  neces- 
sarily is  largely  in  the  field  of  prophecy  as  to  how  the  decree  would  operate. 


THE  MOTION  PICTURE  INDUSTRY  797 

Reference  has  already  been  made  to  the  fact  that  the  member  of  the 
T.N.E.C.  who  as  Assistant  Attorney  General  signed  the  decree  found  it 
necessary  to  protest  that  the  discussion  was  "inadequate  and  misleading." 
To  this  protest  one  of  the  authors  made  a  spirited  rejoinder  in  which  he 
asserted  that  "the  authors  made  every  effort  to  treat  the  consent  decree  as 
objectively  as  any  other  subject  discussed  in  the  monograph"  (Part  31-A, 
"Supplemental  Data  Submitted  to  the  T.N.E.C,"  p.  18,459). 

One  gets  the  feeling  that,  since  the  entry  of  the  consent  decree  during  the 
authors'  labors  on  the  monograph  cut  away  some  of  the  ground  for  their 
criticisms  and  conclusions,  in  an  appendix  to  the  monograph  they  took 
occasion  to  berate  the  decree. 
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Concentration  (Cent.) 

causes     of,     151-153,     182-183,     668-670. 
See   also   Manufacturing,   Monopoly,    etc. 

decline   in,   679 

effects,    176-177.     See  also   Monopoly,    etc. 

in  food  industries,  605-615 

in  foreign  countries,  761-771 

of  income,    176,    181-182,  287 

industrial,   408-441 

in  natural  gas  industry,  620-622 

of  ownership,  474-475,  509 

in  petroleum  industry,  676-688 

ratios  of,  416-417,  422-427,  431-432,  435- 
438 

relation  to  small  business,  243 

treatment    of,    670-671 

of  wealth,  172,   181,  292 
Conferences,     trade-practice,    595-604 
Congress   of  Industrial   Organizations    (CIO), 

379,  397,  400 
Connally  Act,  705,  736,  751 
"Consent  decrees,"  226,  232,  239 
Conservation,    354,    531-535,   578,    579,    580, 
618,  629,  689-696,  704-705,  751,  759 
Constitution   of   the   United   States 

impairments,  406,   407 

provision   as  to   patents,   499-505 

specifying  powers  of  government,  380,  381, 
386,  4^04 

See  also  Bill  of  Rights 
Construction  industry,    113-119 

building  codes,    118 

factors  of  cost,   118,  586-592 

lag,    11,    103-104 

materials,  585-592 

prefabrication,  118-119 

"rackets,"  319 

size,    585-586 
Consumer   Expenditures,    Report    on    (NRC), 

32,  34,   41,   652 
Consumer     Incomes,     Report     on      (NRC), 

32,  34,  35,  36,  39-41,  45,  288 
Consumer  Purchases  Study,  37 
Consumers 

cost  to,  of  sugar  import  restrictions,    148- 
150 

"effort   commanded,"    91-92,    93,    106-109 

income,    44-46,   51-52.      See   also   Income 

interest  in  fair  trade  practices,  604 

service  to,  742,  752 

shifting  of  taxes  to,  32,  34,  36,  37-38,  45 

standards,  352-360 

units,  34,  37-38 
Consumption 

of  agricultural   products,   341-342 

created  by  production,  188 

fluctuations,  372 

maximum,  520,  521,  574 

See  also  Purchasing  power 
Continental  Oil  Company,  681 
Control,      Government.        See      Agriculture, 

Prices,  etc. 
Co-operatives 

consumer,  251,  320 

producer,  314-316,  538,  546,  552-553 


Corporations 

financial  structure  of,  203-224 
as  legal  persons,  385-386,  509 
manufacturing,  203-224,  408-441.     See  also 

Manufacturing 
ownership   of.     See  Ownership 
taxation  of.     See  Taxation 
trusteeship  in  management,   156-163 
See  also  Management 
Costs,    manufacturing 

affecting  prices,  64,  66,  69-72,  74,  520 

allocation,    523-525 

as    basis    of    price    control,    518-521,    522- 

582   passim 
effect   of   technology    on,    64-65,    75,    321- 

339  passim 
labor,    62-64,    66,    68-69,    70-72,    74,    98- 

99,    116-118,    219,    304-305,    313,    314, 

321,  371,  488,  547,  589,  671 
material,  "68-69,  92,  98-99 
relation  to  output,  303,  557 
Credit 

bank,  as  money,  375 

bank,  as  potential  capital,  653 

farm,  346,  350 

for  small  business,  252-259 

use  of  government,  180,  256-259,  651 

Dairymen's  League,  552 
Debt 

abolition,   367 

private,  reduction  of,  369 

public,  293-294,  365,  374 
Depressions,  economic 

causes,    5-6,    10-12,    286-287,    305,    362, 
363,  364,  372-373 

effects  on  prices,  6-10,  428-429 
Distribution 

competition    in,    250-251,    541,    544-545, 
547-549,  735-749 

costs  of,   12-13,  542,  547,  550,  552,  553, 
554-582   passim,  562-563,   591 

of  farm  products,  341,  346-347,  349,  350, 
538-553 

mass,  251,  300,  609-612 

methods  in  food  industries,  605-615 
Dividends 

compulsory   distribution  of,   297 

concentration  of,  166,  169-171,  480-481 

distribution  of,   166,    169-171,   480-481 

intercorporate,   125 

ratio  of  pay  rolls  to,  90,  100-102,  106-108 

ratio  to  profits,  166,  208-210 

relation    to    concentration    of    wealth,    166, 
169-171,  182,  481 

relation  to  depression,   176,  287 

taxation  of,  401 
Drug  trade 

cost  of  advertising,  19-20 

cost  of   "retailing,"    14,    19-20 

effect  of  "fair  trade"  laws  on  prices,  19 
"Dumping."      See    Prices,    domestic    and    ex- 
port 
Dun   &  Bradstreet,   120,  246-247 
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Economic    Tendencies    in    the    U.    S.    (F.    C. 

Mills),  108 
Economy,  planned.     See  Planning 
Education 

for   improvement   in   agriculture,   342,    350, 

351 
influence  on  equalizing  income,  59 
Efficiency 

in    agriculture,    342 
relation   to   size,    190-200 
of  small  business,  247-248,  253 
See  also   under   specific   industries 
Electrical  equipment  industries 

price  trends  in,    16-18 
Electric  utilities,   522-523,   535-537,   583-584. 
See    also    Tennessee    Valley    Administra- 
tion 
Employment 

affected  by  technology,  95,  322-339,  510 
causes  of  unemployment,  8-12,  58,  90,  189, 

362-363,   364 
maximum,  89-90 

as  measure  of  social   performance,   94-95 
relation  to  wages,  323 
stabilized   by   public   works,    364-365,    374 
Employment    relations.      See    Bargaining,   col- 
lective;  Labor;   Wages 
Energy  Resources  and  National  Policy  (NRC), 

693 
Ethyl   Gasoline  Corporation,   734 
Expenditures,  government 
attitude   of  N.A.M.   toward,    400,    402-403 
for    expanding    production,    364-365,    368, 

374 
Federal,  130,  289-290,  296,  340,  342,  400, 

402 
state    and    local,    289 
subject  to  public   scrutiny,   380 
Export  trade,  76-88 
Export  Trade  Act,  87-88 

Facing  the  Tax  Problem   (M.  Newcomer),  41 

Fair  Labor  Standards  Act,  267 

Fair  Trade  Acts,  5,  12,  267,  280,  301,  318 

Fallacies,   economic 
oversaving,  364,  372 
in  recovery  plans,  362-363,  367 

Farms.     See  Agriculture 

Federal    Bureau    of    Investigation.      See    Jus- 
tice, Department  of 

Federal  Home  Loan  Bank  Board,  586-588 

Federal    Housing    Administration,    119,    245, 
256,   258,   354-355 

Federal    Power   Commission,    617,    619,    623, 

625,  627,  629,  635-636 
'Federal  Reserve  Board,  107,  287.     See  Banks, 
Federal  Reserve 

Federal  Trade  Commission,  76,  87-88,  156, 
190-200,  227,  260,  264-266,  269,  273, 
279,  301,  311,  313,  315,  346,  354,  356, 
595-604,  610,  614,  616-649,  667-669, 
748,  755,  779-782 
reports  included  in  Monograph  id,  616- 
649 


Federal  Trade  Commission  (Cont.) 

trade-practice     conference    procedure,     595- 
604 
Federalist,  The,  383 

Financing   business,  252-259.     See  also  Capi- 
tal 
Financing  Government    (H.  M.  Groves),  291 
Flour  industry,  92 
Food    industries 

absence  of  monopoly  in,   607-608 

methods  of  distribution  in,   605-615 

organization  in,  large-scale,  605-615 

technology    in,    605-606 
Ford    Motor   Company,    195,    300,    313,    512- 

513,   647,   673,   746 
Fortunes,  large 

ownership,    472,    475 

perpetuation,    54-58 

sources,  54,  56 

use,   54,    189,   372-373,   481 
France 

economic    regulation    in,    766-767 

Gas  industry,  natural,   616-638 

character    of    testimony    on,    617-619 
domination  by  major  groups,  631-633 
inadequacy    of   competition,    629-631 
maintenance  of  high  prices,  635-637 
pipe  lines,  620-633,   637-638 
strangling     independent     enterprises,     633- 
634 

General  Motors  Corporation,  647-673 
agents,   responsibility   for,    234-235 
cost   of   executive    management,    156-157 
efficiency,    195 
ownership,    476 
social  performance  of,    112 

George   Washington   University,   675 

Germany 

economic  regulation  in,  767-771 
labor  in,   767-768,   770,   771 

Glass  industry 

flat  glass,   141-142 
glass  container,   512 

Goods,  durable  and  nondurable 

in  relation  to  concentration,  425-426 
in  relation  of  prices  and  production,  6-8 
in   relation   of  production   and   investment, 
181 

Great    Britain 

economic   regulation   in,   763-766 
labor  adjustments  in,   589,  764-765 

Grinnell  College,  245 

Gypsum  industry,    140-141 

Harvard   University,    1,   61,    198,   248 

Harvard    business    reports,    785,    796,    610 
History   of   England    (T.    B.   Macaulay),    294 
Home    building.      See    Construction    industry 
Housing.     See  Construction 
Hunter  College,  693 

Idaho,  use  of  electricity  in,  536,  583 
Income 

composition,   49-51 
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Income  (Cont.) 

concentration,  47-49,  51-52,  287,  288,  362 

corporation,  290 

distribution,  29-48  passim,  51-52,  59,   159. 
172,   286,  288,   306,   362 

flow,  650-652 

fluctuation,   56 

"million-dollar,"    58 

national,  34,  43,   158,   164,   172,   176,   177, 
181,  650 

"negative,"    29-30 

non-monetary,  30 

ratio  to  consumption,  34 

ratio  of  taxation  to,  43,  44 

sources.     See  composition 
Independent   Petroleum    Association,   692 
"Industrial    Expansion"   Plan,   365-369 
Inflation,   375 
Injunctions 

in   antitrust  cases,  237-238 

in   labor  disputes,   392-394 
Insurance,  life.     See  Life  insurance 
Integration   in   manufacturing,   408-440,   682- 

688 
Interest 

abolition  of,  369 

as  item  of  cost,  90,  371 

payments  deductible  for  taxation,   128 

rates,  363,  372,  373 

relation   to  pay  rolls,   100-102 
Interior,    Department   of,   274-275,    354,    565 

Bureau  of  Mines,  617,  623-624,  637,  677, 
692-693 
International  Harvester  Company,  62,  69,  70, 

644 
Interstate    Commerce    Commission,    102,    377, 

528,  702,  706-711,  752,  755 
Inventories,  accumulation  of,  286 
Investment,    164-190,    286,    295 

relation  to  national  income,  650-655 

See  also  Capital 

Jobs  for  All    (M.   Ezekiel),   365 

John    Hancock    Life    Insurance    Company,    22 

Journal  of  Accountancy,  32,  292 

Justice,  Department  of,  117,  118,  225-244, 
260,  264,  266,  269,  271,  273,  308,  506, 
507,   516,   599,    600,    634,    784,    786  fF. 

Labeling,  informative,    15,  357-360 
Labor 

child,    90,    389 

costs,  61-75,  98-99,  116-118,  219,  304-305, 

313,  314,  321,  371,  488,  547,  589,  671 
effect    of    technological     improvements    on 

labor's  share  in  production,  95,  333-335, 

366 
efficiency  of,  59 

in  Germany,  767-768,  770,   771 
in  Great  Britain,  589,  764-765 
organized,   in   building   industry,    104,    116- 

118,  589,  591;  in  milk  distribution,  313, 

314,  547 

pay  rolls,  89-90,  98-102 


Labor  (Cont.) 

policies   of   N.A.M.   tovi^ard,    387-390,   391, 

393-400,   403-404 
productivity  of,  106,  322-339 
in    recovery    plans,    368 
unions,    monopolistic    control    by,    59,    305, 
306,  314,  319,  343,  344,  363,  364,  371, 
393,  591,  671 
Labor,  Department  of,   18,  61,  89,  201,  286, 
355,  461,  585,  641-642,  754,  783 
Bureau    of   Labor   Statistics,    585,    641-642, 
'754,  783 
Latin  America 

economic  regulation  in,  762-763 
Lawrence    College,    117 
Liabilities  of  manufacturing  corporations,  211- 

216 
Life  insurance,  21-28,  442-471 
competition  in,  445-446,  454-456 
growth   of,   443-444 
industrial,    21-28,    446-447,    460-470;    cost 

of,  466 
investments   of,    450-451 
lapsing  in,  24,  26-27,  458-460,  461-463 
management  of,  444-445,  448 
overloading  of,  22-26,  464-466 
regulation    of 

Federal,    448,    451,    470-471 
state,  448,  452-453 
safety    of,    451-452 
savings  bank,  21,  22,  26,  466 
services  of,  27-28,  454 
taxation   of,   297 
war  risk,   459 
Lumber  industry,    143-144 

Management,   business 

compensation,    156-158,  222 
correction   of  bureaucracy   in,    155 
determining   efficiency,    194-196 
importance  in  integration,  684-685,   686 
relation    to    business    mortality,    247,    250 
reports  of,    161 

responsibility  of,  to  consumers,   160 
responsibility  of,   to   labor,    158 
stockholdings   of,    483-484,   679 

Manufacturing 

concentration  of  production   in,   422-432 
dividends   from,   208-210,   222-223 
failure  experience  of,   204,  220 
financial    characteristics   of,    203-224 
fixed  capital   of,  215-217 
growth  in  size  of  companies,  409 
integration  in,  410,  417-421 
net   worth   of  companies,   213-214,   222 
product  structure  in,  432-440 
profits    from,    205-208,    223 
prospects   of,   219-220,   336-337 
social   performance  of,    106-110 
trends   in   scale   of  operations,   411-417 

Markets 

competitive,   307 
monopolized,  307-308,  346 

Massachusetts  Institute  of  Technology,   61 

Mergers,  421,  664-665,  668-670 
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Metropolitan  Life  Insurance  Company,  21,  23, 

25,  27,  28 
Mexico 

economic  regulation  in,  762-763 
Migration,  industrial,  249-250 
Milk  industry,  314-318,  538-553 

classified  price  plan,  539,  548,  549 

labor  costs,  313,  547,  552,  553 

market    controls,    314-318,    542-547,    548- 
550 

objectives  of  regulation,  540-541 

regulation.   Federal,   538,   542-547 

regulation,  state,  538;   New  York,   547-552 

results  of  price  control,  541-542 
Miller-Tydings  Act.     See  Fair  Trade  Acts 
Million    and    One   Nights,   A    (T.    Ramsaye), 

784 
Minerals  Yearbook,  623 
Minnesota    Mutual    Life    Insurance    Company, 

449 
Minnesota,  University  of,  202,  538 
Modern     Corporation    and    Private    Property, 

The  (Berle  and  Means),   163,  248-249 
Money 

flow  of,    177,    178,    186 

in  recovery  plans,  371-372 

secondary  role,    186 
Monopoly 

absence  of,  in  food   industries,   607-608 

affecting  distribution  of  income,   53,   58 

affecting  employment,  58,  362 

affecting  export  price  discrimination,  77-79, 
82-83 

affecting    prices,    362 

creating    large    fortunes,    54 

definitions  of,  301-302,  666,  672 

disadvantages  listed,   305 

of    distribution,    346 

grants  of,  ancient,  504-505,  672 

identity  with  duopoly,  298-299 

of  labor,  59,  305,  364,  371,  393 

patent.     See  Patents 

plans  for  controlling,  366,   669-671 

public   policy   toward,    225-244,    321,    670- 
671,   673 
"Monopoly    Control    Act" 

proposed,  365-366 
Mortality,   business 

causes  of,  247-250 

extent  of,  204,  220,  245 

relation  to  size,  204,  220 

studies  of,  246-247 
Motion    picture   industry,    783-797 

block  booking,  791-793 

other  trade  practices,  794-797 
Motion    Pictures    Producers    and    Distributors, 

796 
Motor  Vehicle  Industry,  Report  on  (FTC),  156 
Mutual  Benefit  Life  Insurance  Company,  449 

National  Association  of  Manufacturers,  107, 
261;  activities  criticized,  380-405  passim; 
study  of  executive  compensation,  157- 
159;   on   technological   progress,   326-327 

National  Bureau  of  Economic  Research,  56 


National  Bureau  of  Standards,  355 

National  City  Bank,  quotation  from  monthly 

bulletin,  42-44 
National    Dairy   Products   Corporation,    315 
"National  Economic  Council,"  406 
National  Founders  Association,  390 
National    Industrial    Conference    Board,    for- 
mation of,  390;  study  of  effect  of  labor- 
saving  devices,  326 
National  Industrial  Council,  390 
National  Labor  Relations   Act   (Wagner  Act), 

343-344,  391,  395-399,  403,  547 
National    Metal   Trades   Association,    390 
National  Oil  Marketers  Association,  732 
National  Petroleum   News,  739 
National     Recovery     Administration     (NRA), 
115,    117,    163,   226-227,   264,   266-267, 
269,  301,  318,  343-344,  391,  393,  394- 
395,  554,  560,  564,  568,  579,  780,  784, 
786 
relation  to  trade  associations,  260,  262 
National   Research  Project,   96-97,   327-329 
National    Resources    Committee,    32,    33,    34, 
35,  3,6,  38,  39,  40,  41,  56,  159,  288,  652, 
653,  677,  693 
National  Resources  Planning  Board,  42,  588 
National  Tax  Association,   124 
Navy  Department,  274,  275,  277,  355 
"New  Deal,"  236,  246,  343,  653 
New  School   of  Social   Research,    120 
New   York   State,    milk   control,    547-553 
New   York   University,    190 
NRA  Economic  Planning  (C.  F.  Roos),  779, 
781 

Occidental  Life  Insurance  Company,  449 

Ohio   Oil    Company,    681 

Ohio  State  University,  132 

Oligopoly,   298,  300,   320 

Ontario,     hydro-electric    power    consumption, 

536,  584 
"Opportunity  ratios,"  437-438 
Output.     See  Production 
Ownership 

by  directors  and  officers,  483-484 

distribution   of,  in   large   corporations,   472- 
484,  485-491 

by  family  groups,  475-477 

in  non-individual  holdings,  477 

of  patents,  492-517  passim 

in  size  of  holdings,  487-491 

in  small  holdings,  483,  490-491 

Pan    American    Petroleum    &    Transport    Co., 

680,  686,  718 
Paramount  Pictures,  784,  785,  786,  787,  788 
Patents 

concentration  of  ownership,  285 

defined,   494 

in  food   industries,  614 

foreign,  515 

licensing,  compulsory,  366,  511-512 

in  petroleum  industry,  722-723 

pooling    and    cross-licensing,    513-514 
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Patents  (Cont.) 

relation   to   free  enterprise,    500-501 
safeguarding  monopoly,  366 
Patents  and  Industrial  Progress  (G.  T.  Folk), 

492 
Pay  rolls.     See  Wages 
Peninsular   Life   Insurance  Company,   449 
Petroleum   industry 
achievements,  751-755 
advantages  of  integration,  682-688 
concentration  of  control,  676-688 
conservation,   689-695 

co-operation    in    prospecting,    699-700,    704 
drilling  permits,  701 
jobbers,  735-740,  749 
leasing  policies,  700-701 
marketing,    725-750 
patents,  722-723 
pipe  lines,  701-703,  705-713 
price  policies,  712-716,  721,  725-734,  749- 

750 
production,   689 
profits,    174-175 
proration,  689,  698 
refining,   717-724 
relation    of    majors    to    independents,    703- 

705,  709-712,  717-720 
reserves,  698-700 
service   stations,    740-749 
tankers,   716-717 
transportation,    705-717 
Petroleum  Register,  738 
Phillips  Petroleum  Company,  681-682 
Pipe  lines 
gas,  616-638 
oil,  701-703,  705,  713 
Planning,  centralized  economic,  343-344,  365- 

369,  405-406 
Pressures,  political,  377-407 
Price 

agreements,    2,    264-266,    308,    499,    518- 

582  passim,  658,  660-666,  671 
behavior   and   business  policy,    1-20,   302 
control,  government 
coal,  519-520,  553-582 
milk,  538-553 

objectives,  518-519,  540,  555,  570,  578 
problems  of,  519-522,  663-664 
discrimination    in   steel,   772-778 
fluctuation,    2-12,    178-179 
leadership,  2,  309-310,  643,  664,  713-716, 

727-731,  750 
maintenance,    2,    236,    264-266,    269,    270, 

299,  310,  440 
See  also  under  specific  industries 
Prices 

control  of,  by 

government,  86,  343,  367,  518-582,  663- 

664 
trade  associations,    87-88,   263-266,   269- 
273,  318 
domestic  and  export,  76-88 
factors  affecting,  2 

competition.      See    Competition 
concentration.     See  Concentration 


Prices  (Cont.) 

consumption,  8-12,  341,  576 

costs.     See  Costs 

employment.  8-12,  521-522,  575 
'  monopolistic     control,     82-83,     301-302, 
344,  510 

patents,    2,    497 

product   differences,    84,   85 

tariffs,  81-82,  138,   145-150 

technology,    337-339 

wages,    64,    69-71,    72,    347,    363,    374, 
520 
flexibility,  effects,  3-4,  10-13,  178,  371,  729 
in  government  purchases,  275-276 
public  policy  regarding,  4-5,  10-11,  12,  86- 

88,   518-522,  540-541,  548 
relation    to    consumption,    8-9,    176,    374, 

535-536 
relation  to  employment,  8-12 
relation  to  production,  6-12,  551-552,  578, 

719 
in   specific   industries 

building   materials,    585-594 

coal,  553-573 

food,  605,  615 

gas,  natural,  616-638 
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